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September	9, 	2010 

Jonathan	Guryan	
Matthew	 Thompson	
Charles	River	Associates
1545 	Raymond	Diehl Road	
Suite	260
Tallahassee, 	FL	 32308 

The	 Honorable	 Arne Duncan
Secretary,	U.S.	 Department	 of	 Education	 
400	 Maryland	 Ave.,	 SW
Washington,	 DC	 20202 

Re:	Docket	 ID	ED‐2010‐OPE‐0012,	Gainful	Employment	 

Dear Secretary 	Duncan: 

We 	thank 	you 	for	the 	opportunity 	to publicly comment	 on	 the proposed	rule 	regarding 
gainful employment	that was described	in	 the NPRM dated	July	 26,	 2010.	 We were retained	 
by 	the 	Career College 	Association 	to conduct an 	independent 	analysis	 of 	the	rule. Over the	 
past 	several months,	we have 	collected 	data	relevant	to	 the	rule’s	 impact	and 	formulated	 an 
assessment	 of	 the rule.	 We	 describe our findings and	recommendations	 below. 

We	hope	our comments	 are helpful	to	 the	 Department	as	it	 works to develop rules	 and 
policies that	are	 in	 the 	best	 interest	 of	students. 

Sincerely, 

Jonathan 	Guryan,	Ph.	D Matthew	 Thompson, 	Ph.	 D 
Associate	Professor of 	Human	 Vice‐President 
Development	 and	 Social	 Policy	 Charles	River	Associates 
and of Economics	
Northwestern University 

1545 Raymond Diehl Road Suite 260 Tallahassee, Florida 32308 850-402-4200 850-402-4201 fax 



 

	 	 	
	 	 	 	 	 	 	 	 	 	

	 	 	 	 	 	 	 	 	 	 	 	

	

	 	

	 	 	
	 	 	 	 	

	 	 		 	
	

	
	 	 	

	

	

	
	

	
	 	
	

	 	

	 	 	 	
	

	
	 	

	
	 	

	 	

	

	 	
	 	 	

	

   
          

            

 
   

  
   

      
      

    
    

    
     

    
      
   

    

  
  

   
      

     
      

     
        

  
   

       
     

  
 

    
  

    
   

   
     

    
   

    
   

  


 

Docket ID ED‐2010‐OPE‐0012 
Comment on the proposed rule regarding Gainful Employment described in 
the NPRM released by the Department of Education on July 26, 2010 

Introduction 

We	wish	to	comment	on	the	proposed	rule	regarding	the	definition	of	gainful	 
employment	that	was	described	in 	the	NPRM	released	by	the	U.S. Department	 of
Education	on	July	26,	2010.	 Our	comment	is	organized	into	four	 parts.		In	the	first	
part,	we	describe	the	standard	 way	 that	academic	economists	 analyze	and	
understand 	the	investment	that	students make when	 they choose	 to	further	their	
education beyond secondary school. We	 point	out	inconsistencies between	this	
standard	way	of thinking	about	education	and the 	gainful	employment	proposal. In
particular,	the	standard economic	analysis	of	 education	implies 	that	the	focus	 
should	be	on	ensuring	that 	all	students	who	are	 likely	to	gain	 more	from	education	 
than	the	costs	they	have	to	pay	 will 	attend. We	 believe	 that	the	currently	proposed	
rule	does	not	focus adequately	on	measuring	the benefits 	to	students	 from
education.		 We	describe	 our	concern	 that	 by not	measuring	the	benefits	 to	students,	
the	rule	has 	the	potential	to	reduce	access	to	programs	that	would	 have conferred	
significant	benefits	to	students 	in	the	form	of	 higher	lifetime 	earnings. 

In	this	first	part,	we	 also	discuss	what	academic	economic	studies	show	 
about	the	increasing	and 	significant	 importance	of	postsecondary	schooling	for	
labor	market	success,	 and	the	need	for	growth	 in	capacity	in	the	higher education	 
sector.		We	 explain	 that if	the	earnings 	benefits	 from	postsecondary	 schooling	are	in	
line	with	what	academic	studies	suggest,	the currently 	proposed 	rule	 will	be	 
detrimental	to	many	students. We 	also	contrast	the 	recent	slow	 rate	 of	growth in	 
the	number	of	students 	that	institutions of	higher education accommodate	with	the	 
larger	needs	and	demands	of 	potential 	students.	 We relate 	this	 contrast	 with	 the	
President’s	 call	for	the	 nation	to	substantially	increase	the	number	of	students	with	
a postsecondary	 degree	 over	the	next	decade.

In	the	second	part,	we describe	the	 data analysis we have	 conducted	to		 
assess	the	possible	effect	of	the	proposed	rule	on both	 schools 	and	students.		 To	do	 
that	analysis,	 we	collected	a 	large	amount	of	individual	student‐level	data	from	for‐	
profit	schools.	 Those	results	suggest	the	proposed	gainful	employment	rule	could
cause	a	significant	reduction	in	the	 number	 of students entering	postsecondary	
schooling	over	the	next decade,	 which	stands	in	contrast	with	the	President’s	call	for	
a	large	increase	in	the	number	of	 college graduates	over	that	same	period. We	 
report	a 	range	of	estimates,	which	account	 for	various	contingencies.	 Since	we	do	
not	have	access	to	actual	earnings for graduates,	we	estimate	earnings	using	Current	 
Population 	Survey	(CPS)	data.		 These	estimates	 may	differ	 from	 the	actual	earnings	
particularly	when	these	averages	are 	based	on	relatively	small	 groups	 of	students. 
The	student‐weighted	average	 of	 our	annual	earnings	measure	is	 about	$1,000	
higher	than	the	student‐weighted average	in	the	Missouri	 data.	 	However, the	
unweighted	average	across	programs	of	our annual	earnings	measure	 is about
$6,000	higher	than	the	 unweighted	average	across	programs	in	the	Missouri	data. 
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There	is	also	considerable	variation	in	the	difference	between	 the	two	 measures,	in
part	due	to	the	smaller	sample	sizes	in	the	Missouri 	data.		 To	 the	extent	that	our	 
earnings 	estimates	are higher	than 	what	would	 be	used	in 	practice,	our	 estimates	
understate	the	likely	impact	on	 for‐profit	programs	and	students,	 possibly	
significantly.

Our	most	conservative	estimates	 suggest	that	nearly	1.2	million fewer	
students	would	 enter	postsecondary	 schooling	 over	the	next	decade	as	 a result	 of	
the	proposed	rule.	 This	would	include	more	than	700,000	 female	 students,	 more
than	200,000	non‐Hispanic	black	students,	 and	 nearly	200,000	Hispanic	students.		 If	
less	conservative	but	reasonable	assumptions	 are	used,	the	impact	on	students	
could	be	significantly	higher.	 For	example, one reasonable 	set of 	assumptions	yields	 
estimates	suggesting	that	more	than	2 million 	fewer	students	would	 enter	 
postsecondary	 schooling	over	the 	next	decade	 as	a result 	of the 	proposed	rule.	 This	
would	include	more	than	 1.3	million	female	students,	 more	than	 360,000	non‐
Hispanic	black	students,	 and	 more	than	330,000	Hispanic 	students.	 Furthermore,	 if
the	Department’s	own	estimate	of 	the	fraction	of 	programs	and	students	in	
ineligible	and	restricted	programs	is	correct,	each	of	 our	estimates	of	the 	number of	 
students	 impacted	should	 be	 increased	 by 25	percent.

In	this	second	part,	 we	also	discuss 	our	concern 	that the rule may	generate	a	
discriminatory	incentive	for	 schools	to	avoid	serving	 low‐income	students.	 We	hope	
that	all	of	 these	effects	on	students	will	be	viewed	in	light	of	the	President’s	
commendable	call	to 	produce	8 million	 more	college	graduates	over	the next	decade,	
the	increased	importance	of	postsecondary	 education	for	economic well‐
being,	and	the	vast	current	undersupply	of	 education 	capacity at	 the	postsecondary	 
level. 

In	the	third	part,	we	discuss	concerns	we	have	 regarding	specific	details	of	
the	way	in	which	the	rule	would	 likely	be implemented. These 	include	 problems 
related	to	the	treatment	 of	small	 programs	– 	which	are	more	common	than	one	 
might	think	–	and	related	to	the 	use 	of	social	 security	or	 IRS	 earnings	records.

We	conclude	with	some specific	suggestions	for	how	the	rule	 – if	one	
resembling the 	proposed	rule 	were	implemented	 –	might	be	changed	to	 address	
some	of	the	concerns	we	raise.	 Though	we	offer	these	specific	suggestions,	 they	
should	 not	be	interpreted	as	fully addressing	the 	conceptual	problems	 we	raise	 
throughout	 our	comment.

Based	on	our	 review	and 	analyses, we	are	most	concerned	that	the	current	 
proposal	has	the	potential 	to	greatly restrict	access	to	individuals	who	 have	
traditionally	 had	limited	access	to	 postsecondary education when	the	consensus	
among	top	researchers in	this	 area	is	that	the	returns	to	education	might	be	quite	
high.	 More	research	should	 be	done	 before	taking	action	that	has	the	 potential to	 
restrict	access	to	many of	the	types 	of	students 	that tend 	to	benefit	 the	 most	from	 
additional	 schooling. 
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Part I: The rule contrasted with the standard economic analysis of schooling 

In	this	section,	 we	first	 review	the	standard	 analysis	that	is	
used	by	academic	economists	to	examine postsecondary	education
decisions,	 and	include	a 	discussion	of	how	the	 Department’s	proposed	
rule	deviates	from	this	 approach.	 Next,	we	 examine	the	basis	of 	the 
Department’s	use	of	an	 8 	percent	 debt‐to‐earnings	threshold, 	and	
describe	how	it	may	be	at	odds	with	optimal	education	decisions for	
students,	 given	the	benefits	of	 postsecondary	 education.		We	then	
argue	that	the	Department	should	focus	 on	 the	 quality of 	programs,	in	
addition	to	the	costs.	 We	discuss	how	 measures	of	debt	relative to	
early	career 	earnings,	 or	of	repayment	rates	as	they	are	calculated	in	
the	proposed	rule,	are	not	measures	of	program quality.		 We	next	
provide	an	overview	of	 what	the	academic	research	has	shown	with	
respect	to	student	returns	on	educational	investment,	 and	explain	
why	a rule	that	does	not	account	 for	the	benefits	of	schooling	 could	be
detrimental	to	students. 		We	conclude	this	section	by	discussing	the	
protection	of	taxpayers,	and	the	need	for	increased	postsecondary	
capacity. 

