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How to Paydown Debt and Build Savings 

 

According to the Highlights of LendingTree’s Consumer Debt Outlook – May 20181, the average US household 

owes about 26% of their disposable personal income on consumer debt.  In their journal article The High Price of 

Debt: Household financial debt and its impact on mental and physical health2; authors Elizabeth Sweet, Arijit 

Nandi, Emma Adam and Thomas McDade note: “findings show that reporting high financial debt relative to 

available assets is associated with higher perceived stress and depression, worse self-reported general health, and 

higher diastolic blood pressure.”   

There is a lot of conflicting advice about how best to pay down debt and build savings.  Much, though not all, of it 

is well intentioned.  Beware, there are a host of scams out there.  In fact, the Federal Trade Commission has a 

section of their website dedicated to the topic of debt relief and credit repair scams3.  At the end of the day, there 

aren’t really any quick fixes to paying off debt.  It requires the creation of and adherence to a “financial diet” aka a 

budget.  In many ways, reducing debt is much like losing weight, but instead of counting calories consumed, you 

will be counting dollars spent; and in place of exercise, comes building emergency savings.  Ultimately, you need 

to spend less than you bring in to be able to free up money to avoid incurring more debt and avoid paying extra 

towards what you have already accumulated.  If you need budgeting tips and ideas, we have other articles 

addressing this topic.   

Once you have your spending under control, there are several strategies to help make your debt pay off plan 

more efficient.  The first step is to list out all your debt -- making note of the type, balance owed, interest rate and 

monthly payment.  Generally unsecured, floating-rate, revolving debt (such as credit cards) will have the highest 

interest rates and will be the best place to start focusing your extra payments.  By starting with the highest-

interest-rate-revolving credit account, you will save the most money in interest and finance charges.  Additionally, 
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as the balance decreases, you will gain access to that available credit again just in case you experience a financial 

emergency before you have a chance to build up your savings. You need to hold yourself to a VERY strict 

definition of emergency here. 

Once you pay off the highest-interest-rate-revolving balance, take the total payment that you had been making 

towards it each month, and then apply it as an extra monthly payment to the next highest-interest-rate-revolving 

balance.  When all the revolving debt is paid off, start working on building your emergency fund and paying off 

your installment debt in tandem with each other.  Instead of simply applying all the extra money you have freed 

up toward your installment debts split it equally between building savings and debt pay down now.  The reason 

being is that with installment loans, such as an auto or student loan, you will not be freeing up available credit as 

you pay off this type of debt.  If a financial emergency occurs at this point, you can’t just borrow back against the 

money you have paid off the same way you can with a revolving debt.  Thus, you could end up in a position having 

to borrow money again at a higher rate than the debt you are paying off if you don’t start working on the 

emergency funds at this point.  As soon as you have at least a three-month cash reserve built up, you can go back 

to applying all the extra money going into savings towards your debt.  

If reading this has left you feeling overwhelmed and unsure how to get started, you may want to hire the financial 

equivalent of a personal trainer to help you develop a plan and stay on track throughout the process.  You can 

lookup the Certified Financial Planner® professionals in your area by visiting letsmakeaplan.org.  
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Certified Financial Planner Board of Standards Inc. owns the certification marks CFP®, CERTIFIED FINANCIAL PLANNER™, CFP® (with plaque design) and CFP® 
(with flame design) in the U.S., which it awards to individuals who successfully complete CFP Board's initial and ongoing certification requirements. 
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