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Debt Waterfall:
Script the Surplus

Without a published order, every lender shouts emergency. A

waterfall is how calm people keep their marriage and their

margin.

Waterfall / Paydown /

The debt waterfall is a declared payment order for surplus flows—

balancing motivation, APR, and tail risk while protecting robustness. It
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1. Waterfalls Are Policy

The debt waterfall is a structural rule for cashflow: surplus pays liabilities in a

declared order—usually minimums first, then highest cost or highest risk, then

strategic builds of stock. It turns emotion into a script you run when the

month gets loud.

Unlike slogans, a waterfall names the balancing loops that lifestyle creep

defends—so you can automate the loop instead of debating it at midnight.

"Without order, every debt shouts that it is an
emergency."

2. Rate, Risk, and Psychology

pairs with balancing loops, three-bucket policy, and entropy control so

fees and shame spirals do not eat the plan.
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Rank not only APR but callable debt, personal guarantees, and tax character. A

moderate-rate line that can implode a business is not "cheaper" than a higher-

rate card if the tail is fatter.

3. Snowball vs. Avalanche as
Engineering

Snowball optimizes for motivation (small wins); avalanche optimizes for math

(expensive first). Hybrid systems exist—pick one primary variable and publish

it above the spreadsheet so spouses align.

W A T E R F A L L  B U I L D

01 List every liability

Balance, rate, minimum, due date, collateral, co-signers,

prepayment penalties.

02 Assign priority rules



Two columns: math score and tail-risk score—combine with

explicit weights.

03 Automate the sweep

Bank rules move surplus the day after payday—willpower is not a

payment method.

04 Review quarterly

New debts, promo rate expirations, medical surprises—entropy

enters through neglect.

4. Coupling to Emergency Buckets

Never starve bucket one to hero-pay unsecured debt—bankruptcy math and

marriage math both punish that coupling. Robustness first, then aggression.
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5. Diagram the Loop

Debt interacts with income and shame. Sketch causal loops so you see how a

missed payment feeds fees that feed stress that feeds avoidance—then insert

a faster balancing loop (automation + weekly review).

Build the lattice, not the legend.

Return to the Reading hub for essays, tools, and the rest of the 100-topic

map.
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