A. The standard economic analysis of schooling 

Based	on	the	standard	 economic	analysis	of	the	costs	and	benefits	of	
schooling,	we	believe	the	focus	 of the Department	of	Education	 should	be	on	 
ensuring	access	to	education	for 	all	students	for 	whom	the	benefits	are	likely	to	
outweigh	the	costs.		The standard	 economic	analysis	of	the	schooling	 decision	does	
not	depend	 on	the	level of	earnings. Instead,	 it	 focuses on	the increase in	earnings	
resulting	from	the	schooling.		 We	believe	the	proposed	rule	does	not	appropriately	
focus	on	benefits,	and	in	some	important ways	mismeasures	the	costs. As	a result	
we	believe	the	proposed 	rule	may	 have	the	unintended	consequence	 of
disproportionately	limiting	postsecondary	 education	access	for	 students	who	have	
traditionally	 faced	barriers	to	higher	education.

The	standard economic	 analysis	of	schooling	considers	the	choice	of	whether	
an	individual	should	obtain	 an	additional	year of	education.1		 In	this	standard	 way of	 
thinking,	individuals	weigh	the	 costs	and	benefits	 of	 schooling.	 The	costs	are	the	 
earnings	foregone	if	one 	attends	 school	full	time,	 and	tuition/fees.	 The	 benefits	
include	increased	earnings	in	future	years.	 Individuals	choose	 to	get	more		
education	so 	long	as	the	benefits	 are	larger 	than	the	costs. 

Education is 	an investment,	 meaning	 that	the	costs	are	paid	up	 front	and	the	 
benefits	come	in	the	future.		To 	properly	 weigh	the	costs	and	benefits,	 one	must	
discount	benefits	that	 will	not	 be	realized	for	 many	years. To	 simplify	 things,	use 

1 The	 standard reference	 is	 Human Capital by	 Gary	 Becker (University	 of Chicago), who won	 the 
Nobel Prize	 in Economics	 for	 this	 and other	 work. 
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the	interest	 paid	on	savings	accounts	or	the	expected	return	on personal	
investments	as	the	discount	rate. 

Now consider 	the 	education 	choice of 	two 	students: 	one 	who 	has enough	 
personal 	or family 	wealth to 	pay 	tuition 	costs 	out of savings, the	 other	 who	 must 
borrow	to	finance	the	tuition	costs. 

For	someone	who	would	pay	tuition	costs	out	of	savings,	the	decision	comes	
down	to	comparing	the	 present	value	of	 increased	lifetime	earnings	(the	benefits)	 to	
the	foregone	earnings	 while	in	school	and	the	 tuition	(the	costs).2		 If	the	benefits	 are	 
greater	 than	the	costs,	then	the 	student	should	continue 	in	her 	schooling.	 If	the	
costs	are	larger	than	the benefits, she	should	 end	her	schooling	and	begin	working.3 

Compare	this	decision	with	someone	who	must	borrow	to	pay	the	tuition	
costs.	 This	student	must	consider	as	costs	the additional 	interest	payments	 
associated	with	the	loan.		 Those 	payments	must	be	 paid	in	the	future. If	the	interest	
rate	on	the	loan	were	equal	to	the	interest	rate	 used	for	 discounting	(in this	case	the	
interest	paid	on	savings),	then	 the	 decision 	would 	be	 the	 same for	 both	students. 
Since	the	unsubsidized	interest	rate	charged 	on	student	 loans	is	 typically higher	
than	the	interest	rate	 paid	on	savings	accounts,	the	cost	of	furthering	education is	
higher	for	this	student.

In	short,	 because	borrowing	interest	rates	are	 higher	than	savings	interest	
rates,	 the	cost	of	schooling	is	higher	for	those	who	must	 borrow	to	pay for	higher	
education.		Because	these	students	almost	by	 definition come	 from	poorer	families,	 
this	problem 	creates	access	differences	that	relate	to	wealth,	 socioeconomic	 status,
and	race.		Subsidies	for	 student 	loans	are	meant	to narrow	the	 difference	between	
borrowing	and	saving	interest	rates	so	that	the 	costs	of	education	are	less	related	to	 
family	 wealth.

Therefore,	any	restriction	of access 	to	debt	financing	for	higher	education	
will	have	the	effect	of	 decreasing	access	more	 for	poor 	and	minority	students.		 This	 
is 	completely at odds	with 	the 	intent and	spirit	 of	the	Higher	 Education	Act.

The	proposal’s	focus	on	 the	ability	of	students	to	pay	back	their	loans	quickly	
leads	it	to	focus	on	the	level	of	 earnings. This	 will	have	the effect	of	differentially
punishing	students	with	poor	 labor 	market	prospects	and	who	would gain the most 
from	higher	education.		 Students	with	poor	 labor	market	prospects	would	 have	low	
earnings,	and	likely	high	unemployment	rates,	without	any	higher	education.
Among	these	students,	 the	ones	who	would	benefit	greatly	from	additional	focused 

2 Note the	 cost	 of education does	 not necessarily	 include living expenses while attending	 school. 
Many	 of these	 expenses,	 particularly for financially	 independent	 students,	 would be incurred 
regardless	 of the	 education decision.	 However,	 students will	 often take	 loans to	 cover	 part, or	 all,	 of
their	 living expenses. 
3 While	 it is	 necessary	 to	 consider	 as	 a cost	 the	 interest she	 does not earn on the 	money she takes 	out
of	 saving	 to pay tuition, these interest	 payments	 are	 discounted	 because	 they	 would	 have	 happened 
in the future. If we 	use the savings account interest rate as the discount	 rate, the discounting 
eliminates this	 from	 consideration. 
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schooling	may	end	up	in occupations	with	low earnings. But, these	 earnings	may	be	
much	higher	than	the	student’s	personal	alternative.		 The	proposal	would	limit	how	
much	this	student	could	borrow based	on	the	low	level	of	earnings,	and	not	based	
on	the	large	gains	that	would	be 	realized	from	 the	doors	opened by	education.

The	standard economic	 analysis	of	 education implies	that	 the	decision	 of	
whether	to	continue	schooling	beyond	high	school	should be	based	on	a 	comparison	 
of	the	lifetime	benefits and	the 	lifetime	costs	of	that	schooling.	 These	costs	and	
benefits	should	 both	be	properly	 discounted	 to account for the	 fact	that	many	of the	
benefits	and	some	of	the	costs	occur	far	in	the	 future.		 Even when	the	 benefits 	only	 
slightly	exceed	the	costs,	when	properly measured, it	benefits	 the	student	to	
continue	to	pursue additional	education.

The	proposed	gainful	employment	 formula is	 different	 from	this	 ideal in	a	
number	of	ways.		Most	significantly,	the	proposed	formula	focuses	on	 the	level	of	
earnings	in	 the	first	few years	 after	 completion	of	the	schooling.	 While	the	
Department	of	Education’s	intent 	is	likely	to	ensure	that	students are	 able	to	afford	 
the	necessary	 loan	payments	in	those	early	 years after schooling,	it	must	be	noted	 
that	any	deviation	from	 a comparison	of	lifetime 	benefits	to 	lifetime costs	has	the	 
potential	to 	harm	the	students. For	this reason, special care	 should	be	taken	when	
analyzing	a	 rule	that	effectively	restricts	borrowing	 for	schooling	costs.

As	stated	above,	 the	proposed	gainful	employment 	rule	focuses	on	a	 
comparison	of	earnings 	in	the	early	years	after	 school	completion	with	estimated	
annual	student	loan	payment amounts.	 The	reason	 for basing program	 eligibility	on	 
this 	comparison presumably is to 	protect	students	from	finishing	school 	with	 loans	 
that	they	cannot	afford	 to	repay	in	those	early	years	after	completion.

Two	points	should	be	addressed	 with	respect	to	the	way	the	rule 	achieves	 
this 	goal.		First,	the allowable	debt/earnings	ratio	should	not be	based	on	guidelines	
that	are	developed	 to	be 	appropriate	for	 the	average	consumer.	 Student	borrowing	
is	different	from	consumer	borrowing	both	because	students	tend 	to be	at	a	point	in	
their	working	careers	when	earnings	are	about	to	grow	substantially,	 and because
schooling	is	something	that	tends	to	cause	 increases in earnings. On	average	 
earnings 	grow	sharply in 	the 	early years	following	the	completion	of	 schooling.	 For	 
most 	students,	 it is 	probably	smart	to	devote	a	higher	share	of their	annual	
expenditures	to	loan	repayments	 early	 in	their	career	than	they 	would	 be	willing to	
sustain	 indefinitely.		If	 education	confers	 benefits	 to	students	 –	such	as	increased	
earnings	throughout	their	post‐schooling	career	–	restricting	borrowing	can	cause 
students	to	be	worse	off 	on	net. Thus,	guidelines	about appropriate	debt‐to‐earnings
ratios	should	 allow	for	 higher	levels	in	these	 early	years.	 The guidelines	that	
informed	the	Department	of	Education’s	choice	of 	debt/earnings	 ratio	cut‐offs	were	
based	on	lending	rules	that	are	meant	to	apply	to	borrowers	at	 all	stages	of	their	
working	 life	and	for	physical	assets 	that do 	not 	lead to increases	 in	 earnings.	 Rules	
that	apply	to	early	 career	earnings	 should	be	different.		 They	 should	 recognize	the	
fact	that	the	thing	the	borrowing 	pays	for	 –	schooling	–	tends	 to	increase	earnings, 
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and	they	should	 recognize	the	fact	that	because	 earnings	tend	to	grow	in the	early
working	 years	it	makes	 sense	to	 borrow	more	in these	years	than 	in	later years. 

Second,	the	 calculation	 of	annual 	debt	payments	should	be	based on	the	
repayment	 amounts	that	students have	the	option	 to	choose.	 The proposed	rule	
calculates	annual	loan	payments	assuming	a	10‐year	repayment	period.	 However,	
all	students 	with	Title	IV loans	have	the	options either of extending	the repayment	 
period	 to	between	12	 and	30	years	through	the choice 	of an 	“extended	 repayment”,	
or	of	reducing	the	payments	they 	must	make	in	the	early	 years	after	 school	 
completion	 through 	the choice	of	a “graduated	 repayment”.	 Calculations	reported	to	
us	by	Mark	 Kantrowitz,	 the	publisher 	of FinAid.org,	indicate	that	the	 average
repayment	 length	chosen	by	 students	for	Title	IV	loans	is	 at	least	15	 years,	and	
possibly	close	to	19	years.

In	addition,	students	with	low	 earnings, the	ones	that	the	proposed	gainful	 
employment	rule	is	meant	to	protect,	have	the	 option	of	reducing	their	Title IV	
payments	to	a	lower	percentage	of their earnings	through 	the	choice	 of	“income‐
based	repayment”.	 For	many	students,	 and	particularly	for	those 	with	 lower	than	
average	earnings	in	the	years	for	 which	earnings	are	measured	for	the gainful	
employment	rule,	it	is	advisable 	to	choose	one	of	these	options.

