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Addressing Debt and Saving at the Same Time   

There is a lot of advice around about budgeting, debt reduction, and savings, and much of it is sound 

and useful. What I find frustrating though, is that a lot of it is conflicting…not contradictory, but 

conflicting. In saving, one famous mantra is to “pay yourself first”. Take your savings right off the 

top of your earnings and stash it in an account somewhere. The reasoning is that you won’t miss it 

that way and you’ll make due with whatever is left. In fact, “make it automatic” is usually touted as 

the means to keep ourselves from meddling with  our savings. Use payroll deduction or automatic 

deposit and then you won’t notice it or forget to save. Oh, and “save 10% of your earnings”…”15% is 

even better”! I think the reality of what people can and are doing is quite different. Depending on 

where you find the data, the US national average saving rate is about 5% of income.  

For Debt, the advice is often to “pay the debt with the highest interest first”, or “pay down the 

largest debt first”, and often the added comment is to “pay the minimum amount on the others”.  

The reasoning here is that the high interest is eating away at payments, or that by paying the largest 

debt it will take some of the burden off. Again, depending on where you find data the average 

American has $8,000 in credit card debt, or taken per-household and including auto loans it’s about 

$16,000. If we add in mortgages, the data suggests about $43,000 for every person. 

Do either of these sound familiar to you? Not to me. For a short period of time, I was able to save 

6% but needed to back that down to 4% very soon after. Then I had to eliminate automatic saving, 

and then restarted when things got a little better . We try, and then we try again. I believe it’s really 

tough today to save, pay off debt, and live month to month. As far as the average debt numbers go, I 

checked a few other sources and found another set of data that said people average about $1,250 in 

credit card debt. There’s a big difference between $8,000 and $1,250…and which one is right? 

Looking at the mortgage data, if a large number of homes are “underwater” (the owners owe more 

than the house is worth), then what is the house worth? Using the data above, the average house 

would have to be worth less than $43,000.00. A few other sources set the average mortgage at 

$172,000 and $181,225. Again, this is an average, but at least it’s a more believable number. I think 

it was Mark Twain who said “there are lies, damn lies, and statistics”. It seems that statistics change 

depending on the source.  

As far as the averages go, I don’t fall into any of these categories, and I don’t know anyone who does. 

So what do we do with the data? The answer is nothing. We tend to look at statistics as a barometer, 

as a point of reference to see how we’re doing. We compare our position to the statistics and either 
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say we’re doing ok, or not so good compared to the “average”. If the national average for saving is 

5%, and we’re saving 2%, how does that make us feel? If the national average is 0% (which one data 

source suggested), how does that make us feel about our saving? If the average American has 

$8,000.00 in credit card debt, and I only have $4,500, should I be feeling good about that? Even if I 

can’t make ends meet? This comparative analysis is not what we should be doing.  

How we approach debt and saving should be personal and practical. It has to take into account our 

individual earnings, current situation, goals, and tolerance. There is no “one size fits all” strategy, 

but there are “one size fits all” practical considerations. Paying off debt and saving are certainly at 

odds, and a payment on debt is required…a savings deposit is not. So how do we have the best of 

both worlds? Let’s use a simple example. Let’s say I have three debts. Two of my debts are credit 

cards and one is a car loan (shown below). My credit card balances are $1,250.00 and $8,000, and 

the car loan has an outstanding balance of $18,000.00. The Payment Amounts shown are the 

minimum payments for the credit card, and required payment for the car loan. My total required 

monthly payment for all three is $493.21, and my total debt is $27,250.00. We can see by the chart 

that paying the minimum payments over a full year barely makes a dent in the debt. 

 

 

 Let’s say that at the same time my savings account balance is $5,000.00, and I save $200.00 each 

month through payroll deduction. My savings account pays an annual interest rate of 0.5%, so at 
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the end of a year, I would have $7,430.56 

in my account. Most of this is because of 

my monthly deposits ($2,400.00), and 

then added to that the $30.57 that I would 

receive in interest. It’s obvious that I’m 

paying more interest on my debt than I’m 

earning on my savings, but let’s see just 

how much. 

Referring back to the debt window above, 

by paying the minimum payment ($14.15) 

on Credit Card #1, at the end of one year I 

have reduced the balance by $20.93, 

although the total amount that I paid was $169.80. So $148.97 was paid in interest. For Credit Card 

#2, at the end of a year I’ve reduced the balance by just $57.69, although the total amount that I 

paid was $1,572.84. So $1,515.15 was simply interest that I paid. For the auto loan, at the end of a 

year the balance has been reduced by $3,182.45, and I’ve paid a total of $4,175.88. In this case 

$1,093.43 was interest. The total reduction in debt for all three debts combined is $3,261.07, it has 

cost me $5,918.52, and the total interest that I paid is $2,757.55. So the bottom line is that I earned 

$30.57 interest on my savings, but I paid out $2,757.55 in interest on my debt. I need to make an 

adjustment somewhere. 

I decide to cut back on saving and reduce my debt. I need to continue to build up an emergency fund 

so I’ll cut my saving in half instead of stopping it all together. This will give me an additional 

$100.00 each month to apply to debt. My goal is reduce the amount of money that I’m paying in 

interest. The change in the amount that I’ll be saving is $1,202.75. If were still  saving $200.00 a 

month, the balance at the end of a year would have been $7,430.56. Now saving $100.00 a month 

the balance will  be $6,227.81. The interest earned is $27.81 instead of $30.57, or just $2.76 less. 

