Transcript

Strategies For Paying Down Debts

If you've ever been in debt, you know it can feel like running on a treadmill.
Every month, you pay a little to this loan. A little to that card. And
eventually you feel like you've gotten, well... nowhere. But, it doesn’t have
to be that way. Not if you have a debt repayment strategy in place. One that
helps you map out a plan that’s realistic enough to follow. Stick to the plan,
and before you know it you'll be moving in the right direction, chipping away
at your debt.

But, before we talk strategies, let’'s make sure we'’re all on the same page.
Because there are two kinds of consumer debt that people typically have.
They’re called secured and unsecured debt. A secured loan simply means
that the bank has something tangible to hold as collateral, like a house or a
car. Unsecured debt is slightly different. It's debt that doesn’t have
collateral, like the kind that someone builds up on credit cards. For this
discussion, let’s focus on high interest unsecured credit card debt.

Oh, one more thing before we move on. If you're thinking, "Wait a minute. If
I had enough money to pay down my debt, wouldn’t I already be doing
that?” Well, that’s one reason why you should have a budget. It can help
you pinpoint how you’re spending your money and where you might be able
to free up some funds. If you need help, our video, "How to set a budget
and stick to it” is a good place to start.

Additionally, there are some instances where you might not want to go it
alone. Like, let’s say you're unable to make your minimum payment or
you're having a difficult time making ends meet otherwise. If that’s the
situation you’re in, you might benefit from talking to a certified financial
professional. But it's important that you look for one who works for an
accredited non-profit consumer credit counseling agency and is a member of
the National Foundation for Credit Counseling.



So let’s get started. While there are many ways you can attack your debt,
there are two schools of thought in particular that we’ll discuss here. The
first is commonly referred to as the Snowball Method. It's when you pay off
your debts by balance, the lowest first.

Another tried-and-true method is to pay your debts according to their
interest rates, starting with the highest rates first. For this discussion, let’s
call it the High Rate Method.

So how do these strategies actually work? Let’s start with the Snowball
Method. First, make a list of all of your credit card balances from lowest
amount to highest. If two balances are similar, prioritize the card with the
higher interest rate.

When you pay your monthly bills, make the minimum payment due for all
your debts. Then take any additional money you have available and put it
toward the debt with the smallest balance. Do this each month until you've
paid off your smallest debt. When you pay it off, don’t use that account
again until your debt is cleared up. Whether you hide the card in a drawer,
freeze the card in a block of ice, or close the account, the point is to stop
increasing your debt.

The next step is to take the money you were paying toward that bill and
apply it to the next smallest balance on your list. And as you continue
moving down your list, the amount you’re able apply to each balance
continues to grow and grow, creating, wait for it, a snowball effect. Hmm.
You might be amazed how quickly that can happen.

Now let’s talk about the High Rate Method. Again make a list of all your
debts, but instead arrange them according to their interest rates, with the
highest interest rate first.



Using this method, you'll also pay the minimum amount due across the
board. Then you’d focus on sending as much as you can afford to the
account with the highest interest rate. Keep doing that until it's paid off.
Once your balance is zero, concentrate on the card with the next highest
rate on your list. And so on.

Either of these methods can be a great way to get yourself out of debt. And
while both methods have their supporters, it's really up to you to decide
what works best.

Supporters of the Snowball Method say that you’ll feel a boost each time you
pay off an account. And those small victories keep you motivated to reach
your goal. In fact, a study published in the Journal of Marketing Research
says that the act of closing accounts after they’re paid off, regardless of size,
is a better predictor of whether you’ll get out of debt in the long run.

On the other hand, supporters of the High Rate Method will tell you that over
time you’ll save much more money and get out of debt sooner by paying off
your higher-interest-rate debts first.

What's right for you? Well, it's a personal choice, but if you want to get out
of debt paying as little as possible, it's probably a savvier decision to use the
High Rate Method because you’ll get rid of your most expensive debt sooner
and pay less over the long run.

But if you're the type of person who has trouble sticking to a plan or you
need constant motivation, then the Snowball Method might be a better fit for
you.

Whichever you use, the most important thing is that you’ve decided to get
yourself out of debt in the first place. And with some determination,



dedication and a plan, you can get out of debt once and for all. And that’s
something that you really can’t put a price on.