If	the	goal	of	the	proposed	gainful	employment	 rule	is	truly	to 	ensure	that 
students	can	afford	their 	loan	payments	upon	completing	schooling,	the	rule	should	
compare	their	earnings	to	the	amounts	they	are	required	to	pay. If	students	choose	
to	pay	back	their	loans	over	a shorter	period	than they 	have to,	it	cannot	be	argued	
that	those	students	are	unable	to	afford	the	payments. The 	correct	test,	absent	 
measuring	the	gains	resulting	from,	or	quality	of the	program,	 is	whether	students	 
finish	school	with	required 	debt	payments	 – the	lowest	ones	available	 to	them	given 
their	options 	–	that	are	 too	high	relative	to	their	earnings.

If	it	were	logistically	difficult	for	the	Department of 	Education	to	determine	 
which	of	these	repayment	options	offers	the 	lowest	annual	payment	for	 each	 
borrower,	a 	simple	adjustment	to	 the	rule	 would	be	to	extend	the	repayment	length	
used	in	the	formula	to	15	or	 20	 years.	 The	allowable	repayment	 period varies	
between	12 and	30	years	and	depends	on	 the	total	amount of	the	 Title	IV	loan.	 At	 a
minimum,	this	modification	would reflect	a 	more	realistic	loan payment	amount	
that	an	individual	would	be	required	to	make on	a	student	loan.

Another	fundamental	flaw	in	the	 proposed	rule that	should be	addressed	is	
that	it	does	not	focus	on	program	quality.	 Standard	 economic	analysis	clearly	
indicates	that 	good	 schooling decisions	should	 be	based	on a 	comparison of	the	 
costs	of	education	to	 their	benefits. Students	should	 think	 very	differently	about	
taking	on	a given	amount	of	debt	if	it	is	to	pay	for	a 	program that	is	likely	to	add	to 
their	earnings	than	if	it	is	to	pay	for a 	program	 that	is	not.	 In	other	words,	if	the	goal	 
of	the	proposed	regulation	is	to 	help	students, the	focus should	be	on program	 
quality	–	the	benefits	 that	the	program	gives to students in	 terms	of	increased	 
earnings	and 	improved	 employment 	likelihood	 –	and	not	so	directly	 on	 debt 
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amounts.	 For	a 	high‐quality	program,	it	can	 be 	a good idea to finance tuition	costs 
through	 debt.			 For	example,	medical	students	commonly	take	on	 very	 large	debt	
amounts	yet	end	up	better	off	for it once	the	effect	on	lifetime	earnings is	taken	into	
account.		The	reason	this	is	a	good	 investment	for	them	is	that medical	school	
typically	leads	to	large	increases 	in	 lifetime	earnings	(though 	those	increases	often	 
are	not	attained	until	many	years	after	school	is completed). 

B. The basis for an 8 percent debt to earnings threshold 

The	Department’s	choice	of	an	8	 percent	threshold	 for	the	 debt	 to	earnings	
ratio	is	not	a	number	that	is	implied 	by	 any	standard	 economic	 model, or	 supported	
by	research	as	the	Department	suggests. The	standard economic	analysis	of	the	
educational	investment decision	 does	not	imply 	a	limit	on	annual	debt	payments	 
related	to	annual	earnings.	 Rather, 	experts	who	study	the	economics	of education	
use	a	model	based	on	a	comparison	of	costs	with	benefits,	including	the	gains	to	 
earnings	resulting	from	 the	schooling.

While	the	Department	 has	stated	that	the	8	 percent threshold is 	based on	 
research,	as	economists	 we	wish	 to 	make	it	clear	that	this	number	is	not	based	on	
economic	theory.	 In	fact,	as	we	have	described,	economic	theory implies	a	quite	
different	set	of	guidelines	for	 making	good	decisions	regarding 	schooling. 

Based	on	statements	in	 the	NPRM, 	the	8	percent	threshold	 appears	to	come	 
from	two	sources:	home 	lending	guidelines	and	a report	by	Sandy Baum	and	Saul	 
Schwartz.4	 We	will	address	the	use of	the	Baum	and	Schwartz	study	first,	 then	
return	to	the	home	lending	guidelines.	 In	the	report	to	which	the	Department	of	
Education	refers,	Baum	and	Schwartz	do	not	support	the	use	of	 an	8	percent
threshold	 for	student	 debt	payments.	 Rather,	 Baum	and	Schwartz	 explicitly	criticize	
a blanket	use	of	such	a rule.	 Quoting	from	page	 3	of	their	report:

“In	sum,	we	believe	that using	the	 difference	 between the front‐end	and	
back‐end	ratios	historically	used	for mortgage	 qualification	as a benchmark	
for	manageable	student	loan	borrowing	 [which Baum and Schwartz have just 
explained is the origin of the 8 percent rule] has	 no	particular	merit	or	 
justification.		This	is 	not	 to	say	that	8	percent	 is	 an	unreasonable	number. 
Some	 of	the	problems	 listed	below	suggest	that higher	limits	might	be	
appropriate,	while	others	suggest 	the	opposite.	It	is	simply to say	that	any	
benchmark	needs	stronger	justification	than has	thus	far 	been forthcoming.”	
(Baum	and	Schwartz,	2006,	p.	3)

Just	prior	to	this	statement,	 Baum	and	Schwartz	explain	some	of 	the	reasons	 
why	 the	8	percent	rule	 is	not	appropriate	 for student	 lending guidelines.	 One	of	
those	reasons	derives	directly	from	an	economic	model	related	to	the	one we	have	
described	in	our	comment.		 That	model	points out 	that because earnings	tend to 

4 Baum, Sandy and Saul Schwartz. 2006.	 “How Much	 Debt is	 Too Much?	 Defining	 Benchmarks	 for 
Manageable Student Debt.”	 New York: The	 College Board. 
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increase	most	sharply	in	the	early	years	after	 school	 completion,	 it	is	optimal	to	do
more	borrowing	in	those	years	than	in	later	years.	 They	explain: 

“To	the	extent	that	 they are	grounded	 in	empirical	analysis,	the	ratios [which 
were used to determine the 8 percent rule]	reflect the	default	experience	of	all	
homeowners,	not	the	 experience	of	young	 people who have	 recently	left	
school.	 The life‐cycle	 model	suggests	that 	the 	ability	and	willingness	of	 
young	people	to	maintain	any	given 	debt‐service	 ratio	is	greater	than	that	of	
older	cohorts.		 The	front‐end	and	back‐end	ratios,	based	on	current	income,	
do	not	take	into	account	the	higher	future	income	of	some	borrowers	 and	
especially	of student loan 	borrowers.”	 (Baum	 and	Schwartz,	2006,	p.3) 

We 	suggest 	that the Department not 	use 	the	Baum	and	Schwartz	study	to	 
support	the	choice	of	an	8	percent	 threshold, when	in	 fact	that 	study	concludes	that	 
the	general	use	of	such	 a	rule	is	a	bad	idea.

Baum	and	Schwartz	argue	that	the 8 percent	rule	that	was 	commonly	used	at	 
one	time	by	home	mortgage	underwriters	(but, 	which	they	point out	is	not	 
commonly 	used	 now) is	 not	 appropriate	for	all	 student	borrowers.	 This	leads	us	
back	to	the	 fact	that	the	8 percent	number	was	originally	 taken 	from	 home	mortgage	 
standards.	 Baum	and	Schwartz	explain	that this 	number appears	to	come from	
guidelines	for	the	fraction	of	annual	earnings	 that	should	be	devoted	to non‐housing	
debt	for	 the	average	homebuyer.

However,	borrowing	for schooling 	costs	is	different.	 Borrowing	 for	 schooling 
costs	is	different	because	schooling	tends	to	cause	earnings	to 	increase.	 A rule	
limiting	 the	ratio	of	student	debt	payments	 to	 annual	earnings	 that	does	not	take
into	account	the	fact 	that	additional	schooling can	increase 	those very 	earnings	 has	 
the	potential to	hurt,	not	protect,	 borrowers. 

C.	 The benefits of education and its relevance for the proposed gainful 
employment rule 

It	is	informative	to	describe	what	 the	vast	set	of	studies	by	academic	
researchers	has	found	regarding	the benefits 	of postsecondary	 schooling.		 There	 are	
dozens,	if	not	hundreds,	 of	studies	of	 this	sort	that	have	published	in	peer‐reviewed	
academic	journals.	 Education	is	 widely	recognized	as	a 	source	of	social	 mobility. 
Though 	the	United	 States	is	regarded as	a	“land	of	opportunity,”	correlations	in	
earnings	between	fathers	and	sons	are actually	quite	high.	 To	understand	how		
much	social	mobility	there	is	in 	the	U.S.,	consider	a	family	 of 	four	right at	the	poverty	 
threshold. 	Based	on	the	best	current	estimates,	 it	would	on	average	take	the	
descendants	5 or	6 generations	before	 their	income	is	within	5	 percent	of	the	
national	average.5 

5 Mazumder,	 Bhashkar,	 “Fortunate Sons:	 New	 Estimates	 of Intergenerational Mobility	 in the United 
States Using	 Social	 Security Earnings Data,”	 Review	 of Economics	 and	 Statistics	 2005. 
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What’s	more,	 studies	find	less	social	mobility	among	families	with	low	net	
worth,	suggesting	that	the inability	 to borrow	 restricts	social mobility.	 In	other
words,	restrictions	on	borrowing (coming	from	 poorly	 functioning	credit	markets 
and	high	interest	rates)	makes	being	born	 into	an	impoverished	 household a 
significant	 barrier 	to	social	mobility.		 All	of	 this	argues	strongly	that	it	is	as	 
important	 as 	it	has	ever been	to	assure	that	all	 students	who	will	benefit	have	access	
to	higher	education.		 The	social 	costs of	restricted	access	are 	larger	than 	they have	 
been	in	almost	a	century.

The	general	consensus	from	studies	that	examined	data	from 	various	periods	 
over	the	past	50	years	is 	that	each 	year	of	schooling	causes	the	average	student to 
enjoy	a	gain 	in	annual	earnings of	between	 7 and 15 percent. 		This	means	that	the	 
average	student	earns	 between	7	and 	15	percent	more	each	year	for	the	 rest	of	his	 
career, for every additional 	year	of	 schooling	he	completes.	 Because	the	gains
accrue	per	year	of	schooling,	students	that	complete	 4‐year	 college	programs	on
average	see	gains	 in	earnings that	 are	4	 times	 this large. 