Now let’s see what the $100.00 that would have gone to saving can do to reduce debt. 

I decide to apply the additional $100.00 each month to Credit Card #2, which is the higher interest 

rate credit card. Instead of paying $131.07 each month, I pay $231.07. Recalling the first set of 

numbers for Credit Card #2…at the end of one year I had paid $1,572.84, and reduced the balance 

by just $57.69. The difference of $1,515.15 was the interest. By adding $100.00 to the payment, 

again after one year, the balance at the end of one year is now $6,632.09. 
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The balance was reduced by $1,367.91. I paid in a total of $2,772.84, and the interest portion was 

$1,404.93. This is an improvement, but not as dramatic as I had hoped. What happened? 

Here are the numbers (below), and I’ve added a third scenario in which I increase the payment 

another $100.00 per month and make it $331.07. The differences in total interest paid (bottom 

row) really aren’t that significant. This is caused by the high interest rate (19%) on this credit card. 

This highlights the importance of eliminating high interest debt and staying away from it. Any 

financial plan that includes eliminating this high interest debt quickly would be a prudent plan. 

Credit Card #2 Data After 1 Year – Different Payment Amounts: 

 Payment   $131.07 Payment   $231.07 Payment   $331.07 

Starting Balance $8,000.00 $8,000.00 $8,000.00 

Ending Balance $7,942.31 $6,632.09 $5,321.87 

Difference $57.69 $1,367.91 $2,678.13 

Total Paid In $1,572.84 $2,772.84 $3,972.84 

Total Interest $1,515.15 $1,404.93 $1,294.71 
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If I calculate the life of the debt until it’s paid 

in full using the minimum payment of 

($131.07) as shown to the right, we can see 

that the total interest paid in would be 

$20,311.27. It will also take 18 years to 

eliminate the debt. (Credit card companies 

are now required to show on our monthly 

statements how long it would take to pay off 

a balance if we just pay the minimum 

payment). This just won’t work. There has to 

be another way…and there is.  

Changing the interest rate on the debt would have a dramatic effect on both the life of the debt, and 

the total interest paid. If I can reduce the interest rate, I would see more of the payment go toward 

paying off the debt, and less going toward interest. To see the difference, let’s recalculate changing 

the interest rate to 12%, and adjust the Period in years so that the monthly payment is about what 

it was in the first scenario. 

Shown to the right is the new calculation.  

Now the debt is paid off in 8 years, and the 

total interest paid is $4,482.18. This is a 

difference of ($20,311.27 - $4,482.18 = 

$15,829.09) in interest paid on the same 

debt. The 7% lower interest rate made a 

huge difference in total interest paid. So 

how do I lower the interest rate? There are 

a couple of options. I could call the credit 

card company and ask (this actually works 

sometimes), or I could transfer the balance 

to a credit card with a lower interest rate. This is one reason why balance transfers are so popular. 

Credit Card companies offer transfer opportunities  on a regular basis…just keep an eye on the 

transaction fees. Often the transaction fee is 4% of the total transfer. Using the $8,000 balance in 

the scenario, a 4% transaction fee would be $320.00. This gets added to the balance, so the new 

balance would be $8,320.00 at the new rate. It pays to open and review the offers that come in the 

mail, because every once in a while I see an offer with no transaction fee. In these cases the lower 
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rate usually has an expiration date, so read carefully. Very often the lower interest rate expires after 

a year and in some cases after a few months. Then we’re right back where we started.  

In the scenario above, a balance transfer with no transaction fee that moves the balance from a 

credit card charging 19% to a card charging 12% would save $15,829.09 over the life of the debt. 

The life of the debt would also change from 18 years to 8 years. The monthly payment could remain 

about the same as when I started, and I could continue to save $200.00 a month. This is a step in the 

right direction, and if I were to make both adjustments (reducing savings and over-paying on the 

credit card) the situation gets even better. 

Let’s say that again I decrease my monthly saving from $200.00 to $100.00, and apply the $100.00 

to the $8,000.00 credit card debt. I also transfer the $8,000.00 balance to a credit card charging 

12%. In the original debt and payment scenario, the balance after one year would have been 

$7,942.31. Transferring the balance to a lower interest card and increasing the payment amount (as 

shown below) would result in an end-of-year balance of $6,084.05. Almost $2,000.00 of the debt 

would be eliminated.  

 

 

Calculating and comparing the options gives us a better way to choose the one that provides the 

most benefit. Below is the side-by-side data for the three possible plans. 
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Side-by-side Scenario Comparison after 1 Year: 

 

Payment   $131.07 

At 19% Interest 

Payment   $131.07 

At 12% Interest 

Payment   $231.07 

At 12% Interest 

Starting Balance $8,000.00 $8,000.00 $8,000.00 

Ending Balance $7,942.31 $7,352.30 $6,084.05 

Difference $57.69 $647.70 $1,915.95 

Total Paid In $1,572.84 $1,572.84 $2,772.84 

Total Interest $1,515.15 $925.14 $856.89 

 

The example highlights that there are solutions to the “reduce debt but save” conflict. Solutions that 

require some analysis and choices, but once planned out and acted on, can have a major impact on 

our financial situation.  
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