Learn How to Attack and Reduce Debt  
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Playing with credit can be just as bad as gambling, and putting your financial future on the line, by improperly using credit without educating your self first, is just as risky. A good place to start learning about credit is by examining the history of the subject. The origin of the word credit comes from the Latin term credere, meaning belief, or more simply put, I trust. However, while a company that offers you credit may, in essence, be saying that they trust you, that doesn’t necessarily mean you should trust them. 

While the concept of credit has been around almost as long as human beings themselves the first widespread use of consumer credit didn’t come into play until 1856 when the I.M Swinger Company offered a home/purchase plan where sewing machines could be bought on monthly installments. As this method of payment soon became popular, it also led some unscrupulous manufacturers to take advantage of the mania, and stories of foreclosure, financial ruin, and exploitation became commonplace. 

Today, being in debt is practically a way of life for most people; and that’s not always a bad thing. There is such a thing as good debt. Unfortunately, most people who use credit are using it to live beyond their means rather than to purchase worthwhile assets.

A good reference guide for people looking to get ahead of the debt problem is a book by author George J. Boelcke entitled “It’s your Money”.  According to Boelcke there are a number of purchases which can be made using credit and debt to your advantage.  “Credit obtained for investments, IRA’s, a 401 (K) or some asset that increases in value over time and where the interest may even be tax deductible; that’s actually borrowing money to make money,” says Boelcke. 

He also says that using credit to purchases such things as a vehicle or a home can be good. “If you already own a home, a mortgage is good debt,” says Boelcke. “It allowed you to purchase a house and is helping to build equity over time while the mortgage is being paid off… However, to re-mortgage can cross the line of taking on bad debt.”

Boelcke goes on to say that if you are going to re-mortgage to consolidate other bills, it should definitely be a one-time occurrence.  He warns that consolidation can in some cases be a step backwards.  He advises that if you choose to take that course of action you should make sure that your other accounts are closed and the re-mortgaged old bills are paid off quickly to get back on track sooner rather than later.

“The thing of it is, when you use home equity to get rid of let’s say, credit card debt, the most important thing is to get rid of those credit cards,” says Kent Broadbent, a consumer loan officer for THE National Bank in East Moline. “Unfortunately, people have a tendency to pay them off, and then keep them open, planning to use them only a little bit, and end up right back in the same situation.” 

Broadbent’s statement points out that the real problem for most people when it comes to credit and debt isn’t large purchases such as a house or car, but rather the over extension of credit cards, lines of credit, and other consumer debt such as rent-to-own plans and payday loans.

The good news is that individuals and families who are mired in debt do have options that  can be implemented without paying for a financial institution or advisor. They just need a little education on how to snowball their debt effectively in order to get balances paid off more quickly.

According to Greg Vermeer, Senior Vice-President for Primerica's Bettendorf Office, a financial services company which is a subsidiary of Citigroup, too many people are in the habit of trying to shotgun their debt by sending a little extra here and there to their creditors in an attempt to get ahead of the curve.

“Basically it doesn’t help them get anywhere,” says Vermeer. “What I would suggest to them is stacking their debt, or snowballing it. What that means is pay the minimums on all of them and take all of the would be acceleration to gang up on the first one.” He goes on to explain that this method will accelerate that first debt, paying it off more quickly. 

“Once that first one’s paid off you take all of that acceleration plus the payment you were making on the first, and move it onto the second one,” says Vermeer. “Once that’s paid off you do it again, and again, and it’s amazing how fast it will eliminate all of your debt.”

Debt stacking, or snowballing, is a great way for families and individuals to get out of debt quickly by simply spending what they’re already paying on their montly debt payments, but doing it in a way that accelerates the payment.  This saves them both valuable time and interest on loans that would otherwise take years or even decades to payoff

Don’t stop there though. Becoming more educated about credit, debt, and even money in general is really the key to staying ahead of the financial game. The best place to start may even be your local library. All you have to do is take the time to sit down, make a plan, and follow through with it.  Then you too can join the few and the proud who have had the tenacity and where with all to become debt free, and financially independent.