Another	consistent	 finding	is	that	 these	returns to	education	have	been	 rising	
in	the	U.S.	fairly	consistently	since	the	early	1980’s.	 The	7	percent	estimates	tend	to	
come	from	 data	representing	earnings	from	earlier	periods,	while	estimates between	 
10	 and	15	percent	are	 more	likely	 to	come from	more	recent	data.
Postsecondary	 schooling	is	more	 important	than	it	has	maybe ever been – 	certainly	
since	the	1920’s	–	for labor	market	success.		 Put	differently,	 the	gap	in	earnings	and	
economic	wellbeing	between 	the	rich	and	poor	 is at historically 	high	 levels,	and	
postsecondary	 schooling	is	one	important	determinant	of	which	side	of that	gap	one	
sits. 

Consider	if	 the	earnings 	return	 were	 only	5	percent	per	year.	 A 	student	who 
attended a 	2‐year program	would earn	 10	percent	more	each	year	 for	the rest	of	his	
career.		That	student	 could	spend	10 	percent	of	 his	 annual 	earnings 	on student	loan	 
payments	and	not	be	any	worse	off during	those	10	 years	 than	if 	he	had not	 
attended	school.	 Then	for	all	 of the 	remaining	years	of	his	working	life,	he	would	
earn	10	 percent	more	with	no	costs.	 And	 yet,	a 	program 	that	educated	 students	like	 
this	would	be	restricted	 from	enrollment	growth.

If	for‐profit	schooling	leads	to	8 	or	10 percent earnings increases, still	
significantly	less	than	the 	average	 return	to	schooling, restricting	student	borrowing	
to	fall	in	line	with	the	guidelines	implied	by	 the	 proposed rule	reduce	 lifetime	
earnings	for 	those	students.			 Whether	the	proposed	gainful	employment	rule	hurts	
or	helps	students	depends	directly	on	the	earnings	benefits	from	 postsecondary
schooling. 

D. The focus should be on quality of education and value‐added by schools, 
not on measures that punish schools for serving non‐traditional 
students 

Though	more	study	needs	to	be	done,	there	is	reason	 to	 suspect	 that	at least	
on	some	easily	observable	dimensions	the	quality of	 for‐profit postsecondary 
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programs	is similar	to,	 and	on	some	dimensions	 better than open 	enrollment	public
and	not‐for‐profit	programs.	 Consider,	for	 example,	a	comparison	of	 graduation	
rates	from	the	Integrated	Postsecondary	 Education	Data	System	(IPEDS),	the	official	
graduation	rates	reported	by 	the	Department	of	Education. 

Table 1
 
Graduation Rates by Cohort and Type of Institution
 

Public Institutions Not-For-Profit Institutions For-Profit Institutions 
Year Total Male Female Total Male Female Total Male Female 

Percent Completing Bachelor's Degrees Within 4 Years After Start 

1996 Cohort 26.0 20.8 30.3 48.6 43.6 52.6 21.8 22.3 21.1 
1997 Cohort 26.4 21.1 30.7 48.9 44.4 52.5 19.1 20.9 16.6 
1998 Cohort 26.8 21.4 31.2 49.8 44.9 53.8 19.9 22.2 17.5 
1999 Cohort 27.9 22.5 32.4 50.2 45.4 54.0 22.1 23.3 20.4 
2000 Cohort 29.0 23.6 33.5 50.3 46.0 53.7 25.7 30.1 20.7 
2001 Cohort 29.4 24.0 33.9 50.9 45.8 55.0 18.6 21.8 15.2 

Percent Completing Bachelor's Degrees Within 6 Years After Start 

1996 Cohort 51.7 48.1 54.7 63.1 60.4 65.4 28.0 28.0 27.9 
1997 Cohort 52.8 49.3 55.7 63.0 60.4 65.1 24.0 25.4 22.2 
1998 Cohort 53.2 49.8 56.1 63.7 60.8 66.0 24.5 26.4 22.5 
1999 Cohort 54.1 50.5 57.0 64.0 61.3 66.3 29.1 29.5 28.6 
2000 Cohort 54.8 51.3 57.7 64.5 61.7 66.7 32.6 35.5 29.1 
2001 Cohort 55.0 51.7 57.8 64.4 61.4 66.7 24.5 27.6 21.1 
2001 Open Admissions 31.2 27.4 34.4 34.9 32.8 36.8 24.5 27.6 21.1 

Percent Completing Certificates or Associate's Degrees Within 150 Percent of Normal Time 

1999 Cohort 22.9 21.6 24.2 44.7 43.6 45.7 61.0 63.2 59.1 
2000 Cohort 23.6 22.2 24.8 50.1 49.5 50.7 59.1 59.3 58.9 
2001 Cohort 22.9 21.7 24.0 54.8 57.0 51.9 58.7 58.9 58.5 
2002 Cohort 21.9 20.9 22.8 49.1 51.1 47.3 57.1 56.6 57.4 
2003 Cohort 21.5 20.8 22.2 49.0 49.6 48.5 57.2 58.0 56.8 
2004 Cohort 20.3 19.6 21.0 44.4 43.2 45.4 58.2 58.1 58.3 

Source: National Center for Education Statistics 

It	has	also	been	reported	 publicly	that	repayment	rates	are	lower	among	for‐	
profit	students	than	 among	public	 or private not‐for‐profit	students.		 The data	
released	by	the	Department	of	Education	show	repayment 	rates 	of 36,	 56	 and	54,	 
respectively	for	these	groups	of 	students.	 However,	virtually all	of 	the	difference	
between	for‐profit	and	public	colleges	is	explained	by	the	fact that	for‐profit	college	
students	are	more	likely	to	receive	Pell	grants.		 Receipt	of 	Pell	grants	is	 income‐	 
dependent,	and	so	Pell	 receipt	is a 	strong	predictor	of having	 low	family	income	and	 
low	family	 wealth.

If	one	splits	all	schools	into	two	groups	 –	those	 where	more	than	50	 percent	
of	the	students	receive	Pell	grants,	and	 those	 where	less	than	 50	 percent	of	the	
students	receive	 Pell	grants 	–	 and then compare for‐profit 	and	 public	 colleges,	there	
are	not	large	differences	in	repayment	rates.		 Among	2‐year	schools, in	the	high‐Pell	
group,	the	repayment	rate	at	for‐profits is	33.0	 percent,	 compared	with	36.2	percent	
at	publics.		Among	2‐year	schools,	in	the	low‐Pell group, 	the	repayment	at	 for‐profits
is	46.5	percent,	 compared with	 43.3	percent	at	publics. Turning to	4‐year	or	above 
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schools,	in	the	high‐Pell	group the	repayment	rate	at	for‐profits is	29.1	percent, 
compared	with	35.6	percent	at	publics. And among 4‐year or	 above	schools,	in	the	
low‐Pell	group	the	repayment	 rate	at	for‐profits is 38.5 percent,	 compared	with	57.5	 
percent.	 It	is	not	surprising 	that	the	largest	 difference is among	4‐year	 low‐Pell
schools.	 These	public	schools	are	the	most	likely	among	the	comparisons	just	listed	
to	have	selective	 admissions	policies.6 

Table 2
 
Average Repayment Rate by Sector and Pell Designation
 

High Pell Low Pell 

Sector 

Average of 
Estimated 
Repayment 

Rate 

Percent of 
OPEIDs in 

Sector 

Average of 
Estimated 
Repayment 

Rate 

Percent of 
OPEIDs in 

Sector 

Private for-profit- 2-year 
Private for-profit- 4-year or above 
Private for-profit- less-than 2-year 

Private not-for-profit- 2-year 
Private not-for-profit- 4-year or above 
Private not-for-profit- less-than 2-year 

Public- 2-year 
Public- 4-year or above 
Public- less-than 2-year 

33.0% 73% 
29.1% 56% 
35.5% 73% 

46.0% 41% 
36.9% 17% 
39.9% 51% 

36.2% 26% 
35.6% 16% 
50.9% 70% 

46.5% 27% 
38.5% 44% 
48.6% 27% 

65.4% 59% 
62.1% 83% 
58.7% 49% 

43.3% 74% 
57.5% 84% 
46.9% 30% 

Note: High Pell is defined as having a Pell Percentage of 50% or more. 

Source:  Data released by the Department of Education on August 13, 2010. 

Why	is	Pell	receipt	so	strongly	 related	to	repayment	rates?	 There	are	likely		 
at 	least 	two 	reasons.		First,	 the repayment	rate	 as	defined	by	 the	Department	of	
Education	counts	a	student	 as	not	 repaying	if	 he goes into forbearance	or	deferment,	 
two	options	legally	available	to	 students,	 and	 Pell	students 	are	more	likely	to	qualify	 
for	those	options.		Second,	because 	they qualify	based	on	low	family	income and	
family	wealth	Pell	students	have	 fewer	outside	 resources	to	draw	on	when	they	face	
economic	hardship.		Particularly during	 recessions	such	as	the	 severe	one	we	find	
ourselves	in	right	now,	 but	not	 exclusively	so,	those	with	few	 outside	resources	are	
more	likely	to	 defer	payments	or	default	on	loans.

These	two	comparisons	illustrate 	that	comparisons between for‐profit	 
colleges	and	the	rest	of	 the	higher	education	sector	need	to	be 	thoughtful	to	be	 
informative.		 For‐profit	colleges	are	almost	all	open 	enrollment,	meaning	they	do not	
restrict	admission	based	on	the	 student’s	income	or	academic	record.	 For‐profit	
colleges	also	are	far	more	likely	to	enroll	“non‐traditional	students.”	 Students	at for‐

6 Pell eligibility is	 based	 on	 economic	 factors of	 the individual student and	 her	 family.	 Pell eligibility 
does	 not reflect other	 individual characteristics	 such	 as aptitude,	 skill,	 ability	 or	 desire. Pell eligible 
students at institutions	 with	 high admission	 standards	 likely	 differ	 from Pell	 eligible	 students at
institutions	 with	 less	 restrictive,	 or	 open,	 enrollment	 policies. Thus,	 other	 individual	 characteristics 
are important factors to	 consider when	 examining differences in measures	 such as repayment	 rates, 
graduation rates,	 default rates	 and	 placement rates. 
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profit	colleges	are	more	 likely	 to	be	the	first	 in	 their	family 	to	attend	college,	 more
likely	to	be	working	adults,	more	 likely	to	be	female	and	more	 likely	to be	racial	and	
ethnic	minorities.	 As	many	of 	these 	are	 groups	 that	have	 historically	 been	denied	 
access	to	higher	education,	 it	would	be	a 	mistake	 to	punish	these	schools	solely for	 
serving	these	students.7		 Once	again,	it	is	clear	that	the 	focus	of	policymakers	should	 
be	on	ensuring	these	students	attend 	programs that	are	high	quality	and	that	benefit	 
students.		Unfortunately, neither	the	measure	of debt	nor the	repayment	rate	as	
defined	is	a measure	of	 program	quality. 

