2011 Variable Interest Rate Change

 

On July 1, 2011, the variable interest rate on federal student loans is scheduled to reset lower by .11%. This slight decline will impact only variable rate loans that were disbursed prior to July 1, 2006 and have not been previously consolidated. For the variable rate loans that may be affected, consolidating is a way to “lock-in” this reduced rate (see consolidation considerations bulleted below).

The pending rate change will not affect private student loans or fixed rate federal student loans (such as consolidation loans, Grad/Direct PLUS loans, Perkins loans and recent Stafford loans). Therefore, if all of your federal student loans already have a fixed rate, this rate drop will not impact your current interest rate. Also, it is not an option to “refinance” a fixed rate federal student loan into a lower rate federal consolidation loan.

Loans Possibly Affected:
. Subsidized and Unsubsidized Stafford loans (disbursed prior to July 1, 2006)
. Parent PLUS loans (disbursed prior to July 1, 2006)Rate change:
. Stafford loans-from 1.87% to 1.76% (In-school/Grace/Deferment periods)
. Stafford loans-from 2.47% to 2.36% (Forbearance/Repayment periods)
. Parent PLUS loans-from 3.27% to 3.16%

Should you consolidate?
To consolidate or not is a personal decision based on an individual’s financial goals. In light of the very small rate drop that is pending, the primary reason to consolidate would be to protect variable rate loans from future rate hikes. The next rate change will occur July 1, 2012.Some advice to consider before making a decision about consolidation includes:. The rates discussed above will be in effect July 1, 2011 thru June 30, 2012. You may want to consider waiting until 2012 to see the impact of next year’s rate reset before deciding to consolidate.
. Do not submit an application to consolidate before July 1, 2011, as rates do not decline until this date.
. Do not consolidate or “re-consolidate” loans that have already been consolidated if your main goal is to get a lower interest rate. Additional consolidation of these fixed rate loans may actually cause the interest rate to be rounded up.
. Do not attempt to consolidate fixed rate in order to obtain a lower rate, as the process of consolidating may actually cause the new fixed rate to be rounded up.
. Grad PLUS loans that currently have a fixed rate of 8.50 can be consolidated alone and locked in at 8.25% – which is the maximum interest rate for a federal consolidation loan. This feature has nothing to do with the rate change discussed above and is only an option that exists for Grad PLUS loans.
. Consider consolidating only variable rate loans and excluding fixed rate loans from the consolidation – because the rate for the new consolidation loan will be based on a weighted average of the included rates rounded up to the nearest 1/8th.
. Consolidation can increase the cost of the loan by lengthening the term of the loan. Be aware of the impact of consolidation and manage your repayment wisely.For detailed questions, contact your loan servicer to learn if/how this rate change will affect you and what your options are.Note: The rates for 2011-2012 are projected rates and the final rate amount, including possible rounding differences, are at the discretion of the Department of Education.
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