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Personal Loans Will Affect Credit Scores More - Consumer Finance

Every five years or so, credit reporting agencies modify how a consumer’s credit
score is calculated. The latest revision will analyze personal unsecured loans and
how they are being used by consumers. Over the past few years, personal loans have
been growing faster than any other consumer debt category. The problem is that
many consumers have been using personal loans as a way to transfer or pay off
existing credit card debt, thus shifting credit debt to an unsecured loan status. The
revised calculation is expected to influence roughly 40 million American consumers,
affecting those with both good and bad credit scores. Other dynamics that will
hinder credit scores due to the revised calculation include rising debt levels and
more recent late payments.

Other changes were made over a year ago that actually helped lift some consumer
credit scores. Bank account balances and utility payments were added as a factor in
calculating scores, affecting nearly every consumer.

In light of the recent revisions, some believe that it might be a good idea to pay down
existing personal loan balances in order to avoid the risk of any negative reporting
to a consumer’s credit score.
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