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National Direct Student Loan Coalition Supports Federal Loan Interest Rate Reform 

WASHINGTON, D.C. – The National Direct Student Loan Coalition applauds Congress on its efforts to 
develop legislation that could provide a long term solution to the interest rate structure for federal student 
loans.  Whether Congress decides to act before interest rate changes take effect on July 1, 2013 or extends 
the current interest rate for two years to address this issue in the reauthorization of the Higher Education 
Act, it is encouraging to see some key principles emerging in the current proposals.  

A market based rate tied to either the 91 day or 10 year Treasury security assures that the cost of capital 
fairly reflects the government’s cost to provide loans.  Arguments can be made for the appropriateness of 
those instruments and others but the main feature, indexing to a federal market security, is essential.  

Most proposals include the use of a variable rate in some fashion.  A truly variable rate assures that all 
borrowers are treated equally at all times and protects the interest of both the borrower and the taxpayer 
since the rate will always reflect the cost of capital.  A rate that varies annually but is locked for each 
annual cohort of loans can result in some borrowers being overcharged and others being under charged.   

Consumer protections are important and borrowers need assurances that rates will remain reasonable.  A 
cap on overall rates with differentials for the various federal loans (subsidized, unsubsidized and PLUS) 
could be an option.  Interest rate fluctuations are more critical to borrowers in repayment and a cap that 
restricts annual changes from year to year may provide more important borrower protections.  Loan 
consolidation and income based repayment options also offer borrowers important consumer protections. 

A factor of the ultimate rate will be the program costs borne by the borrower.  Cost to the borrower should 
be limited to the cost of the program.  The interest rate should be structured to be revenue neutral.     

It is encouraging to see lawmakers include many of these key concepts in proposed legislation.  Careful 
consideration of the options available is essential to assure that the new federal student loan interest rate 
structure is fair and equitable to both students and taxpayers and meets our overarching goals of 
improving the access and affordability of higher education for students.    

 ###  

The National Direct Student Loan Coalition is an alliance of schools dedicated to the continuous 
improvement and strengthening of the federal Direct Loan program.  Coalition members are practicing 
financial aid professionals.  For more information regarding the National Direct Student Loan Coalition, 
please see www.directstudentloancoalition.org. 


