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Overview of Proposals on Student Loan Interest Rates  

On July 1st, interest rates for new borrowers of subsidized Stafford loans are set to double to 6.8 percent barring 
Congressional intervention.  Thus far, Congress has introduced and considered multiple bills, yet compromise 
remains elusive.  At the core is a divide over whether to extend the current rate of 3.4 percent for a year or two, or 
to implement a larger fix in the near-term.   
 
Both House Republicans and the Administration have pushed for a near-term fix whereby all interest rates are 
addressed, not just subsidized Stafford loans.  Senate Democrats have expressed concern with the idea of opening 
up the entire portfolio of federal loans for a quick fix on interest rates, and have stated they wish to extend the 
current rates while working towards a permanent solution.  Senators Jack Reed (D-RI) and Tom Harkin (D-IA) 
introduced S. 953, the Student Loan Affordability Act to provide a straight two-year extension of the 3.4 percent 
interest rate.  The $8 billion cost of this bill is paid for through changes to the tax code.   
 
Beyond the two-year extension of subsidized Stafford loan interest rates at the current level of 3.4 percent, there are 
four proposals that have garnered significant attention: 
 
The Administration’s Proposal 
When President Obama released his fiscal year (FY) 2014 budget request in April, he outlined his proposed ‘fix’ 
for student loan interest rates.  The proposal would move all federal student loans (except Perkins) to a variable rate 
based on the 10-year Treasury Note.  For subsidized Stafford loans, the rate would be set at 0.93% above this yield 
rate.  For unsubsidized Stafford loans, the rate would be 2% above the yield rate, and for PLUS loans—both Parent 
PLUS and Grad PLUS—the rate would be pegged to the 10-year Note, plus 3%.  The rates would be fixed for the 
life of the loan, and there would be no cap on the maximum possible rate.  The 10-year Treasury Note yield is 
currently 1.73%.  Hence, at present, student loan interest rates would decline from their current levels.   
 
The Administration has received some criticism over the decision to not institute an interest rate cap within this 
plan.  Instead, they asserted that expanding the current Pay As You Earn program to all Direct Loan borrowers 
(except Parent PLUS) would help offset any spike in rates.  Under Pay As You Earn, new borrowers can limit 
payments to 10 percent of their discretionary income and be forgiven after 20 years of qualified payments.  Under 
the current system, previous Direct Loan borrows may qualify for Income Based Repayment where payments can 
be limited to 15 percent of a borrower’s discretionary income and be forgiven after 25 years of qualified payments 
 
While the interest rate proposal would generate around $3.1 billion in savings from FY 2013 – 2023, those funds 
would be used for the expanded Pay As You Earn, making this proposal budget neutral. 
 
The House Republican Proposal – H.R. 1911 
On May 23rd, the House considered and passed H.R. 1911, the Smarter Solutions for Students Act.  The bill 
addresses the impending July 1st rate increase on subsidized Stafford loans by moving all federal student loans 
(except Perkins) to a variable rate.  Under this bill, subsidized and unsubsidized Stafford loans would be calculated 
using the 10-year Treasury Note plus 2.5 percent.  Graduate and Parent PLUS loans would be an additional 2 
percentage points higher than Stafford.  Loans would be recalculated yearly, and rates could increase or decrease 
yearly throughout the life of the loan.  An interest rate cap is set at 8.5 percent for Stafford and 10.5 percent for 
Parent PLUS and Grad PLUS loans.   
 



H.R. 1911 passed largely along party lines, and faces stiff opposition amongst Senate Democrats, as well as the 
Administration.  The Congressional Budget Office (CBO) estimates that enacting H.R. 1911 would reduce 
spending by about $3.7 billion over fiscal years 2013-2023.   
 
The Senate’s Reed /Durbin Proposal – S. 909 
S. 909, the Responsible Student Loan Solutions Act was introduced by Senators Jack Reed (D-RI) and Dick Durbin 
(D-IL) and ties federal student loan interest rates to the 91-day Treasury bill, which has a current yield of 0.04 
percent.  The bill then directs the Secretary of Education to apply a percentage that is to-be-determined on top of 
that rate to cover administrative costs.  Rates would fluctuate yearly over the life of the loan.  Caps are set at 6.8 
percent for subsidized Stafford loans, and at 8.25 percent for unsubsidized Stafford and PLUS loans.  Congressman 
John Tierney has introduced a companion bill in the House.   
 
The Senate’s Warren Proposal – S. 897 
While this proposal is unlikely to see a vote in the House or Senate, it has received a significant amount of media 
attention.  S. 897, the Bank on Student Loans Fairness Act would set interest rates for Stafford loans equal to the 
rate the Federal Reserve charges big banks through its discount window lending program.  Currently, this rate is set 
at 0.75 percent.  This would be a one-year rate that would apply to new borrowers, and the interest rate would be set 
over the life of the loan.  Even with a one-year implementation this bill would be very costly. 
 
With only one month remaining before the interest rate increase, the House and Senate appear far from a deal.  
However, the commonalities between the House Republican’s plan and the President’s plan may help bridge that 
divide.  If Congress can agree to immediately move towards a variable rate, sticking points will likely still remain 
on the level of the interest rate caps and whether rates should reset over the life of a loan.    
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  Current law Obama’s FY14 budget 
request 

House Republicans 
(H.R. 1911) 

Sens. Reed and 
Durbin  

Sen. Elizabeth 
Warren 

Interest 
rate 
determined... 

By Congress. 
Interest is 3.4% 
on subsidized 
Stafford; 6.8% 
on unsubsidized 
Stafford; 7.9% 
on PLUS loans. 

10-year Treasury Note 
rate plus 0.93 
percentage points for 
subsidized Stafford; 
plus 2.93 points for 
unsubsidized Stafford; 
plus 3.93 points for 
PLUS loans. 

10-year Treasury Note 
rate plus 2.5 
percentage points for 
unsubsidized and 
subsidized Stafford; 
plus 4.5 points for 
PLUS loans. 

91-day Treasury 
Note rate plus a 
percentage 
determined 
by the Education 
Secretary to cover 
administrative 
costs. 

By the discount 
rate the Federal 
Reserve charges 
to banks, at 
least for one 
year. 

Interest rate 
varies over 
life of loan? 

No. No. Rate varies from 
year to year for new 
loans, but is then fixed 
for life of loan. 

Yes. Yes. No. 

Interest rate 
cap? 

N/A No. Yes: 8.5% for Stafford 
loans; 10.5% for PLUS. 

Yes: 6.8% for 
subsidized 
Stafford, 8.25% 
for unsubsidized 
Stafford and PLUS. 

N/A 

If a new loan 
was issued 
today under 
this plan, 
interest rates 
would be… 

3.4% for 
subsidized 
Stafford, 6.8% 
for unsubsidized 
Stafford, 7.9% 
for PLUS 

2.74% for subsidized 
Stafford; 4.74% for 
unsubsidized Stafford; 
5.74% for PLUS 

4.31% for subsidized 
and unsubsidized 
Stafford; 6.31% for 
PLUS 

Unclear what 
administrative 
costs would be. 
91-day Treasury 
Note yield is .04% 

0.75%. 

http://www.insidehighered.com/news/2013/05/10/student-loan-interest-rate-proposals-house-republicans-and-some-senate-democrats
http://www.insidehighered.com/news/2013/04/11/obamas-budget-proposal-would-change-student-loan-interest-rates-boost-science
http://www.insidehighered.com/news/2013/04/11/obamas-budget-proposal-would-change-student-loan-interest-rates-boost-science

