
 

 

 

Student Loan Interest Elimination Act  
 

Led in the Senate by: Senators Peter Welch (D-Vt.) 

  

Led in the House by: Representatives Joe Courtney (D-Conn.) 

 

Background:  

Higher education costs continue to skyrocket. Borrowers pay on their student loans for decades 

and barely make a dent in their principal because of high interest accumulation.   

  

Legislation:  

The Student Loan Interest Elimination Act would refinance the interest rate of all existing 

federal student loans to 0% and cap interest rates for future borrowers. 

 

Unlike other proposals to lower student loan interest rates, this proposal includes a pay-for to 

offset the cost of eliminating interest. Currently, student loan interest is used to pay for the 

costs of operating the federal student loan program.  

 

Under this legislation, the Department of Education would create a Trust Fund to offset the 

elimination of interest. Student loan borrowers will make payments on their principal balance 

and these funds will be put into the Trust Fund. The Trustees overseeing this fund would invest 

payments from student loan borrowers into a variety of bonds, including municipal bonds and 

Treasury bonds.  

 

The returns on those investments would fund the costs of operating the student loan program 

– saving taxpayers from fronting the bill while saving borrowers from higher interest rates and 

student loan interest capitalization.  

 

This model exists with the Federal Railroad Retirement Board, which was created by Congress 

in 2001 to pay federal railroad retirement benefits in a sustainable manner, at no cost to the 

taxpayer. The Railroad Retirement Board’s investment model – investing railroad employee and 

employer payroll taxes in a Trust Fund – has successfully supported retirees for the past 

twenty-one years. 



 

Any additional revenue from the Trust Fund that is not needed to support the costs of running 

the federal student loan program would be used to: 1) increase the amount of Pell Grants that 

lower-income students could receive; and 2) provide competitive grants to support college 

completion and retention programs at institutions of higher education. 

 

Supporting Organizations:   

The Student Loan Interest Elimination Act is supported by EdTrust, the Hildreth Institute, and 

the American Association of Colleges and Universities  

 


