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May 29, 2008

Dear Steve,

Thanks for speaking to me about the Stafford Loan crisis. In this letter, I’ve 
outlined some of the more serious issues regarding Stafford Loans that I've 
identified. As I stated in our conversation, I don’t have an adequate 
understanding of the bureaucratic aspects of Stafford Loan administration so I 
can’t comment on what total program reform might look like. That said, with 
recent scandals being reported in the media regarding student loan kickbacks 
and program mismanagement, it is clear that reform of the federal student loan 
programs is necessary to restore trust in the borrower confidence.1

As I stated during our talk,  I have no complaint regarding the interest rate 
attached to my Stafford loans through the William D. Ford Federal Direct Loan 
Program, 2 but do take issue with the capitalized interest policy on the 
unsubsidized portion of Stafford student loans. Like most grad students during 
the course of my six and one-half year doctoral program, I couldn’t afford to 
pay the unsubsidized interest on my loan, and also afford books, food, taxes, 
and a mortgage while attending school. Hence, several years out from 
graduation with a Ph.D. in my chosen area of study, one half of my student loan 
debt results from capitalized interest charges. This situation is financially 
untenable, and leaves no chance of successfully paying down enormous accrued
loan interest in order to get to the heart of the matter - paying off the loan 
principal. I am not alone in this situation; millions of graduates are affected by 
this policy. 

1 See “Updates on the Loan Scandal,” April 23, 2007. Inside Higher Ed
http://www.insidehighered.com/news/2007/04/23/loans; the 
2 William D. Ford program description, http://www.ed.gov/programs/wdffdl/index.html



As I understand the process, under the Federal Family Education Loan Program 
(FFELP), 3 banks and other lending institutions may buy, sell, and transfer 
student loans without authorization from student borrowers. In this way, I think 
of student loans in much the same way as the home mortgage industry. 
However, I find the most fitting comparison for the Stafford student loan 
capitalization policy is to the unregulated credit card industry of the 1970s, 
wherein high interest charges prohibited making any real dent in paying off loan
principal. While student loan borrowers often don't have a high interest rate 
attached to their Stafford loans (after consolidation, I believe the interest is 3.4 
percent4), they are in a grisly situation due to the capitalization on the loan and 
the length of time in school as unsubsidized Stafford loans continue to accrue 
interest. Stated in a different way, even though under Stafford policy a student 
may put loan repayment “on hold” while in school, this *only* applies to 
subsidized portion of Stafford. I believe this situation might be termed usury.

In the last few years, I’ve had some honest, drilling phone sessions with the 
folks at the William D. Ford Direct Loan Service Center. My basic question to the 
William D. folks is how to stop the “interest clock” on unsubsidized Stafford 
loans. The answer is always the same: 1. either return to school, or 2. declare 
forbearance/deferment/severe economic hardship status. I see these options as 
a only a partial solution to one’s student loan problem as again, I repeat, only 
the interest on the subsidized portion of the Stafford loan freezes when one 
returns to school (and it is often financially necessary to apply for student 
loans!), or when one enters forbearance/deferment/severe economic hardship 
status. In other words, the interest on unsubsidized loans continues to accrue, 
which continues to add to one’s cumulative student loan debt.  Furthermore, the
William D. Ford Federal Direct Loan Program is unable to answer my questions 
regarding how interest is capitalized and referring me to the accompanying 
Department of Education policies. To me, this is an example of truth lending; 
federal and state regulations are in place to protect and inform borrowers on 
mortgage loans, why not Stafford student loans?

3 Description of the programs are at USA Funds, 
http://www.usafunds.org/about_usa_funds/student_loan_program/FFELP/),
4  Amendments to the Higher Education Act of 1965 reduced interest 6.8 percent for 
2007, then 6 percent July 2008, and annually reduced until 3.4 percent in 2011. I 
haven’t read the entire text of the legislation so I am not certain if this only applies to 
Stafford Loans.



As an aside, there are also substantial issues related to criteria in determining 
eligibility for deferment and economic hardship. Department of Education policy
directs a lender to use the gross monthly income, not net income, to establish 
monthly student loan payments. Using the gross monthly income - the amount 
withheld that doesn't reflect city, state and federal taxes, medical and dental 
insurance, FICA, employer mandated deductions, and life’s curveballs  - creates 
an illusion that one has a greater disposable, accessible income than actually 
exists when it comes time to repay monthly loan payments.

Since graduation from my doctoral program, I’ve made it a priority to search out
service opportunities that would not only permit me to freeze interest on the 
unsubsidized portion of my loans, thus allowing me to concentrate on paying 
off my loan principal, but also locate those opportunities that would permit me 
to trade meaningful and relevant social service work or teaching for loan debt. 
For starters, I investigated teaching in tribal colleges. I discovered no teaching 
service program of this nature exists for academic professionals. Why? I then 
investigated Department of Education K-12 teaching-loan forgiveness program,
but as my interdisciplinary Ph.D. is in the social sciences (Higher Ed), I don’t 
qualify for this program. Further, I investigated the Peace Corps, where I learned
that interest on the unsubsidized portions of my Stafford loans would continue 
to accrue during Corps service. I find this policy unbelievable. I then decided to 
investigate general federal agency policies relating to student loan forgiveness 
and federal employment. I learned through the Office of Personnel Management 
Web site (http://www.opm.gov/oca/pay/StudentLoan/) that

…although the student loan is not forgiven, agencies may make 
payments to the loan holder of up to a maximum of $10,000 for an 
employee in a calendar year and a total of not more than $60,000 for any
one employee.

