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Rates Double, Still No End to Student Loan Interest Fight 
 
On July 1, the interest rates on new subsidized Stafford student loans officially doubled from 3.4 to 6.8 percent. 
Unlike the last-minute agreement to avert the rate change last year, House and Senate negotiators let the deadline 
pass, and are now hoping for a deal sometime in July that will retroactively fix rates on loans issued in the interim 
and set new rates for future loans. Most observers believe that some version of a market-based rate for subsidized 
– and potentially unsubsidized – Stafford loans is likely to be adopted, but dueling House and Senate bills contain 
as many differences as they do similarities. 
 
The Administration first called for market-based rates in the President’s FY 2014 budget.  That proposal set 
Stafford loan rates based on the 10-year Treasury note, with an interest-rate add on to help offset costs associated 
with defaults, collections, deferments, forgiveness, and delinquencies. Most proposals since have adopted a 
similar market-based framework, but differ in the interest-rate add-on, whether to cap the total interest rate, and 
whether the interest rate will vary over the life of the loan or be fixed upon issuance. To complicate matters 
further, there is disagreement over how the loans are scored by the Congressional Budget Office (CBO) under law 
which dramatically affects whether the loans are seen as a subsidy from students to the taxpayers, or a cost to the 
federal government. 
  
Most recently, a bipartisan group of senators, including Joe Manchin (D-WV), Tom Coburn (R-OK), Richard 
Burr (R-NC), Tom Carper, (D-DE), and Angus King (I-ME), introduced a bill – the Bipartisan Student Loan 
Certainty Act – that would base all undergraduate (subsidized and unsubsidized) Stafford interest rates on the 10-
year Treasury note plus 1.85 percentage points. Rates would vary from year to year for new loans, but remain 
fixed over the life of the loan. Based on today's 10-year Treasury note, that would lead to undergraduate loans 
with an interest rate of about 4.5 percent. Graduate and Parent PLUS loans would have higher rates, and the cap 
on consolidated loan interest would remain at 8.25%. Senators Harkin, Reed, Stabenow, Hagan, and Franken also 
introduced a bill on June 27th to freeze the current 3.4 percent rate for one year, after previously failing to secure 
the 60 votes required for cloture on a bill that would have extended rates for two years. In a press conference 
unveiling his bill, Senator Harkin criticized the “Manchin” proposal for higher longer-term rates and indicated 
that Senate Majority Leader Reid would bring up his bill for a vote on July 10. 
 
Any Senate compromise would also need to be adopted by the House, which may be difficult depending on the 
budgetary impact of the bill. The House previously passed H.R. 1911 that would peg the loan rate to the 10-year 
Treasury note plus 2.5 percentage points, and would vary over the life of the loan. Even if both bodies can agree 
to move forward with a market-based rate proposal, there remains significant disagreement about the level of a 
cap on interest rates.  Some members believe that the existence of repayment methods like Income-Based 
Repayment or Pay as You Earn have replaced the need for an interest rate cap by effectively limiting students’ 
total loan payments. 
 
A chart summarizing several of the current proposals being considered may be viewed here:  
http://www.ticas.org/files/pub/TICAS_Comparison_of_Interest_Rate_Proposals.pdf. 
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