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Top 10 Dumbest Ways to Go into Debt 

When it comes to getting into debt, there are always a few expenses that can’t be avoided. Whether it’s the 
mortgage on your home or student loans from graduate school, a certain amount of debt is a part of most people’s 
lives. However, there are some forms of debt that are totally avoidable.  

Here are the top 10 dumbest ways to get in over your head with debt, and the best ways to avoid them. 

1.) Cash advances on credit cards 

Most credit card cash advances carry an upfront fee and a higher interest rate than other charges on your credit 
card, according to Dan Wegner, a certified credit counselor in Phoenix, Ariz. 

Interest starts accumulating from the second you borrow the money, Wegner said, and most credit card companies 
require that customers pay down the balance on their credit card purchases before they’re even allowed to pay off 
the cash advances. 

The solution: Use a credit card or an ATM. Credit card interest won’t accumulate for a month, and an ATM is free. 
 If you’re not near your bank’s ATM, it’s better to use a renegade ATM and pay a usage fee than to use your credit 
card to get cash. 

 2.) Giving family and friends a loan or co-signing for a loan 

Offering loans to friends and family can get messy unless expectations are established in the beginning, according 
to Sanyika Calloway Boyce, founder of FinancialFitnessCoach.com.  

Too often, the party loaning the money does not specify when the loan should be returned and whether or not they 
want interest. This can lead to ruined, or at least strained, relationships.   

The solution: If you are in a position to give, consider it a gift, Boyce said. It’s also easy to go online and make up a 
promissory note that both parties can fill out to establish details. 

3.) Playing the lottery or gambling 

“You have higher odds of contracting a flesh-eating bacterial virus than winning the lottery,” said Dara Duguay, Director of Citi’s Office of Financial Education and author of  
Don’t Spend Your Raise and The Citi Commonsense Money Guide for Real People. 

Gambling has allure, but the odds of winning are very low. 

The solution: Your betting instincts are best spent in the world’s largest casino: the stock market. Better yet, take your chances on enjoying an exotic vacation spot you’ve 
never been. 

4.) Payday loans and refund anticipation loans 

Frequently pitched as a quick way to get access to your tax refund, refund anticipation loans have become a major profit driver for tax preparation firms. But they are roughly 
equivalent to a payday loan in terms of interest rates, according to Paul Herman, CEO and founder of HIPinvestor.com, a consultancy for eco-conscious and humanitarian 
investors. 

Payday loans often carry up-front fees, hidden fees and administration fees, and can carry an APR of up to 200%, according to Wegner. 

The solution: Patience! Waiting a few days to get your money will save you a ton over the long haul. If you absolutely have to have money, it’s better to use a credit card. 

5.) Rent-to-own, Furniture and Appliances 

“Rent-to-own is simply one of the worst decisions you can make,” according to Scott Crawford, CEO of DebtGoal.com, an online educational service that teaches people how 
to break down and pay off debt. 

Rent-to-own customers will end up paying two to five times the department store cost of the item with an annual APR for 100% to 300%, according to Crawford. 

“People will see that a couch is only $49 a month,” Crawford said, “But they are not doing the math!” 

The solution: Save up money and purchase the item outright from a store. To get better deals, buy used furniture that can be found easily via the Internet on Web sites like 
Craigslist. 

6.) Financing for cosmetic procedures 

Financing for cosmetic medical procedures like Botox, liposuction and face lifts is more common than you’d think, according to Crawford.  Most strip-mall cosmetic shops 
offer in-house credit to customers who can't pay cash, he said. 
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“You have to question whether going into debt for elective surgery is a smart purchase, but financing through the on-site financing will reflect negatively on your credit report, 
pushing up future borrowing costs,” Crawford said. 

The solution:  If you must go under the knife, at least do it debt-free. Try selling some of your “fat clothes” to make the money. 

7.) Buying a new car 

By buying a new car instead of used, customers are essentially paying twice for the asset: they'll pay interest and they'll pay depreciation when they sell, Crawford said. 

Further, new car owners will pay more in insurance and licensing fees. Most consumers will find it 50% to 60% less expensive to buy a car that’s three to four years old, 
according to Crawford. 

The solution: Buy a used car. The market for used cars is improving, and with vehicle history reports, you’ll know exactly what the car has been through before you buy it. 

8.) Student Loans 

Students should not take out loans to attend nonaccredited schools with poor job placement records, and should look for federally subsidized debt rather than private lender 
loans at higher rates, according to Crawford. 

Some students make the mistake of taking out a loan that is more than they actually need, according to Duguay, and then spend the extra money on things like midnight 
pizza. 

The Solution: Students should find out what financial aid and grants they qualify for first. Students should use loans to fill in the income gaps for what they cannot afford, not 
to finance the entirety of their education and college fun. 

9.) Using your credit card for insignificant purchases like fast food or soda 

Don’t use your card for tiny purchases when you could easily pay cash instead, said Herman. 

“Cash is the best option unless you’re interested in paying 25% interest on your Big Mac,” he said. 

Individuals using a credit card for food will spend an average of 33% more than those using cash, according to Wegner. Using a credit card to buy small food items is bad for 
your wallet and your waistline, he said. 

The solution: Cash! At the end of the month, you’ll thank yourself for going a little out of the way to avoid using plastic. 

10.) Taking out 401(k) loans or making early withdrawals 

Loans taken against your 401(k) often carry high fees. Also, when a loan is taken against a retirement account, the person taking the loan must have a definite plan to repay 
it, according to Crawford. 

The solution: Keep enough cash liquid and in savings accounts so that you don’t have to dip into a 401(k) before you’re ready. If you must take out a loan, make sure it’s for 
a home or property that will appreciate over time. 
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