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Budgeting Rule #3: “Know Debt.”
It’s so normal today to borrow money – everyone does it, right?  That’s not true!  Retailers and money lenders want you to believe that because it’s in their best interest to collect your interest.  The scriptures have a lot to say about debt, with Proverbs 22:7 stating very clearly that “The Lender is our Master”.

This article (written by my colleague Greta Luimes) is the final one of a series of three articles based on Ted Boer’s book “Three Simple Rules – Guaranteed to Improve Your Finances”.  (Contact me for a copy ($6.50 includes mailing) or visit www.ThreeRules.org and download your own free copy.)

Debt can be dangerous because it’s expensive, it can ruin us financially and it can unravel our families.  This can happen when we don’t understand and respect debt.  It does not, however, necessarily mean we should not ever incur proper debt.  Debt can lead us to financial bondage that causes us to become distracted and frustrated by our situation and therefore it impacts all parts of our lives.  Matthew 6: 23-25 clearly indicates that “No one can serve two masters. Either he will hate the one and love the other, or he will be devoted to the one and despise the other. You cannot serve both God and Money.”

How do you know when you’re in debt or worse, in financial bondage?  Here’s a logical explanation:  you are in debt when you cannot make your monthly payments, when you cannot meet the needs (not wants) of your family and when your liabilities outweigh your assets.   


 Let’s consider Ted’s basic teachings on the different types of debt that we can hold:

1. Credit Card Debt – if you carry a balance month after month on your credit card, you are a victim of credit card debt, meaning you are spending more than you can pay when the bill comes in.  Given that interest rates on some cards can be as high as 24%, this is scary debt and should be eliminated quickly.

2. Consumer Debt – if you borrow money to buy a car, furniture or other big-ticket items, you have incurred consumer debt.  These items usually depreciate quickly, leaving you with more debt than the value of what you own. 

3. Student Debt – this type of debt could be considered an investment, but since interest begins accumulating shortly after graduation, quick and systematic elimination of this debt should be a priority.  These payments should not exceed 10% of your anticipated earnings so planning prior to school or working through school is good stewardship.

4. Mortgage Debt – almost everyone incurs this type of debt at some point during their lifetime.  Be cautious though with financial institutions approving significant levels of mortgage debt, so don’t buy more house than you need or can afford (typically you should borrow no more than 2 times your annual income) and keep the amortization term as short as possible.

Debt can be like a cancer that destroys you financially.  If you find yourself over your head in debt, you must develop a plan to get out.  Work with an advisor and be diligent in attacking this problem as a couple.  It’s important in a marriage that both spouses participate in the solution and it’s even more important to be blatantly honest about the extent of your debt.  Don’t pile the bills unopened on top of the refrigerator!  If you don’t own the problem, you cannot solve it.

Credit card debt, since it is the most costly, should be dealt with first.  Amalgamating it with your consumer loans and setting up a single monthly payment plan is usually effective if, and only if, you are not incurring new credit card debt!  Restrict yourself to only one card for emergency use or cut up all the cards if you know you will be tempted.  You may need to increase your income (a part-time job) for a while to make the payments, but you’ll have the satisfaction of knowing that the problem is being taken care of. 

· Stewardly Tip: keeping one credit card for emergency use or identification only is not always a bad idea.  However, the easy access a credit card permits easily leads to over-use, and you’ll find yourself back in a bad situation.  Here’s a tip – place your credit card(s) in a non-glass container full of water and put it in the freezer.  When you think you might need to use it, take it out to thaw.  If you still feel you need to use it by the time you can get it out of the ice, then plan a way that ensures you can pay the credit card bill off at the end of the month.  If you cannot, put it back in the freezer.  You’ll save yourself a lot of grief!

Readers:  Share your ‘Stewardly Tips’ so that we all can make better use of the resources God has entrusted to us.  Submit your suggestion and your contact information so that we can acknowledge your contribution or ask for more details.
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