The OPM further states “each agency must develop a plan to describe how the 
program will be implemented.” Although “discretionary,” through my research I 
discovered there is vast disparity among federal agencies in terms of how this 
benefit translates to job applicants who are also holders of (graduate Stafford 
type) student loans. Federal agencies such as the U.S. Department of State, for 
example, offer the full OPM guideline on partial forgiveness as a “benefit” along 
with a good salary for foreign service specialist positions, while true service 
opportunities through federal programs such as the Peace Corps, Vista, and 

http://www.opm.gov/oca/pay/StudentLoan/


Americorps offer negligible assistance to graduate loan holders in paying down 
their Stafford loans (as interest on unsubsidized portions of the loan continue to
accrue). 5

In recent years, there is much talk about “no child left behind.” When I hear this 
statement, I think the public debate should really be about “no graduate and 
postgrad student borrower left behind.” I made tremendous sacrifices to obtain 
my degree mid-career and have numerous middle-aged colleagues who have 
done the same. We’ve sacrificed our financial and personal lives to attain 
advanced degrees in order to become professors, doctors, and lawyers. 
Moreover, in my years of teaching I’ve encountered many students who are debt
riddled by way of their undergraduate studies and Masters degree, and very 
reluctant to pursue a Ph.D. due to economic pressures vis-à-vis student loan 
repayment. Quite frankly, this is a social travesty. Graduates are saddled with 
loan debt that can never be resolved; our graduation gift is a package of finance
charges, lack of service opportunities, and years of loan repayment that 
potentially extends into the age of retirement. 

In our conversation, I mentioned the vision of the Works Project Administration 
(WPA) where the Franklin Delano Roosevelt administration put millions of 
Americans to work re-building and re-visioning America’s infrastructure. 
Although controversial during its implementation, WPA special programs 
(Federal Writers' Project and Federal Arts Project especially) gave scholars and 
artists the opportunity to capture American life and the human experience in a 
way not previously imagined.6 Couldn’t a similar program be devised to enable 
professionals with massive Stafford Loan debt to trade service, expertise, and 
talent to in exchange for repaying their loans?  

5 In doing background research for this letter, I noticed the “John R. Justice Prosecutors 
and Defenders Act of 2007”, H.R.916 that would “the Attorney General to establish a 
program to assume the obligation to repay the student loans of any borrowers who are 
employed as prosecutors or public defenders and are not in default on their loans.” It 
isn’t clear this bill passed the Senate, but it is an interesting step towards service work 
for loan-burdened law students that have possibilities for social work and other 
professions.
6 See the WPA slave narratives at Project Gutenberg 
http://www.gutenberg.org/browse/authors/w#a3906 and Dorothea Lange’s 
photography)



Case in point, I am currently teaching part time at a library school. Having an 
interdisciplinary doctoral degree and a Masters in Library Science, I work with 
information and library science students, future librarians, teacher-librarians, 
archivists, Web designers, and information entrepreneurs. It came to my 
attention that in June 2007, the Institute of Museum and Library Services (IMLS) 
gave $28 million in grants to universities, libraries, and library organizations 
across the U.S. to recruit and educate librarians. 7 However, there is no mention 
in the grant how the academic community would recruit and support existing 
LIS faculty to train and mentor students.  I mention this specific example as it 
not only suggests programmatic shortsightedness on the federal side, but also 
suggests a model partnership between borrowers like myself, the Stafford Loan 
program, the academic sector, and IMLS, the federal agency responsible for 
supporting “the nation’s 122,000 libraries and 17,500 museums.”8 And of 
course, it is a program I would be interested in helping to build and in 
participating once underway.

Nothing less than full investigation and reform of the student loan repayment 
system, especially related to the practices of the Stafford side of Federal Family 
Education Loan Program are in order. A new, equitable, service-oriented student
loan system, where borrowers would have their questions answered in an 
consistent manner – not creatively interpreted as in a tech support center - by 
Stafford loan advisers knowledgeable about their specific cases, perhaps created
by the introduction and passage of innovative and inspirational legislation into, 
and by, the Congress, would not only assist in the resolution of student loan 
debt, develop substantial and thoughtful service programs and opportunities, 
but would also acknowledge graduates for their years of educational sacrifice. 

If Congress needs ideas about service programs, they could begin by reading 
Jeffrey Williams’ article “Debt Education: Bad for the Young, Bad for America.” 9  
Although Williams addresses the undergraduate loan crisis in his article, he 
makes compelling observations, one of which is that we can “judge the state of 
a civilization from its schools.”  To bring this idea back to the topic at hand - 
Stafford Loan reform - I’ll extend Williams’ idea in saying that I believe we can 

7 See IMLS press release, “Federal Institute of Museum and Library Services Awards
Almost $28 Million in Librarian Recruitment and Education Grants,” June 19, 2007, 
http://www.imls.gov/news/2007/061907.shtm
8 IMLS, “About Us,” http://www.imls.gov/about/about.shtm
9 Dissent Magazine, June 2006, http://www.dissentmagazine.org/article/?article=657



also judge a society by how it treats its graduate students and postdocs, who 
are the future change makers of our global society.

I look forward to continuing our exchange regarding Stafford Loan program 
reform.

Susan

Susan Maret Ph.D. 
iecologie@yahoo.com


