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Avoid falling into the debt trap

PUBLISHED MAY 19, 2019, 5:00 AM SGT

MAS' new borrowing limits from June 1 will make it harder to get unsecured
credit

Lorna Tan Invest Editor/Senior Correspondent  (mailto:lornatan@sph.com.sg)

Banks will not be allowed to grant any increase in credit limit or new unsecured credit facility to borrowers

from June 1 if their total credit limit exceeds their annual income for three consecutive months.

This is part of an industry-wide cap that has been phased in since June 2015.

Back then, unsecured loans were capped to 24 times a person's monthly income. In June 2017, it was cut to

18 times and it will be lowered to 12 times from next month.

The aim - to prevent borrowers from falling into deep, unsecured debt - is showing signs of positive

outcome.

There were about 58,000 individuals with aggregated outstanding unsecured debts exceeding their annual

income as at the end of February, down from 85,000 four years ago, said the Monetary Authority of

Singapore (MAS).

The outstanding debts have also been reduced from $7.5 billion to about $5.2 billion.

The MAS noted that 10,000 of the 58,000 individuals had incurred debts exceeding 24 times their

monthly income, a 70 per cent decrease from 32,000 in the same boat in February 2015.
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Those affected by the borrowing limit can expect to get warning letters or text messages from their

financial institutions, starting from June 1. And they will not be able to use their existing unsecured credit

facilities.

You can buy a credit bureau report to check your outstanding balances and credit limits with all the banks.

Potentially affected individuals are encouraged to update their income records with their financial

institutions, or take action to cut their debts.

Financial experts say that unsecured financing offers a source of convenient funding and when used

prudently, can even stretch your dollar. However, it can be a double-edged sword because you may incur a

heavier financial obligation than you can bear through overspending and not paying your bills on time.

Credit Counselling Singapore (CCS) chairman Kuo How Nam says people should avoid credit card debt and

if it is incurred, it should be paid off as quickly as possible.

"A debt trap where a small debt snowballs into a larger one is very common and very difficult to get out off,"

he adds.

The Sunday Times highlights nine tips to avoid the debt trap.

1. CURB OVERSPENDING

The biggest cause of debt still remains overspending, says Mr Kuo. He notes that many people are

maintaining a lifestyle not sustainable with their income.

"This may take the form of cars, property, spending on travel and dining or even educational and

enrichment programmes for children, which they actually cannot afford.

Financial experts say that unsecured financing offers a source of convenient funding

and, when used prudently, can even stretch your dollar. However, it can be a double-

edged sword because you may incur a heavier financial obligation than you can bear

through overspending and not paying your bills on time.





"There are some that have been hit with adverse events, such as a retrenchment or a reduction in salary or

loss of a spouse's income. The causes can be many and related, sometimes with one event sparking off

other actions, which are unhelpful," he said.

2. STICKING TO A BUDGET

Ms Choo Wan Sim, head of cards and payments at United Overseas Bank, says it is prudent to learn how to

manage your money on a budget, including setting out how much of your salary is set aside for savings,

expenses and debt repayment.

"This way, you are able to track expenditure against income and to prioritise your needs as your life goals

and circumstances change," she adds.

"Being disciplined in your spending is also crucial. Knowing the difference between wants and needs, and

spending responsibly help to ensure you avoid accruing high levels of unsecured debt."

Mr Anthony Seow, head of payments and platforms at DBS Bank, advises people to be realistic and prudent

in their financial planning and budgeting, and to set aside funds as a buffer against any unforeseen

circumstances.

3. PICKING A SUITABLE CREDIT CARD

Before applying for a credit card, you should assess your spending habits and pick the one that offers the

most benefits for your everyday use. For example, food lovers can save on restaurant bills by choosing cards

that offer dining discounts, says Mr Vikas Kumar, head of cards and personal loans at Citibank Singapore.

Ms Choo recommends limiting the number of credit cards you have. By having fewer cards, you limit the

amount you can spend and so reduce the risk of accumulating debt.

