
How to avoid a 
debt trap in 2023
The debt trap is a serious issue and has a lot of 
relevance to our current financial situation. Even 
after three or so tumultuous years, both in terms 
of COVID-19 and an economic slowdown, we feel it 
is not over yet. 

I remember most of my working life, even after 
being a banker, I had always been wary about 
taking loans. As a staff member, I was entitled to 
take loans at very low interest rates, and yet, I shied 
away from them. The simple reason was in my mind 
that once I took a loan, I would find out how easy 
it is and this act might become a recurring habit, 
leading to what one might call ‘falling into a trap.’  

A debt trap is when you are deeply in debt and 
find it difficult to service your current repayment 
obligations. In a situation like this, you are 
compelled to take new loans in order to repay 
your existing loan instalments. Before you know 

it, you have fallen into a difficult situation where 
the amount of debt you owe spirals out of control. 
Such a situation typically arises when your debt 
obligations exceed your repayment capacity. 

If your earnings are insufficient to clear your 
debt, the interest accruing on your outstanding 
loan amount will start to accumulate quickly. This 
will eventually lead you to avail fresh loans to clear 
off the piled-up interest, thereby falling deeper 
into a debt trap. Falling into the spiral can be an 
extremely stressful situation, both emotionally and 
physically. Needless to say, a mismanaged debt will 
impact your financial well-being, causing many 
sleepless nights! 

During any situation like an economic 
slowdown, the biggest problem for the average 
person is inflation, with the possibility of job loss. It 
increases the living cost and decreases the value of 
money, which to a great extent, impacts the income 
of people. During this period of uncertainty, 
middle-income groups usually have little option 
other than taking different types of personal loans 
(overdrafts, loans, credit cards) for meeting up 

the shortfall of their monthly expenditures. And 
before long, they usually end up taking several 
loan benefits from different banks, especially in 
the form of credit cards. This, in turn, can lead to 
irregular payment behaviour where one struggles 
to pay their monthly dues.     

Some critical factors you should keep in mind 
when availing loan facilities are:    Focus on      
budgeting and building up an emergency fund  Get 
creative      about savings — find out the different 
options available  Take stock      of one’s financial 
priorities  Prioritise      paying off high-interest debt   

 On the flip side, loans that the middle-income 
group are availing as a temporary stopgap to fulfil 
their monthly expenditures can ultimately be 
beneficial in increasing their purchasing power 
and to some extent, supporting their business. 
This will eventually help to ensure stability in the 
economy of the country. But the individuals will 
need to be extra cautious and make sure that their 
debt-to-burden ratio does not go to a level that 
makes it difficult for them to service their debts. 

Banks should come out with different 
mechanisms to ensure the smooth repayment of 
these loans. As before, loan re-scheduling, stimulus 
packages, etc. can be introduced to ensure the 
positive repayment behaviour of these customers.  

If you can manage your situation in a structured 
way, it can help you achieve your financial 
aspirations and help you minimise your stress. 
Make a list of your loans and prioritise them 
according to their size and cost. While small loans 
can be managed easily; large, expensive loans like 
home loans are more formidable. 

If you have several expensive loans and cannot 
handle all of them at the same time, the best 
way to reduce stress is to select loans that have a 
higher cost and clear them off first. These loans 
can be your unsecured loans, such as credit card 
bills. However, other loans such as home loans and 
education loans that offer tax benefits also remain 
a burden to be cleared off. The most important 
tasks are to bring your financial situation under 
control and balance your household budget. Stay 
away from future debts, make timely payments 
of Equated Monthly Instalments (EMIs), and 
eliminate unnecessary expenses.

If you have multiple loans with different tenures, 
you must talk to your bank to consolidate these 
loans into one and restructure the interest and 
tenure accordingly. Doing this will help you lower 
the interest rate. You may also negotiate with the 
bank to increase the tenure in order to reduce 
the magnitude of the EMI. Being a financially 
disciplined investor will help you save money and 
stop going deep into debt.
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If you have several expensive loans and cannot 
handle all of them at the same time, the best way to 

reduce stress is to select loans that have a higher 
cost and clear them off first. These loans can be 
your unsecured loans, such as credit card bills. 

However, other loans such as home loans and 
education loans that offer tax benefits also remain 

a burden to be cleared off. The most important 
tasks are to bring your financial situation under 

control and balance your household budget. Stay 
away from future debts, make timely payments of 

Equated Monthly Instalments (EMIs), and eliminate 
unnecessary expenses.

Why should I invest in
savings schemes?

Savings schemes are a semblance of 
hope for the future, especially amidst 
the uncertainty of 2023 and beyond. 
In Bangladesh, several kinds of savings 
schemes are offered by banks and other 
Non-Banking Financial Institutions 
(NBFI). Below are some which can benefit 
us depending on our need and purchase 
capacity.

FIXED DEPOSITS
Any commercial bank or NBFI in our 
country has a portfolio of Fixed Deposits. 
FDs remain a popular investment 
instrument for many people. At least 70 
per cent of us invest in FDs. These range 
from 1 month up to 5 years at different 
interest rates. Needless to say, the longer 
the fund remains with the institution, the 
higher the interest rate will be, hence the 
return on investment will be higher too. 

Depending on what the customer 
wants, banks or NBFIs cater to their needs. 
At the moment, good interest rates are 
being offered. Fixed deposits also come 
with loan/overdraft facility against FDs.

FD tenure is usually time-bound and in 
case of premature closure, the customer 
could be liable to deduction of interest or 
imposition of applicable charges. Banks 
and NBFIs also deduct tax at source on 
the interest earned as it is a regulatory 
requirement. 

SANCHAYAPATRAS
Sanchayapatras (SPs) are a safe avenue 
for investing funds. New interest rates on 
SPs have been announced in 2022. Banks 
and Post Offices will be able to provide the 
information and required forms. There are 
different kinds of SPs yielding different 
rates and returns — 5 years SP, 3 Years SP 
with interest withdrawal facility every 3 
months, 5 years Pensioner SP, Post Office 
General, and Post Office 3 years SP.

Customers who are eligible can invest in 
US Dollars. These investment instruments 

are Wage Earners Development Bonds, US 
Dollar Premium Bonds up to 3 years, US 
Dollar Investment Bonds up to 3 years.

DEPOSIT PENSION SCHEMES (DPS)
A lot of banks in Bangladesh open Monthly 
Deposit Schemes for their customers. 
Instalment size can be from Tk 500 to Tk 
25,000 monthly. A DPS can be opened by 
anyone 18 years and above for a term of 3 
years up to 15 years. Some salient features 
of the DPS in different banks are:
·     Attractive and competitive interest rates

·  No hidden charges

·  Tax benefits as investment rebate

·  SOD loan facilities can be availed

·  No online charges for monthly deposit

·  Customers will enjoy charge free 
Savings Account which is used only for 
DPS purpose

·  Automatic realisation of monthly 
instalments

·  One person can open more than one 
“Contributory Savings Scheme”     

·  Deposit the instalment at any branch 
through the month around the country

·  Preferential Interest Rate for Senior 
Citizens (60 years and above)

It would be prudent to invest in any of 
the above. Investments are savings which 
to an extent can save us from unforeseen 
financial despairs.
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A lot of banks in Bangladesh open Monthly 
Deposit Schemes for their customers. Instalment 
size can be from Tk 500 to Tk 25,000 monthly. A 
DPS can be opened by anyone 18 years and above 
for a term of 3 years up to 15 years. 
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