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Debt Management — The Hidden Obstacle
to Building Wealth

Many people believe that building wealth is simply a matter of earning more money.

In reality, wealth is often determined by what you keep, not what you earn.

One of the biggest obstacles to financial success is excessive debt. While debt can be a useful
financial tool when used correctly, unmanaged debt can quietly erode your ability to save,

invest, and achieve financial independence.

Understanding how to manage debt effectively is therefore one of the most important financial
skills you can develop.

Not All Debt Is Bad

Debt itself is not necessarily the problem.

Some forms of debt can help you build wealth over time. Examples include:
e A home loan used to purchase a property.
e A business loan used to grow a profitable business.
o Student debt used to acquire valuable skills and qualifications.

These are often referred to as productive debts because they can create future value.

On the other hand, debt used to finance a lifestyle often becomes a financial burden.
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Why Debt Can Be So Dangerous

The biggest challenge with debt is compound interest working against you.
When you invest money, compound growth helps your wealth increase over time.

When you carry debt, compound interest has the opposite effect. Interest is added to the amount
you owe, causing your debt to grow and making it increasingly difficult to eliminate.

The longer debt remains unpaid, the more expensive it becomes.

Many people spend years servicing interest without making meaningful progress towards
becoming debt-free.

The True Cost of Debt

Every rand used to service unnecessary debt is a rand that cannot be invested for your future.
Consider this:

A person paying R5,000 per month towards high-interest debt over several years may
ultimately pay hundreds of thousands of rand in interest.

Had those same funds been invested consistently, they could potentially have grown into a
significant retirement asset.

Debt not only costs money today; it also reduces future wealth creation opportunities.

Creating a Debt Repayment Strategy
The first step towards financial freedom is understanding exactly what you owe.
Create a list of all outstanding debts, including:

Credit cards
Personal loans
Vehicle finance

Store accounts
]
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e Home loans
e Any other liabilities

For each debt, record:
« Outstanding balance
e Interest rate

e Minimum monthly repayment

This will provide a clear picture of your current position and help you prioritise repayments.

The Debt Avalanche Method

The Debt Avalanche Method focuses on paying off the debt with the highest interest rate first.

Continue making the minimum repayments on all debts while directing every available extra
rand towards the most expensive debt.

Once that debt is settled, move on to the next highest interest rate.

This approach usually saves the most money over the long term because it reduces the total
interest paid.

The Debt Snowball Method

The Debt Snowball Method focuses on paying off the smallest debt first.

While this may not always be the mathematically optimal approach, it creates quick wins and
a sense of progress.

Many people find this approach psychologically motivating because they see debts
disappearing sooner.

The best strategy is often the one you can consistently stick to.

Consider Consolidating Expensive Debt
If you have multiple high-interest debts, it may be worth exploring debt consolidation options.

A lower interest rate can:
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Reduce monthly repayments.
Simplify your finances.

Help you repay debt faster.
Lower the total interest paid.

However, debt consolidation only works if you avoid accumulating new debt afterwards.

Avoid Creating New Debt

One of the most common mistakes people make is repaying debt while simultaneously creating
new debt.

Financial progress occurs when you stop digging the hole deeper.
Before taking on additional debt, ask yourself:
"Is this purchase improving my financial future or merely satisfying a short-term want?"

The answer often becomes obvious.

Redirect Debt Repayments Towards Wealth Creation

One of the most powerful financial strategies is to continue making the same monthly payment
after a debt has been settled.

For example:

If you pay off a vehicle loan that was costing R5,000 per month, continue allocating that R5,000
every month towards investments instead.

This simple habit can dramatically accelerate wealth creation over time.

Final Thoughts

Debt is not the enemy.

Uncontrolled debt is.

A well-structured debt management plan can reduce financial stress, improve cash flow,
strengthen your financial position, and help you build long-term wealth.
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The goal is not simply to become debt-free.
The goal is to create financial freedom.

Every debt you eliminate creates an opportunity to redirect money towards savings,
investments, retirement planning, and ultimately financial independence.

If you would like assistance reviewing your debt position and creating a personalised debt
reduction strategy, | would be happy to help.

FinEd — Empowering Better Financial Decisions Through Education

This article is intended for educational purposes only and should not be construed as financial,
tax, accounting or legal advice. Professional advice should be obtained before implementing
any financial strategy.
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