
Understanding the Difference between Federal Student Loans and Private 
Loans 

Federal student loans are generally considered the best first option for financing college 
due to lower fixed interest rates, income-driven repayment plans, and potential for loan 
forgiveness. Private loans, issued by banks and credit unions, are best used to bridge 
funding gaps if federal loan limits are reached, but they come with stricter credit 
requirements, higher risks, and fewer, if any, borrower protections.  

Key Takeaways 

Recommendation: Exhaust all federal loan options (including subsidized and 
unsubsidized) before considering private loans. 

Interest Rates: Federal loans have fixed rates set by Congress, while private loans may 
have fixed or variable rates based on credit score. 

Repayment: Federal loans offer flexible, income-driven repayment options and potential 
forgiveness, which are rarely available with private loans. 

Credit Requirements: Federal loans do not require a credit check for most borrowers, 
while private loans almost always require a credit check and often a co-signer.  

Comparison of Features 

Feature   Federal Loans   Private Loans 

Source  U.S. Government   Banks, credit unions, lenders 

Interest Rates  Fixed, usually lower   Fixed or variable, often higher 

Credit Check  No (mostly)     Yes, typically required 

Co-signer  Generally not required  Often required 

Repayment  Flexible, determined when   Less flexible, determined at time of 

   in repayment (income driven) borrowing 

Forgiveness  Yes (e.g., PSLF)    No (rarely) 

Fees   1.057% (Direct),    Varies (often zero) 

   4.228% (PLUS)  

 

 

 



When to Choose Which 

• Federal Loans: Ideal for all students, especially if you have little to no credit history 
or need to qualify based on financial need. 

• Private Loans: Useful when you have reached the maximum federal borrowing limit, 
need to cover the full cost of attendance, or have excellent credit that allows you to 
secure a lower rate than the federal government offers.  

Important Considerations 

• FAFSA: You must complete the FAFSA to access federal loans. 
• Borrowing Limits: Federal loans have annual and lifetime limits (e.g., $31,000–

$57,500 total for undergraduates), while private loans can often cover up to 100% of 
the school-certified cost of attendance. 

• Subsidized vs. Unsubsidized: Subsidized federal loans do not accrue interest while 
in school, making them more cost-effective. 

 


