5 Strategies for Paying Off Credit Card Debt

KEY TAKEAWAYS

The snowball and avalanche methods

to reduce your debt.

You'll likely pay off credit card debt faster —
and save money - with a plan of attack.

center on payment Changes you can make

Balance transfers, personal loans and
home equity loans or lines of credit require
the involvement of lending institutions.

Strategies like these only work if you
change how you spend - if you don’t rein in
spending, you could end up with more debt
instead of less.

Credit cards can be incredibly helpful

- they allow you to make online or

large purchases without cash, they're
indispensable for holding rental car or
hotel reservations and they can make it
easier to unwind unauthorized purchases
in the event of stolen identity. But for all
their convenience, their misuse — such

as charging more than you can afford to
pay or not paying the balance off every
month — can sabotage your credit score
and prevent you from achieving the
financial future you want for yourself. Here
are five strategies for ridding yourself of
credit card debt once and for all.
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THE SNOWBALL METHOD

The snowball method is perfect for
people who like the reinforcement

of "little wins"along the journey. The
strategy is to make the minimum
payment on all of your credit card bills
except the smallest one - you put as
much money toward the bill with the
lowest balance as possible. When that
one is paid off, you take the money you
were applying to that smallest balance
and add it to the payment you're making
on the next smallest balance. You can
keep repeating this strategy until all
credit card balances are paid off. »
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Why It Works One of the challenges of paying down
debt is the feeling you're in financial quicksand — with
so much of your payments going toward interest, it's
easy to lose motivation to keep at it. By eliminating
the smallest debt through the snowball method, you
see tangible results the fastest, and the fact that you
are receiving one fewer monthly bill can be especially
rewarding. It also offers some flexibility in the debt
you're attacking in the moment, letting you pay off
more (a $50 check from your aunt on your birthday!)
or less (@an unexpected car repair!) depending on that
month’s finances.

Drawbacks Because the only change you're making

is how much you're paying every month, there are

no real drawbacks to the snowball method besides
cost of interest. This isn't the cheapest way to pay off
credit card debt, but if you need reinforcement to stay
motivated, it could end up being the quickest.

THE AVALANCHE METHOD

The avalanche method works much the same way as the
snowball method - but instead of targeting the smallest
credit card balance, you would focus on the credit card bill
with the highest interest rate. As before, you would pay the
minimum on all other credit card balances while devoting
as much money as possible to the card charging the most
interest. Once that card is paid off, you would then add that
payment to the payment you're making on the balance
with the next highest interest rate. Continue until all cards
are paid off.

Why It Works This approach is better suited to those
who are motivated by saving as much money as
possible. By targeting the balance with the highest
interest rate, this method minimizes the total interest
you'd pay.

Drawbacks Like with the snowball method, there are no
drawbacks to the avalanche method. While you pay less
in interest than you would with the snowball method, it
could take longer to pay off your first balance.

The effectiveness of the snowball and avalanche methods
lies in consumer action — by changing your spending and
payment behaviors, you can reduce and even eliminate
your credit card debt. The final three strategies attack debt
from the other end - the lending institutions that hold
your debt.

BALANCE TRANSFERS

This solution is fairly straightforward: If you have one card
that charges 10% interest and a second card that charges
15% interest, by moving the balance of the second

card onto the first, you're saving in interest payments.
Moreover, many credit cards will give you a lower
introductory rate on balance transfers, often as low as 0%,
to really help rack up the savings.

Why It Works The greatest advantage to balance
transfers is its simplicity — with an amenable lending
institution, you can lower interest payments with no
other action on your part. Plus, you can combine this
strategy with the snowball or avalanche strategy to
attack your debt from both ends.

Drawbacks Balance transfers carry their own unique
risks, though. For one, while you might be promised a
low introductory rate, that rate usually has an expiration
date — for this strategy to succeed, it's critical you

know how long the rate lasts, if there are any balance
transfer fees and what the new rate will be after the
introductory period ends. There's also the matter of the
card you just paid off — there are benefits to keeping
that credit available, but they might be outweighed by
annual fees or the temptation to incur more debt.

PERSONAL LOANS

Instead of moving your balance from one card to another,
you might be in a position to consolidate your debt
through a personal loan. Not only could that resultin a
lower interest rate, but you would also be recharacterizing
your debt from revolving debt to installment debt, which
might result in a boost in your credit score.

Why It Works The biggest advantage is the potential
to reduce how much you pay in interest: According to
recent data from the Federal Reserve, interest rates on
24-month personal loans average 9.34%, compared to
16.43% for credit card interest.

Drawbacks The same caveats for balance transfers
apply here as well. The biggest danger is the temptation
to make purchases on a card you just paid off — if you're
not careful, you could find yourself with more debt than
when you started. In addition, a personal loan will likely
have closing costs, which adds to your total debt. »
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HOME EQUITY LOAN OR LINE OF CREDIT

A home equity loan or home equity line of credit lets you
tap into the equity you've already put into your house. A
home equity loan is much like a personal loan, where a
lending institution lends you a lump sum amount based
on how much equity you've built up in your house, and
you would repay the loan in monthly installments. A home
equity line of credit works the same way, but instead of a
lump-sum loan, you receive a line of credit (like your credit
card) that you can borrow against, up to a certain limit.

Why It Works The biggest appeal for these options is

a typically much lower interest rate. Some home loan
products used to carry tax advantages as well, but they
were largely eliminated with 2017's Tax Cuts and Jobs Act.

Drawbacks Perhaps the biggest drawback to using your
house as collateral for a loan or line of credit is risk of
nonpayment — in which case, the bank could foreclose
on your home to collect on the money you owe. These
options will likely have debt characteristics and fees you
need to account for, like closing costs or an adjustable
interest rate.

Find additional financial planning content on BairdWealth.com.
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[t's important to remember that for any of these strategies
to work, they need to be accompanied by a change in
spending behavior - specifically, that you're not using your
newfound room on those cards as an opportunity to make
unwise purchases. Better budgeting and developing an
emergency fund can help keep you from relying on credit
cards and put you on a more financially sound path.

Please reach out if you or anyone you know
would benefit from discussing this topic further.
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