4. MAINTAINING A GOOD CREDIT HISTORY

Building up a good credit history helps to ensure a higher chance of qualifying for loans or obtaining credit,

says Mr Kenneth Tan, vice-president, group lifestyle and payment products at OCBC Bank.

This includes making sure bills are paid on time. After all, late payments incur fees and can lead to debt

accumulation.

If you have problems making even the minimum payment, inform your bank early so that a manageable

repayment scheme can be worked out. This signifies your commitment to repay.

Also, avoid going over the limit on your credit cards as this may reflect your inability to handle your

finances properly, says Mr Tan.

What you should know

INDUSTRY-WIDE BORROWING LIMIT

It is a holistic way of managing borrowers' total unsecured balances, as compared with a limit placed by each
financial institution. The new measure aims to curb the accumulation of unsustainable and excessive
unsecured debt.



Previously, an individual was allowed to borrow up to four times his monthly salary on an unsecured basis. This
meant he could chalk up to four years of debts on his credit cards by applying for new cards to pay
instalments on existing card debts.

UNSECURED DEBTS

Unsecured debts are those with no collateral, such as credit card debts, personal loans or an overdraft. This
limit applies to interest-bearing balances on personal unsecured credit facilities. It excludes secured loans
such as property and car loans, as well as unsecured loans for business, medical and education spending.

Borrowers with an annual income of at least $120,000 or those with net personal assets exceeding $2 million
are exempted from the industry-wide borrowing limit.
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5. AVOID RELYING ON FUTURE INCOME

As a general guide, you should avoid relying on future salary increases and bonuses to pay for your current

lifestyle, says Mr Kumar.

"This is because unexpected bills - such as emergency home repairs and health-related bills - may arise,

impeding your ability to pay for accumulated past spending," he adds.

Mr Kuo says that many people are "over-confident" about continuing to earn good salaries and bonuses.

Some are in fact over-optimistic that their income will increase and they can wipe out their debts over time.

6. UNDERSTANDING FINANCING OPTIONS

Make an informed choice by familiarising yourself with the financing options available. For instance,

personal loans typically offer significantly lower interest rates than borrowing through credit cards, says Mr

Kumar.

Mr Tan says that consumers also have the flexibility to pay over different tenors, ranging from as short as

three months to as long as five years, depending on their needs.

Ms Evy Wee, head of financial planning and personal investing at DBS, says that if a loan is required to

bridge a financial gap, understand how this might affect your monthly budget and choose the appropriate

product and tenure to ensure that you can afford the monthly repayment.

7. PAY OFF DEBTS WITH HIGHEST INTEREST RATE FIRST

For those who are juggling multiple debts, prioritise paying off the debt with the highest interest rate so

that it does not snowball, Mr Kumar advises.

8. PAYING OFF DEBTS

Banks offer repayment assistance schemes that can help you restructure your debt, particularly if you have

a large one.



A debt consolidation plan combines all your debts into a single loan at one bank at a lower effective interest

rate, which results in lower monthly payments.

The plan comes with the use of a credit card with a reduced credit limit.

OCBC's plan comes with an effective interest rate of 10.46 per cent a year, payable over eight years, says Mr

Tan.

At Citibank, the effective interest rate of its plan can be as low as 7.5 per cent and it has just introduced

instant in-principle approval for eligible customers applying online for debt consolidation plans.

The other option is the debt management programme offered by CCS, which is a restructuring plan for all

debts owing to multiple creditors.

The CCS will assess your ability to pay and suggest a pro-rated repayment scheme to the banks for

approval on your behalf.

"The advantage is that the amount suggested for repayment is after budgeting for the family's expenses,

and therefore should be realistic and feasible," says Mr Kuo.

"Repayments can be stretched over many years with a reduction in interest rates. CCS has been doing this

for the last 15 years for many thousands of debtors successfully."

There has been a gradual decline in people coming for counselling at CCS in recent years. Debts have also

become smaller, he adds.

9. INSURANCE PLANNING

Mr Tan notes that a considerable number of people are facing financial difficulties because of extenuating

family or medical circumstances.

In most cases, planning ahead or having an insurance coverage plan may have helped these affected

individuals tremendously, he says.
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