E. Research on the economic returns to education 

[In	a	separate	comment	 submitted	 in	response	 to	the	same	NPRM,	 Dr.	
Anthony	Carnevale	criticized	our 	earlier	 writings	on	this	topic.	 Simply	put,	 we	
believe	Dr. Carnevale	is	incorrect	 with	 respect to	the	economics	of	the	problem, and	
that	he	mischaracterizes	the	academic	research	on the topic.	A response	to	his	
criticism	can	be	found	in	Appendix	A	at	the	end	of	this	comment.]

By focusing primarily on	the cost side	of	the	 education	investment decision,	
the	proposed	rule	does	 not	account	properly	 for	the	benefits	of education.		 There	is	 
a large	and	well‐established	literature	in	 economics documenting	the	large	benefits	
of	education	(see	e.g.	 David Card,	1999	and	Claudia	Goldin	and	 Lawrence	Katz,	2008	
for	discussions).	 Economic	studies	typically	find	that 	each	additional year	of	
schooling	on	average	raises	a student’s	annual	 earnings	by	between	8 and	15	
percent.	 These	studies vary	 in	the	level	of	 education	 they	examine,	 but	the	general
finding	is	that	the	returns	are	 fairly similar	 for	 different	levels	of	education.		 For	 
example,	one	prominent	study	focuses	on	the	 benefits of	 staying 	in	high	school	for 
an	extra	year	among	students	who	 drop	out	 of high	school	at 	the earliest	date	 
allowable	 by	compulsory	schooling	laws	 (Joshua	Angrist	and	Alan Krueger,	1991). 
This	study	finds	earnings	increases 	for	 these	high	school	 dropouts	of	about 10	
percent	per	year	of	schooling	in	1980,	a 	point 	in time 	when the returns	to	schooling	 
were	significantly	lower 	than	they	are	today.

The	highest‐quality	study	that	examines	the	returns	to	community	college	
education	is 	by	Tom	Kane	and	Cecilia	Rouse	 (1995).	 Using data	that	follow	students	 
who	completed	high	school	in	1972, 	they	find	 that the returns	per	credit	at	2‐year	
colleges	is	no	different	than	the	return	per	credit	at	4‐year	colleges;	this is	true	both	
for	students	who	 completed	Associate’s	degree	programs	and	for those	 who	only
completed	a semester	or	two’s	 worth	of	classes.		 On a 	per 	year	 basis,	they	find 

7 There	 are	 several	 equally	 important questions	 that we	 believe the	 Department should	 be	 raising in 
light	 of these enrollment trends.	 For	 example, are there ways	 for‐profit colleges	 have	 designed	 their 
programs	 that	 students	 find	 attractive, more	 convenient	 and	 more	 accessible?	 Why	 have	 traditional
public	 universities	 and	 community colleges	 failed	 to	 grow	 to meet the	 increased	 demand	 for 
postsecondary education? What	 can be	 done	 to encourage	 public and not‐for‐profit	 colleges to 
attract	 the	 students for‐profits are	 serving? What can be	 done	 to	 encourage public	 and	 not‐for‐profit 
colleges to	 increase availability	 of	 on‐line	 courses, flexible class	 schedules, and	 flexible academic
calendars? 
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returns	of	4‐6 	percent.		These	estimates	 come	from	a 	period	when	the	 return	to
education	was	on	the	low	end	of	 the	8‐15	percent	range. As is	 well	documented,	the	 
return	 to	education	has	 risen	consistently 	over time since then (see	e.g.	Card,	1999;	 
Goldin	and	Katz,	2008).	 If	the	return	to	community 	college 	has risen	in	the	same	
proportion	with	the	returns	to	all	 other levels	 of	schooling that	have	been 	studied,	
ranging	from high	school	to	college,	 these	estimates	imply	the	 return	 per year	of a 2‐	
year	community	college	 program	would	be	 between	8 	and	10	percent	today. 

Since	the	 time	 both	of	those	studies 	measured earnings,	the	returns	 to 
education	has	consistently 	increased.	 Claudia Goldin and Lawrence Katz	 (2008),	
estimate	that	in	2005	the return	to	education	 was	between 	13	 and14	 percent	per	
year.		Thus,	a	student	completing	four	 years	of	 college	on	average	earned	more	than	
55	percent	more	each	 year	than	a high	 school graduate. They conclude	that: 

The	true	economic	rate	of	return 	would remain	high	even	after	
adjusting	for	the	direct	 resource	costs	of	providing	a 	college	 
education.		Thus,	investments	in	 schooling	would	 appear	to	make 
enormous	economic	sense.	 What	is 	preventing America	from	crossing	 
the	finishing	line?

One	possibility	is	that	some	 young people might not actually	 benefit	 
from	going	 to	 college.	 The 	rate	 of	return	we	have estimated	may	not	 
be	applicable	to	some	young	people who	do	not 	currently	attend	 or	
complete	college.		 The	average	wage	 gap	between college 	and 	high	
school	workers	may,	therefore,	 overstate	the	 returns	to	those	on	the	
margin	of	 going	to	college.		But 	that	possibility	appears	not	to	 be	the	 
case. 

Recent	estimates	of	the	rate	of	 return	to	a year	 of	schooling	have	used
“natural	experiments”	from	policies	that	have 	increased	 access	 to	
college,	 changed	college tuition	subsidies	or	merit	aid,	and	altered	
compulsory 	schooling	laws.	 These 	carefully	executed	studies	using	
plausibly	exogenous	variation	in	educational	attainment	find	high	
rates	of	return	to	further	schooling.	Because	these	returns	would	
accrue	to	the	marginal	 youth	affected by	such	 policy	interventions,	
often	 an	 individual	of	modest means,	they	reinforce	our	 conclusion	
that	returns	could	be	extremely	 high for 	many	individuals	 currently	
not	finishing	college	or	 even	not	finishing	high	school.	 (Goldin	and	 
Katz,	2008,	p.	336.)

A	 similar	 point	 is made	 by 	David Card (1999).	 He	explains that	 the	natural
experiments	referred	to	by	Goldin	and	Katz 	fall	 into 	two 	general	 categories,
those	that	vary	the	benefits	to	 schooling	and	those	that	vary	the	costs.	 He	
shows	that	studies	that	vary	the	cost	of	schooling	tend	to	find 	larger	 returns.	 
He	then	explains	that	 these	studies	 are	informative	of	the	returns	for	
students	who	do	not	attend	because 	of	difficulty	paying	for	college,	 whether	
because	they	face	higher	borrowing	 costs	or	because	they	have	fewer 
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financial	resources.	 These	are	precisely	the	students	that	Title	IV	funding	is
meant	to	encourage	to	continue	their	schooling.	 What	evidence	exists	
suggest 	that	the	benefits 	of	further education	 for	these	students	 is,	if	
anything,	higher	than	for	the	students	who	can	 more	easily	afford	college	
tuition. 

We	suggest	 that	the	Department	of	Education	encourage	direct	
experimental	or	quasi‐experimental	studies	 of	the	returns	from	 for‐profit	
colleges,	 though	we	suspect	the	 results	from	all	 of	the	studies described	
above,	 as	well	as	those	 referenced	by	 Goldin	and	Katz	and	Card, are	
informative.	 Whether	the	use	of	 Title	IV	aid	to	 attend	for‐profit	colleges	is	
beneficial	to	students 	depends	crucially	 on	 what	these	 earnings 	returns	are.	 
As	the	results	from	Kane and	Rouse 	(1995)	and	 the	summary	 of	the	literature	
from	Goldin	and	Katz	(2008)	show, the	quality	studies	that	do	exist	do	not	
suggest	that the returns	 to 	education	are	similar	at	different	 levels	of	
schooling	(i.e.	 high	school	versus 	college)	and	that 	the	returns	are	if	anything	 
higher	for	students	who	 might	be 	discouraged	from	attending	college because	
of	high	costs.		 We	therefore	think	the	large	base	of	academic		
research	suggests	that	the 	return	to	for‐profit	colleges	for	students	receiving	
Title	IV	aid	are	likely	 to	be	in	line	 with	the	returns estimated	for	other	types	
of	 schooling.	 However,	 there	 is	 likely	to	be	a	good	 deal	of	 variation	 in	returns 
across	programs,	just	as	there	is 	variation	in	quality	of	public	and	not‐for‐	 
profit	colleges.

We	are	aware	of	a small	 group	of 	top	academic	 economists 	who	are	
currently	conducting	studies	of	the	return	to	education	at	for‐profit	 colleges.	
One	of	 these 	researchers,	Stephanie	Cellini	Assistant	Professor of	Public	
Policy	and	 Economics	 at	George	 Washington	University’s	Trachtenberg	
School	of	Public	Policy	&	Public 	Administration,	has	published	 a	number of	
articles	on	for‐profit	colleges. Along	with	Latika	Chaudhary,	 of	Scripps
College,	she is	currently working	on	a study	of	the 	return	to	education	at	 
private	 and public 2‐year or less colleges. 		She	is	able	to	make	before‐after
comparisons	of	earnings,	hours	worked, employment,	and	hourly	 wages	for	
the	same	individuals	before	and	after	they	complete	1‐	and	2‐year	certificate	
and	Associate’s	programs.	 Her	preliminary	results	show	 no	evidence	 of	
smaller	returns	at	private	(the	 majority of	which	are	for‐profit)	colleges.	 Her	 
preliminary	results	also	suggest 	increases	in	weekly	earnings	resulting	 from	
education	at	private	(again,	the 	majority	of	which	are	for‐profit)	2‐year	or	
less	colleges	that	are	around	 the	 low	end	of 	the	returns	typically 	found for	
most	other	schooling,	and	that	are	as	high	or	higher	than the	returns	we	
assume	in	our	example	calculation	described	in 	section I.C.,	 above.		 In	
addition	to	these	weekly	earnings	 benefits,	her	 preliminary	results	suggest	
large	increases	in	the	likelihood of 	employment	associated with completing	a	 
certificate	or 	2‐year	degree	program.	 Any	 increase	in	employment	would	of	 
course	be	a	benefit	that is	above	and	beyond the	 increase	 in earnings	 among	 
those	with	jobs. 
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If	the	returns	that	accrue	to	students	 who	attend	for‐profit	colleges
are	in	line	 with	the	returns found	 for	 most other schooling, then	any	policy	 
that	restricts growth	in 	capacity	in	 the	 for‐profit college sector	will	hurt	 
potential	students.	 If 	the	returns	to	for‐profit	college	education	are	
significantly	lower,	then	restricting	access	 to	 poor	quality	programs	 will	
protect	uninformed	students.		 Without	knowing	what	the	returns	 are,	
however,	a 	rule	that	shuts	down	programs	and 	restricts	their	growth	 has the	 
potential	to 	hurt	the	students 	it	intends	 to	protect. Because	the	consensus
among	top	researchers	in	the	area	is	suggestive	that	the	returns	might be	
quite	high,	more	research	should 	be	done	before	 taking	action	that	has	 the	 
potential	to 	restrict	access to	many	of	the	types	of	students	that	tend	to	
benefit	the	most	from	additional	schooling.

