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POLICY ANALYSIS:
Impact of the Loss of the In-School Interest
Subsidy on Law Students

The federal student aid system was created to provide increased access to higher education among
Americans otherwise less likely to enroll. The access mission has remained a core value, even as student
loans have become the centerpiece of the aid structure.

Until 2012, Subsidized Stafford Loans were available to graduate and professional students who
demonstrated sufficient financial need. The interest on these loans was paid by the U.S. Department of
Education while the student was enrolled in school at least half-time, during a six-month grace period
following separation from school, and during periods of deferment. During the 2011-12 award vyear,
graduate students were eligible to borrow up to $20,500 in the Stafford Loan program each year; for those
eligible, the first $8,500 would be deemed a Subsidized Stafford loan.!

For graduate and professional students, the Budget Control Act of 2011 eliminated the in-school interest
subsidy on new Stafford loans originated on or after July 1, 2012. Graduate students may still borrow up
to $20,500 per year in Unsubsidized Stafford Loans, with an aggregate Stafford Loan limit of $138,500.2

Subsidized Loans ‘ Unsubsidized Loans

Eligibility is based on financial need. There is no requirement to demonstrate financial
need.

The federal government pays/foregoes The student is responsible for paying the interest

interest while the student is enrolled in on the loan during all periods.

school at least half-time and during grace
and deferment periods.

Interest starts accruing from the time the funds
are disbursed to the student.

The student can pay the interest while in school
or let it accrue until the repayment period begins.
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The amount of interest accrued will be capitalized
(i.e., added to the principal balance of the loan) at
the beginning of the repayment period.

Because any capitalized interest increases the
loan principal balance, interest paid over the life
of the loan will be greater than if the interest was
paid while in school.

Since 2013, interest rates on federal student loans have been set annually by adding a fixed percentage
that differs by loan type (e.g., Subsidized Stafford, Unsubsidized Stafford, PLUS) to the applicable 10-year
Treasury note rate. The interest rate for graduate Unsubsidized Stafford Loans disbursed between July 1,
2021 and June 30, 2022 is 5.28 percent (the May 12, 2021 10-year Treasury note rate plus 3.6%, the fixed
percentage for this loan type).

The table below shows the additional principal balance upon repayment for a typical law student (i.e., one
who borrows at least $8,500 from the Stafford Loan program each year for three years) due to the loss of
the in-school interest subsidy. As the table makes clear, even the lowest interest rate environment will
cause law student debt to increase in meaningful ways.

Amount Interest rate  Additional Principal Percent of total loan
borrowed? at Repayment amount due to interest

$25,500 4% $2,413.49 9.5%

$25,500 5% $3,055.58 12%

$25,500 6% $3,713.99 14.6%

$25,500 7% $4,389.17 17.2%

$25,500 8% $5,081.58 19.9%

$25,500 9% $5,791.68 22.7%

$25,500 9.5%" $6,153.51 24.1%

Moreover, the added principal described above would be subject to ongoing interest charges throughout
the repayment period, further increasing the overall cost of the debt. For example, at a 6 percent interest
rate over a 10-year repayment period, a borrower could pay additional interest in excess of $1,200; if a
borrower spread payments over 20 years (common among law student borrowers), the additional interest
could increase beyond $2,500.

Law graduates are among the most indebted subgroup of student loan borrowers; but this issue impacts
all graduate and professional students with demonstrated financial need. Higher costs can have a
discouraging effect on this population, given their cost-sensitivity. Higher costs can also exacerbate the
disadvantages financially needy students often face after graduation. Employment outcomes tend to be
less favorable for these graduates than others, hampering their ability to manage their student loan debt
and build wealth long-term.

And the loss of subsidized loans for graduate students has been recognized by members of Congress as a
disincentive for individuals to continue their education. Representative Judy Chu (D-CA-27) has introduced
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the Protecting Our Students by Terminating Graduate Rates that Add to Debt (POST GRAD) Act® in response
to this problem. The POST GRAD Act would restore parity for undergraduate and graduate education by
reinstating graduate students’ eligibility for federal subsidized student loans.

In a society where advanced degrees are required in a large and increasing number of fields, restoration
of the in-school interest subsidy would help increase the affordability of, and access to, graduate and
professional education, while serving the aims of the federal aid system and benefitting society in the
process.

About AccessLex Institute: AccessLex Institute®™, in partnership with its nearly 200 nonprofit and
stateaffiliated ABA-approved Member law schools, has been committed to improving access to legal
education and to maximizing the affordability and value of a law degree since 1983. The AccessLex Center
for Legal Education Excellence®™ advocates for policies that make legal education work better for students
and society alike, and conducts research on the most critical issues facing legal education today. The
AccessLex Center for Education and Financial Capability®™ offers on-campus and online financial education
programming and resources to help students confidently manage their finances on their way to achieving
personal and professional success. AccessLex Institute is a nonprofit organization with office in West
Chester, Pennsylvania, and Washington, D.C. and field offices throughout the U.S.
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1 U.S. Department of Education, Federal Student Aid, Student Experience Group, Your Federal Student Loans: Learn the Basics
and Manage Your Debt, Washington, D.C., 2010. https://studentaid.ed.gov/sa/sites/default/files/your-federal-
studentloans.pdf

2 No more than $65,500 of this amount may be in subsidized loans. The graduate aggregate limit includes all Stafford loans
received for undergraduate study.

3 25,500 represents the $8,500 each year for 3 years that a law student was previously eligible to borrow in Subsidized
Stafford Loans.

4 The maximum interest rate for Unsubsidized Stafford Loans for graduate and professional students is 9.5 percent.

5 Protecting Our Students by Terminating Graduate Rates that Add to Debt (POST GRAD) Act. H.R. 4631, 117th Cong., 1st Sess.:
https://www.congress.gov/117/bills/hr4631/BILLS-117hr4631ih.pdf. An identical bill -- H.R. 3418 -- was introduced in the
116th
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