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Debt consolidation is when an individual avails of one large 
loan and pays off several smaller debts. Some borrowers can 
benefit from a debt consolidation loan, which could include a 
lower interest rate or a monthly payout — or in some cases, 
both.

It can be a great strategy to consolidate credit card debt, 
medical debt, student loans, payday loans and other liabil-
ities. There are plenty of good resources and tools available 
to help people consolidate their debt, reduce stress and 
move toward financial freedom.

Consumer debt in the us
The total consumer debt in the U.S. has continued to in-
crease over the past two decades. Easy access to credit 
cards and other financial products, including peer-to-peer 
lending, has contributed to this rise in debt levels.

How to Consolidate Debt
Debt consolidation can help you reduce your interest charges, 
monthly payout and improve your credit profile. There are a 
few reasons you may take a debt consolidation loan.

• You have multiple debts with different interest rates and 
payment schedules.

• You want to simplify your life by making one scheduled 
payment every month at a similar (or lower) interest rate.

• You have multiple high-interest debts and want to reorga-
nize your debt and pay a lower rate of interest.

5 Options to Manage Your Debt
If you have loans, you can consolidate your debt through two 
means: Secured loans and unsecured loans.

• A secured loan is one where you put an asset of yours 
as collateral — for example, a house or an automobile.

• An unsecured loan is one where you borrow money 
without any security for the loan. These loans are tougher 
to get sanctioned compared to secured loans. They also 
come with a higher interest rate.

Here are five different options to start consolidating your 
debt:

1. Debt consolidation loans
These are unsecured loans where you total up the amount 
of debt you have and borrow the same amount from a tradi-
tional bank, a credit union or a peer-to-peer lending service. 
Once the loan is transferred into your bank account, you re-
pay all your debt in one shot and then service the one loan 
you have availed of.

For example, if you have multiple credit card debts with in-
terest rates, say, between 15–25%, you can take one loan 
at a lesser interest rate and pay off all your debts. To qualify 

for a debt consolidation loan, you will need to have a qualify-
ing credit score, a good borrowing and payment history, and 
income proof that you can pay off the debt consolidation loan.

Consider looking into a free credit report to see if you qualify. 
You can also discuss options with your bank or credit union.

2. Balance transfer credit cards
A balance transfer credit card allows you to transfer all your 
debt onto one credit card. You need to make sure the credit 
card has a sufficient limit to transfer all the debt and the low-
est interest rate. Some credit card companies waive off the 
balance transfer charges — generally between 3–5% of the 
transfer. Some companies also have promotional offers where 
they don’t charge any interest on the transferred amount for 
12–18 months. You can use this ‘free’ period to pay off as 
much of your debt as you can.

To qualify for a balance transfer credit card, you may need a 
credit score of at least 670. It may help to improve your credit 
score prior to applying.

3. Retirement accounts (401(k) loan, savings and Tradi-
tional/Roth)
You can use funds from your retirement accounts to pay off 
your debt. Keep in mind withdrawing early before the age of 
59.5 years will result in a 10% tax penalty. Withdrawing from 
retirement accounts may also affect your retirement savings 
and prevent your money from compounding over time.

4. Home equity loan
If you have a home you can put up as equity, you can avail 
of a low-interest rate — as low as 4%. However, you have to 
keep in mind that you may lose your most valuable asset if you 
default on multiple payments on a home equity loan.

5. Student loans
You can consolidate student loans. One way is to opt for fed-
eral loan consolidation, such as the Direct Consolidation Loan, 
which combines multiple federal loans into one loan. You can 
choose to pay a lower amount every month, but the loan 
tenure increases, meaning interest payments will increase. 
However, you can avail of federal loan protection and debt 
forgiveness programs.

Another way is to refinance your student loans, which is 
combining federal and private loans into one loan. You can 
get a reduced interest rate on this loan if you have a good 
credit score, but you can’t avail of federal loan protection and 
debt forgiveness programs. If you want to consolidate private 
loans, you may need a credit score of 680 or higher.

Requirements You Need to Consolidate
You need to fulfill two criteria to qualify for debt consolidation: 
Sufficient income and good credit history. As long as you can 
prove to the lender you have enough income to repay your 
loans through an employment letter and/or bank statements, 
have letters from your creditors and at least the last two state-
ments of your credit cards and debts.

The lender sanctioning the debt consolidation loan might de-

cide the order in which debts have to be paid. If not, it’s best to 
pay off the highest-interest debt.

Is Debt Consolidation a Good Idea?
Debt consolidation can help you reduce financial stress and 
manage your debt easier. Without debt, you can consider oth-
er financial avenues to grow your money, such as contributing 
to retirement plans and investing in bonds and stocks.

Advantages to Consolidating Your Debt
Here are three advantages to consolidate your debt.

• Easy to pay with one payment: You can consolidate all 
your debt into one loan and only make one payment a 
month, and they generally avail the loan at a lower interest 
rate.

• Credit implications: When you take out one consolidated 
loan and make regular payments, your credit utilization ra-
tio starts to reduce, thus improving your credit score.

• Be debt-free sooner: You can become debt-free sooner, 
and it reduces the level of stress you may experience.

Disadvantages to Consolidating Your Debt
While debt consolidation can help you be debt-free sooner, 
you may encounter a few drawbacks. Here are three disad-
vantages.

• Slippery slope: If you consolidate your debt into one loan 
or card but continue to collect additional debt on your credit 
cards, your debt could compound.

• Collateral in danger: If you consolidate your debt against 
collateral — let’s say a home equity loan, and you miss 
out on multiple payments — there is a risk a lender could 
possess your collateral.

• Higher loan payment: If you have a bad credit score and 
decide to pay a lower monthly payment, you might have 
to accept a longer tenure. Accepting a longer tenure could 
result in paying more interest over time.
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Expert Insight on Debt Relief Companies and Approaches

Larry Hendrickson, Founder and Managing Partner, G&H Fi-
nancial Group

Once you have the money, how should you approach debt 
consolidation?
When considering debt consolidation, it makes sense to start 
with your most expensive debt, most likely credit card debt. 
An option to consider is taking a personal loan to pay off high 
credit card debt. This could save you thousands of dollars. For 
example, if you have $20,000 in credit card debt with a new 
personal loan at 7.5% APR, your monthly payment would be 
$100 for 48 months, saving you approximately $2,200 in inter-
est payments. This is very important, and beware: before you 
sign on the dotted line, try to secure a fixed APR, not a variable 
APR. You may find yourself paying a reasonable APR the first 
year or two, and then the company may have the ability to 
raise your APR. If you find yourself in this position, you may 
deeply regret consolidating your debts.

Read the whole article at https://bit.ly/2St4yE9
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