Just	to	give	a 	sense	of	how	important	the returns are relative to	the	 
debt	guidelines	implied 	by	the	proposed	 gainful employment rule,	consider	a	 
return	to	schooling	of	 8 percent 	per	year.	 With	 this	return,	a	 student	
attending	two	years	of	college	will	earn	16	 percent	more	each	year	than	he	
would	 have	if	he	had	stopped	schooling	after	completing	high	school.	 That	
student	could	pay	8 percent	of	his	annual	earnings	on	student	loans,	as	
suggested	by	the	proposed	rule,	and 	still	have	 8 	percent	more	each	year,	until	
the	loan	is	repaid,	than	 he	would	 have	had	if	he	 did	not	take	out	the	 loan and	
did	not	complete	the	schooling.	 This	calculation	ignores	any	foregone	
earnings	while	he	was	in	school, 	which	should	 be	considered	as	 a	 significant 
cost,	and	it	also	ignores	the	years	beyond	 the 	loan repayment	when	the	
benefits	continue	but	loan	payments	do	not.		It	 points	out,	however,	that for	a	
student	who	gets	these	average	gains	the	loan is 	affordable on an	 annual	
basis.	 For	students	that	 get	much	smaller	 returns,	 such	loan 	payments	 may	
not	be	affordable.		For	this	reason,	learning	more	about	the	returns	to	these	
types	of	programs	is	necessary	 to	 make	informed	and	thoughtful	 policy. 

F. Protecting students and taxpayers 

The	NPRM	refers	to	a	goal	of	protecting both	students	and taxpayers.	 We
focus	mostly	 here	on	the	perspective	of	the students	because we believe	these	
concerns	are 	most	important.		 Because	the	discussion 	both	in	the	NPRM and	in	the	 
public	sphere	has	been 	confused	 with	regard	 to some	economic	concepts	 
surrounding 	gainful	employment	and	the	costs	of	for‐profit	postsecondary	
schooling,	 we	wish	to	 comment	on	those,	 too.

First,	it	is	claimed	that	the	proposed 	gainful	 employment	 rule is	intended	to	 
protect	the	 taxpayer’s	investment. 		This	claim	is based	on	high default rates	 
reported	on	Title	IV	loans	in	the 	for‐profit	 sector.	 Such	logic would	imply	that	
funding	for	community	 colleges	and	other	public	postsecondary	 institutions	should	 
be	cut	to	protect	the	taxpayer 	since 	direct	funding to	public	institutions	 is	equivalent	
to	loans	that	are	 never	 expected 	to be	repaid.	 To	be	clear,	we	 think	cutting	funding	
for	community	colleges	 and	other	 public	postsecondary	 institutions	 would be	a
terrible	idea.	 Funding	for	 all	forms	of	postsecondary	 schooling 	needs	to be 
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increased.	 In	light	of	the 	very	 high 	returns	we	describe	above, 	it	is	a	terrible	mistake
that	funding	for	community	colleges	in	particular	is	not	increasing	to	allow	 for	the	
increases	in 	capacity	necessary	 to	educate	all	students	who 	would	 benefit. 

Unfortunately,	the	argument	that 	protecting	taxpayer	dollars	 means	 
monitoring	what	fraction	of	them 	are 	repaid	implies	precisely	the	wrong	policy	with	
respect	to	community	colleges.		 For	 this 	reason, 	we	believe	 default	rates	should	 be	 
viewed	primarily	from	the standpoint	of	the	student,	not	the	taxpayer.	 To	the	extent	 
that	default 	rates	 are	 informative 	of	the	benefits students are 	receiving from	a	
program	relative	to	its	costs,	they	should	be	examined.		 Without	 reference	to	other	
measures	of	benefits	to	students 	default	rates	are	not	a 	good	measure	 of	the	returns	 
to	taxpayer	 spending.	 Many	government	 expenditures 	on	education are	never 
repaid,	but are important	and	good	 uses	of	taxpayer	dollars.

From	the	standpoint	of	the	taxpayer	the	expenditures	devoted	to schooling	
includes	both	those	devoted	to	student	loans	and	those	that	come	in	the	form	of	
direct	spending.	 While	for‐profit	colleges	 receive	more	Title	IV	 dollars per	student,	
public	colleges	and	universities 	receive	significantly	more	direct	government	
funding,	particularly	from	state	and	local 	governments.		 These	 direct	subsidies	are	 
one	important	reason	that	community colleges are	 able	to	charge tuition	that	is	 
significantly	lower	than	 their	costs.

The	true	costs	to	taxpayers	are	 different	across	 these	two	types	of	
expenditures. 	Direct	subsidies	are 	not 	returned,	and	so	they	must	all	 be	financed 
through	tax	 revenues	or deficits.8		 Some	portion	 of	student	loan	disbursements	 must	 
also	be	financed	through 	tax	revenues or	deficits.		However, despite	defaults,	a	large	
portion	of	those	loans	is	eventually	 repaid.	 The	government	must	finance	the	
portion	that 	is	not	repaid and	the	interest	on	 the	loan	amount	 during 	the	time	 it	is	 
awaiting	repayment.

Based	on	the	public	discussion	surrounding	the 	Department’s	proposal,	 there
exists	the	belief	 that	the	 cost	of	educating	students at for‐profit	schools	 is	greater	
than	at	other	institutions.	 However,	when	direct subsidies	paid by	the	federal,	state	
and	local	governments	are	considered, the	per‐student	costs	of	 education	are	similar	
at for‐profit	 and public institutions,	 both	of 	which	are 	considerably less than
at	private	not‐for‐profit	institutions.	 The	 difference	between	 the	for‐profit	and	
public 	institutions	is 	who	bears 	the	burden	of this	cost,	taxpayers	or	students.

A	second	economic	concept	that	has	been	confused	in	the	public	 discussion	
surrounding 	the	proposed	gainful	 employment	 rule	is	the	cost	of education	to	the	
student.		 It	is	often	pointed	out	 that	for‐profit	 Associate’s	degree	programs	have	
significantly	higher	tuition	than	community	college	 Associate’s degree	programs. 

8 As  the  	available  tax  	revenue  	has  	decreased  there  has  been  upward	 pressure on tuition	 charges	 at 
public	 universities and	 community	 colleges. This	 trend,	 in	 addition	 to	 capacity	 constraints,	 might	 be 
expected	 to continue	 as funding sources	 become	 less	 available. 
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It	is	commonly	implied	 that	students	would	be	 better	off	attending
community	college	programs	with	 lower	tuitions.		A	key	point	that	is made	in	all	
standard	 economic	analyses	of	educational	 investment 	is	that	the	costs	 of	education	 
include	both	the	direct	 costs	(tuition,	books,	etc.) 	and	what	economists	call	the	
opportunity	costs.		 The	 main	opportunity	cost	in	the	case	of	education	is	foregone	
earnings.

If	one	attends	school full‐time,	 the	earnings	she	 would	 have	received	from		 
the	job(s)	she	stops	doing	are	real	 costs.	 In	many	cases,	the	foregone	 earnings 
account	for	significantly	more	than	 half of	 the	 total	 costs (i.e.	 they	are	 more	than	the	 
tuition).	 This	means	that for	a	 student	that attends	school full	time,	the	difference in	 
cost	is	a	smaller	fraction 	of	total	costs	than	a	comparison	of	 tuition	would	 indicate. 

More importantly, programs	that	allow	students	to	continue	to	work	full‐	
time	while	they	receive	an	education can 	be	less expensive	than lower‐tuition	
programs	that	require	 students	to	 stop	working.	 To the extent that	for‐profit	
programs	allow	students	to	continue	working,	whether	because	they	offer	more	
online	options	or	because	they	are	scheduled	 at	 night	and	on	weekends	 to	
accommodate	working	 adults,	the	 tuition	comparison	may	be	misleading. 

G. More capacity is needed to educate all students who would benefit 
relative to the costs of education 

The	President	has	called	for	the	U.S.	to	lead the	 world in college	degrees	by	
2020.	 We	believe	this	is	a laudable 	goal,	 and 	that many 	students	will	benefit	if	the
nation	meets	it.		 In	order	to	reach	this	goal,	it	is	estimated	 that	upwards	of	8 	million	 
more students	must 	complete postsecondary	 programs	over	the	next	decade	than	
would	 do	so	if	there	 were	no	growth.

There	are	 many	reasons	to	support 	the	President’s	push	for	more 	students	to	 
receive	some	college	education.		 Primary	among 	these 	is	the high	return	to	 
education	that	we	described	above. 		Postsecondary schooling	is	 perhaps as 
important	for	economic success	as 	it	has	ever	been,	 and	almost	 certainly since	the	
early	part	of	the	last	century.	 Changes	in	 the	 economy	and	in	 the	types	of	goods and	
services	that	are	produced	in	the	U.S.	have	made	skills 	more	and	 more	valuable	over	
the	past	30	years	(see	e.g.	Katz	and	Murphy,	1992;	Goldin	and	Katz,	2008).	 At	a time	
when	earnings	inequality is	distressingly	high,	 increased	educational	attainment	has	 
the	potential to	help	reduce 	these	earnings	 gaps and	 to improve 	the	 economic	well	 
being	of	many	non‐traditional	 students. 

Yet	at	the	very	time	when	the	skills 	are	most	in	demand	and	postsecondary	 
schooling	is	such	a	key	to 	economic	well	being,	much	of	the	higher	education	sector	
has	not	increased	 its	capacity. In	fact,	most	state	governments are	in	such	difficult
fiscal	shape	that	unless	 some	dramatic	changes in 	funding	for	public colleges	 occurs	 
these	 schools	 are	 likely	 to	 be	 dramatically	restricted. At the very	time	when	more 
students	need	to be 	educated,	community	colleges are	not	growing	and	in	many	
cases	are	already	at	capacity.	 The 	tragedy	is	that	the	students most	likely	to	be 
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affected	by	insufficient	 growth	in	the	higher	education	sector	 are	from	 groups	that
have	historically	had	 low 	access,	 and	who	 may	 have	very	high	returns	 (see	the	
discussion	of	Goldin	and	Katz,	2008	and	Card,	1999	above). 

