Good debt and bad debt?


What do we mean by the terms ‘good debt’ and ‘bad debt?’
Good debt

Student loans can be seen as good debts, you will be investing in your future skills, which should help you to get a better job and enable you to earn a decent wage and so provide opportunities to pay off the original debts and produce more wealth in the long run. 

Refinancing in terms of getting rid of excessively high rates of interest repayments is usually deemed as good debt. 

Mortgage debt can also be good debt. You're borrowing money, but you're getting a tax advantage and can write off interest on an asset that's appreciating over time. Plus, you get to live there.

All of the above should be considered in the context of keeping the debts manageable and realistic within your current income streams and careful financial planning.

Planning ahead

	Make a list of good debts
	List how you can manage these debts to meet the repayment commitments?



	
	


Bad debt
Bad debt can be caused when buying goods or services using high interest credit cards, store cards or in–store credit offers and not paying the balance off in full. Paying less than the total balance results in additional interest charges, making the real cost of the item much higher in the long run.
Every month you make a partial payment on your credit account you are charged interest. The goods or services you purchase continue to lose value, and the amount you paid for them continues to increase. 

Another bad debt area is car debt. While most people need a vehicle, the ultimate cost of it is usually higher than many people can pay in one lump sum, so if you purchase more car than you can actually afford or need, this turns it into bad debt. Cars depreciate as soon as you drive them off the forecourt they do not hold their value!
	Make a list of bad debts
	Identify how you can manage these debts to meet the repayment commitments as quickly as possible?

Also suggest alternative approaches to bad debts (e.g. second-hand goods or save up first and buy later)



	
	


Page 1 of 4