Table 3
 
Enrollment growth by type of institution through 2007:
 

5, 10, 20 and 30 years
 
Private Private

 Total Public Not-for-profit For-profit 

Total percent growth in enrollment: 
30 years 62.06% 53.55% 48.28% 1700.87% 
20 years 39.78% 32.80% 33.60% 438.23% 
10 years 25.79% 21.10% 18.80% 225.60% 
5 years 9.85% 5.80% 9.40% 99.60% 

Average annual growth rate: 
30 years 1.62% 1.44% 1.32% 10.12% 
20 years 1.70% 1.40% 1.50% 8.80% 
10 years 2.30% 1.90% 1.80% 13.70% 
5 years 1.90% 1.10% 1.80% 14.80% 

Source: Digest of Education Statistics. 

And,	during	this	time	of remarkable	increases	in	the	returns	to higher	
education,	 and	of	changes	in	the 	U.S.	 economy	that	have	made	high‐level	skills	more	
and	more	valuable,	there	has	not 	been	commensurate	growth 	in	the	nation’s	 
capacity	to	 educate	students	beyond	high school. Consider the annual	growth	 rates	 
in	enrollment	in	 different	 sectors of	 postsecondary education, shown	in the	table	
above. Over	 the past 30 years, according	to	data collected	by	the	Department	of	
Education,	the	annual 	average	enrollment	growth	rate	in	public	 and	private	not‐for‐	
profit	postsecondary	schools	has 	been	1.4	and	1.3	percent,	 respectively.	 Recall	that	 
this	is	during	a	period	when	the 	economic	returns	to	a 	college	 education	have	 
possibly doubled (see	 e.g. Goldin	 and Katz, 2008).		 The	lack	of expansion	in	
postsecondary	 education	is	part	of 	the	reason	 for the	 U.S. falling	behind	in	the	
fraction	of	population	that	are	 college	graduates,	what	the	President	points	to	 as	
motivation	for	his	call	to 	increase	the number 	of college 	completers. 

Contrast	these	numbers	with	the	 annual 	enrollment	growth	rate	at	for‐profit	
postsecondary	 institutions.	The	 comparable	average	annual	growth	 rate	at	these	
schools	has	been	10.1	percent	over the 	past	30	years.	 Only this 	small	 portion	of	
postsecondary	 schooling	has	grown	as	the	demand	for	college	education	has	
increased.	 We	emphasize	that	the 	question of quality	is	the	key.	 If	for‐profit	
colleges	are	providing	students	with	education 	and	skills	that	 lead	to	 positive	 
economic	benefits	after accounting	for	costs,	then	 this growth	 in	education	capacity	
is	an	 important	 positive development	that	should	 be	encouraged	 for the good	of	
students	and	of	the	economy.	 If	 not,	 then	this	growth	is	something	to	 be	concerned	
about.		In	that	case,	we	need	to	 learn more	about	why 	the	 high‐quality	 programs	are	 
not expanding to 	meet 	the	needs of 	the 	many	students	who	would	 benefit	from	 
them. 
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Again,	 the	focus	should be	on	quality. Measures	of 	debt relative	to	early 
career	earnings,	or	of	repayment 	rates	as	they	are	calculated	in	the	proposed	rule,
are	not	measures	of	program	quality.	 It	is	easy	 to	think	of	very	high‐quality	
programs	that	lead	to	very	high	 levels	of debt.		 Consider,	for	 just a 	few	 examples, 
Harvard,	MIT and	medical	and	law 	school	 graduate	programs.		 Students	coming	out	
of	those	programs	– who	are	not	 from	families	that	can	afford	to	pay	their	tuitions	
for	them	–	leave	with	very	high	 debt	loads.	 However,	one	would not 	argue that	 
Harvard’s	high	tuition	(the	reason	for	the	high	 debt	loads)	is	 a sign	of Harvard	 being	 
a	 low‐quality	 institution.

Calculations	we	have	done	 indicate 	that if	 the	 debt‐to‐earnings 	ratio	test 
were	 applied	to	medical 	schools	at	a	student 	level,	 the	poorest 	one‐third	of	students	
in	the	 U.S.	would	not	be	allowed	 to	become	doctors.			And	many	 more	 would	be	
forced	to	choose	between	owning	a 	home	and	paying	for	their	child’s	 medical	 
school.		These	calculations	also 	indicate	 if	one followed the	 8 	percent	rule,	in	order	
to	attend	medical	school	it	would	be	necessary	 to	pay	$90,000	without	 borrowing.	
The	Survey	of	 Consumer	Finances, 	sponsored	by	the	Federal	Reserve	Board,	 
indicates	 that	the	median	net‐worth	of non‐whites	and	Hispanics 	was	 $28,200.	 In	
other	words,	if	the	8	percent	debt‐to‐earnings	rule	were	applied	at	a	student	level,	
the	vast	majority	of	non‐white	 and Hispanic	 students	 would 	not have	a	 chance	of	 
becoming	doctors.

Returning	to	recent	growth	rates 	in	postsecondary	 capacity,	the 	historical
numbers	shown	above	 are	likely	 to	actually	 overstate the growth 	in	capacity	 at	 
community	colleges	in	the	near	future.	 Many	states are in 	bad fiscal	shape, and as	a	 
result	funding	of community	colleges	may	be	cut.		 If this is	to 	happen,	it	is	possible	 
that	the	capacity	of	 the	 nation’s	community	colleges to educate 	students	could	be	 
restricted.	 It	is	troubling	that this	 could	 happen	to	schools	that	serve	a	
disproportionate	share	of	low‐income,	 low‐wealth	and	racial	and ethnic	minority	
college	students.

Because	the	economic	returns 	are	so	high,	and	earnings 	inequality	is	so 
dramatic,	public	policy	should	 be	encouraging growth in postsecondary	options	for	
students.		 Policy	should	try	to	 ensure	that	students	make	informed	decisions	
regarding	education	investments. 		And,	to	the	 extent	necessary	 regulation	should	
focus	on	program	quality,	which	 should	be	measured by the	economic	 benefits	that	
accrue	both	to	students	and	to	the 	economy 	more	generally,	compared	 with	the	 
costs	paid	both	by	students and	by	 taxpayers. 

Part II: Evaluation of the rule’s possible impact 

In	this	section	we	present	our	analysis	of	the	effect	the	rule	
may	have	both	on	schools	and	students.		 We	begin	by	describing	 the	 
data	we	collected	to	conduct	the 	analysis.		 We	then	describe	our	
estimates	of	the	fraction	of	for‐profit	programs	 that	will	be	 deemed 
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ineligible	and	restricted.		After 	describing	the	 baseline	results,	we
discuss	school	and	student	responses	to	the	rule 	that	might	affect	the	
number	of	students	affected.	 We	then	 describe	 some	criticisms	of	the	
Department’s	analysis	 of school	and	student	responses	to 	the	rule,	 
which	we	believe	are	too	optimistic.	 After this discussion, 	we	 present	
our	estimates	of	how	 many	fewer	 students	would	 enter	postsecondary	
schooling	over	the 	next decade	 as	a	result 	of	the	proposed					 
rule.	 We	conclude	the	section	with	a 	discussion	of	the	possible
unintended	 discriminatory	incentives	that	we	worry	could	 be	created	
by	the	proposed	rule. 

A. Description of the data collected to conduct the analysis 

To	assess	 the	possible	impact 	of	the	proposed	gainful employment	rule,	 we	 
collected	data	from	 for‐profit 	colleges.		 In	February	2010,	we	 sent	out	 a request	to	
all	members	of	the	Career	College 	Association	to	share	their	2006‐2008	Cohort	 
Default	Rate (CDR) 	loan‐level	files, 	as	well	 as several other data elements	 that	we 
expected	schools	might	 have	on	their	individual	 student	records. 

We	received	responses	from	308	schools	(identified	by	OPEID’s),
representing	approximately	450	campuses,	including	information	 on	approximately	
10,000	programs	and	 more than	600,000	students.	 While there	is	 no	way	to	tell	for	 
sure 	that	the	sample	is	 perfectly	representative, the	 coverage is	remarkably	large,	
accounting	for	more	than one‐fifth 	of	all	students	in	for‐profit	colleges.		 The	size	of	 
the	sample	relative	to	the 	population	we	wish	to	measure	suggests	the	 results	are	
likely	to	be	quite	informative	of	students	in	the	for‐profit	postsecondary	 sector.
These	data	include	loan	amounts	 and	repayment	status	 – 	including	whether	loans	 
are repaid in full, in deferment	or	forbearance	 – 	as	well	as	whether	the	 student	
completed	her	program,	and	for	most	students	a	total	loan	amount	inclusive	of
federal,	other	governmental	and	 institutional	 loans.	 For	students	for	which	we	only	
observe	federal	loans,	 we	inflate	the	loan	amount by	1.47,	the	 ratio	of	total	loans	to	
federal	loans	among	students	at	for‐profit	 colleges	who	took	out federal	loans,	as	
reported	in	the	2008	NPSAS.9 

These	data	 allow	 us	to	calculate	most elements of the 	proposed gainful	
employment	rule	fairly	 precisely.	 In	some	cases,	we can calculate	inputs into	the	
formula	more	correctly	 than	was	 done	 in	the	Department’s 	own 	analysis.		For	
example,	we	are	 able	to	 calculate	repayment	 rates at the program	 level,	rather	than	
the	institution	level	as	the 	Department	was	forced to do. As we 	discuss	 below,	this	
detail	may	cause	the	Department’s	analysis	to	underestimate	the fraction	of	
programs	with	low	repayment	rates	in 	each	year.

In	two	ways	our	 data	are	less	than ideal. First,	though	 we	have very	detailed	
data	on	individual	Title	 IV	loans,	 there	is	some	detail	we	are	 missing	that	would	 be
used	to	calculate	repayment	rates	 exactly	as 	specified 	in	 the	NPRM.	 We	observe 

9 Source:	 NPSAS,	 2008. 
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whether	loans	are	in	deferment,	 in	 forbearance,	in 	default,	or	 in	what	is	 called 
“repayment”	 in	the	CDR 	data.		We	believe	that this latter category	includes	loans	for	 
which	payments	are late	but which	are	not	yet	in	default.	 We	present	two analyses,	
one	that	assumes	all	of	these	loans	are	being	repaid	on	time	(and 	thus	systematically	 
overestimates	the	repayment rate 	and	therefore	underestimates	 the	failure	and	
restricted	rate	of	programs),	and	another	that	adjusts	 our estimated	repayment	 
rates	by	a 	factor	of	0.86	 so	that	our	average	repayment rate is 	the	same	 as	the	 
average	 repayment	 rate 	in	 the	 Department of	 Education’s	 data for	 for‐profit	schools. 

Second,	we	 do	not	have 	access	to	the	individual	students’	social	security	or	
IRS	earnings	records	because	those	are	protected for	privacy	reasons.		In	their	place,	
we	calculate 	estimated	annual	 earnings	from 	the	Current	Population	 Survey	(CPS),	a	 
nationally	representative	survey 	conducted	by	the	Bureau	of	 Labor	Statistics	to
measure	the	official	monthly	unemployment	rate.	 From	these	data,	we	 estimate	the	
average	annual	earnings	for	18	to 	30	 year‐olds	 in	the	occupations 	that correspond		 
to	the	area	of	study	for each	program	(using	the 	CIP	code	to	SOC	 code	 
correspondence	 from the	 Bureau of	 Labor 	Statistics).	 While	there	may be	 
considerable	variation	in	the	CPS	earnings	relative	to	those	of 	graduates	in	any	
particular	program,	the student	 weighted	CPS	average	across	programs	 is	similar to	
the	student‐weighted	average	reported	by	the	 Department	of	Education	for	the	
Missouri	analysis.		 The	 average	of	annual	earnings	(weighted	by 	student		
enrollment)	in the Missouri	data is	$28,684;	the average	 of	annual	earnings	in	our	
data	(also	weighted	by	 student	enrollment)	 calculated	from	the	 CPS	is	 $29,649.	 A
comparison	of	the	unweighted	average	across	 programs	that	have	 a 4‐digit	CIP	code	
in	both	the	Missouri	data	and	the 	CPS	data	shows	a	larger	 divergence	 between	the	
two	populations	with	the	Missouri	average	approximately	$6,000	 less	than	the	CPS	
average.	 There	is	also	considerable	variation	in	 the	difference 	between	 the	two	 
measures,	 in	part	due	to	the	smaller	sample	sizes	in the Missouri 	data.	 To	the extent 
that	our	earnings	estimates	are	 higher	than	what	would 	be used	 in	practice,	our	 
estimates	will	understate	the	 impact on for‐profit	programs	and students. 

To	calculate 	the	fraction	of	programs	and	students 	in our data that	would	 fall	
into 	each	designation	of the 	rule,	we	define	a	program	to	be	a	 specific	6‐digit	CIP	
code	at	a	particular	campus	of	a 	school	(defined	by	 OPEID) and	 of	a particular	length	
(less	than	2‐year,	2‐year,	4‐year,	greater	than	4‐year).	 We	then	calculate	the	median
total	debt	from	the	students	 in	each	program. Because	 our data	 is	drawn	from	the	
CDR	microdata	we	do	not observe	 students	with	no	Title	IV	loans.		 To	calculate	the	
median	among	all	graduates,	it	is necessary	to	impute	some	fraction	of	students		
with 	loan amounts	less	 than 	the 	median. From	 the 	2008	NPSAS,	we	 estimate	that	
among	for‐profit	students,	4.1	percent	of	those	 in	4‐year	programs,	2.9	percent	of	
those	in	2‐year	programs	and	23.9	percent	of	 those	in	less than 	2‐year	programs	
take	no	federal	loans.		We	therefore	 calculate	an	adjusted	median	assuming	these 
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respective 	fractions 	of students	in each	program 	have	zero 	loans.10		 We	calculate	the	
annual	loan	payment	for a	loan	of	that	amount	with	a	6.8	percent	annual	interest	
rate	and	a 	10‐year	 repayment	length.	 We	then	compute	the	ratio	 of	this	amount	to	
the	annual	early	career 	earnings	 we 	estimate	for the	program	from	the	 CPS	data. 

To	calculate	repayment 	rates	we	use	the	 individual loan data from	the	CDR	 
files.		For	each loan	we	observe the 	loan	amount 	and its 	status.		Loans	 amounts	 
reported as paid in	 full and in	 repayment	are	counted	in	 the	numerator.	 These	loan	
amounts	plus	those	reported	as	in	deferment,	 forbearance	and	consolidated	but	not	 
paid in full are	 counted in	the	denominator.	 As we	describe above,	 loans	 reported	as	 
being	in	“repayment”	 in	 the	CDR	 include	loans	that	are 	delinquent	and/or for which 
principal	is	 not	 being	paid 	down	yet.		For this reason we overestimate	 repayment	
rates.		 To	address	this	problem	with	our	 data,	 we	compare	our	average	repayment	
rate	with	the	average	repayment	rate	reported by the 	Department 	of	Education	for	 
for‐profit	schools.		Because	the	Department’s	average	is	86 percent	as	large	as	our	
average,	we	conduct	separate	analyses	after	 multiplying	 each program’s	repayment	
rate	by	0.86. 

B. Baseline results 

Our	first	set	of	baseline	results is shown 	in	Table	4.	 We	estimate	that 	7.1
percent	of	programs	in	our	data	 would	 be	in	the	ineligible	category	if	the	proposed
rule	were	applied.		An	 additional 	11.3	percent	of	programs	 would	be	restricted.	 The	
programs	in	our	 data	are	of	varying	sizes	such 	that the	fraction	of	programs	in	each	 
category	is	not	equal	to 	the	fraction	of	students in	 failing 	or restricted	 programs. If	 
we	count	the	number	of	students	 in	programs	in 	each	category,	we	find	that	7.5	
percent	of 	students	in	the 	for‐profit programs	in our	data	are	 in	programs	that	
would	 fail	the	proposed	test.		 An	 additional 	19.6	percent	 of	students 	would	 be	in 
restricted	programs. 

10 In	 the	 NPRM, the	 Department	 discusses	 the	 importance of measuring	 median	 debt	 including	 all 
graduates, not just	 those who	 have debt.	 However, in the Department’s 	analysis of 	the 	rule’s impact, 
only	 those	 with	 debt	 appear to be	 counted.	 It	 is	 important	 that if	 a	 rule based on	 median	 debt	 were 
adopted	 all	 graduates	 are in	 fact	 included in	 the	 calculation	 of	 the	 median. 
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Table 4 

Impact of Gainful Employment Proposed Regulations - Adjusted Repayment Rates 
Programs 

Total Number of Programs 
Subject to the Proposed 

Regulation: 11,304 

Debt-To-Income 

Total 

Using 3YP: Between 8% and not 
more than 12% of Annual Earnings 

OR Between 20% and not more 
than 30% of Discretionary Income -

Using P3YP: Not Applicable 

Using 3YP OR P3YP: 8% or less of 
Annual Earnings OR 20% or less of 

Discretionary Income Missing 
At least 45% 6.2% 5.7% 25.0% 0.2% 37.1% 
At least 35% and Less Than 45% 3.3% 2.5% 7.5% 0.1% 13.3% 

Below 35% 7.1% 5.6% 33.1% 0.4% 46.2% 
Missing 0.4% 0.3% 1.6% 1.1% 3.4% 

Total 16.9% 14.1% 67.3% 1.7% 100.0% 

Eligibility Description Percent 

Percent Ineligible 7.1% 
Percent Restricted 11.3% 

Percent Eligible 77.6% 

Percent Not Able to Determine 4.0% 

Impact of Gainful Employment Proposed Regulations - Adjusted Repayment Rates 
Students 

Total Number of Students 
Enrolled in Programs Subject 
to the Proposed Regulation: 

664,971 

Debt-To-Income 

Total 

Using 3YP: Between 8% and not 
more than 12% of Annual Earnings 

OR Between 20% and not more 
than 30% of Discretionary Income -

Using P3YP: Not Applicable 

Using 3YP OR P3YP: 8% or less of 
Annual Earnings OR 20% or less of 

Discretionary Income Missing 
At least 45% 8.6% 10.3% 21.6% 0.1% 40.5% 
At least 35% and Less Than 45% 9.9% 5.4% 17.4% 0.1% 32.8% 

Below 35% 7.5% 4.3% 14.2% 0.1% 26.2% 
Missing 0.0% 0.0% 0.5% 0.0% 0.5% 

Total 26.1% 20.0% 53.7% 0.3% 100.0% 

Eligibility Description Percent 

Percent Ineligible 7.5% 
Percent Restricted 19.6% 

Percent Eligible 72.1% 

Percent Not Able to Determine 0.8% 

Our	estimates	of	impacted	programs	are	higher	when	we	adjust	for	the	 fact	
that	our	repayment	rates	are	overstated.		When	 we adjust	our repayment	rates	to
have	the	same	average	as	in	the	Department	of	 Education’s	data, we	estimate	that
8.8	percent	of	programs	would	 fail,	and	an	 additional	13.8	percent	of	programs	
would	be	restricted.	 Adjusting	for	our	 overstatement 	of the repayment	rates,	we	
estimate	that	13.0 percent	of	students are	in	programs that	would	 fail,	 and	an	 
additional	23.6	percent	 of	students	are in 	programs	that	would	 be	restricted. 
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Table 5 

Impact of Gainful Employment Proposed Regulations - Adjusted Repayment Rates 
Programs 

Total Number of Programs 
Subject to the Proposed 

Regulation: 11,304 

Debt-To-Income 

Total 

Using 3YP: Between 8% and not 
more than 12% of Annual Earnings 

OR Between 20% and not more 
than 30% of Discretionary Income -

Using P3YP: Not Applicable 

Using 3YP OR P3YP: 8% or less of 
Annual Earnings OR 20% or less of 

Discretionary Income Missing 
At least 45% 3.9% 3.8% 19.4% 0.2% 27.2% 
At least 35% and Less Than 45% 3.9% 3.1% 8.7% 0.1% 15.7% 
Below 35% 8.8% 6.9% 37.6% 0.4% 53.7% 

Missing 0.4% 0.3% 1.6% 1.1% 3.4% 

Total 16.9% 14.1% 67.3% 1.7% 100.0% 

Eligibility Description Percent 

Percent Ineligible 8.8% 
Percent Restricted 13.8% 

Percent Eligible 73.4% 

Percent Not Able to Determine 4.0% 

Impact of Gainful Employment Proposed Regulations - Adjusted Repayment Rates 
Students 

Total Number of Students 
Enrolled in Programs Subject 
to the Proposed Regulation: 

664,971 

Debt-To-Income 

Total 

Using 3YP: Between 8% and not 
more than 12% of Annual Earnings 

OR Between 20% and not more 
than 30% of Discretionary Income -

Using P3YP: Not Applicable 

Using 3YP OR P3YP: 8% or less of 
Annual Earnings OR 20% or less of 

Discretionary Income Missing 
At least 45% 3.7% 5.8% 13.3% 0.0% 22.8% 
At least 35% and Less Than 45% 9.4% 7.2% 15.4% 0.0% 32.0% 
Below 35% 13.0% 7.0% 24.5% 0.2% 44.7% 

Missing 0.0% 0.0% 0.5% 0.0% 0.5% 

Total 26.1% 20.0% 53.7% 0.3% 100.0% 

Eligibility Description Percent 

Percent Ineligible 13.0% 
Percent Restricted 23.6% 

Percent Eligible 62.7% 

Percent Not Able to Determine 0.8% 

While	the	Department’s analysis	reported	 in the	 NPRM 	shows a 5 percent	
failure	rate	of programs,	this	analysis	is	 not	 based	on	a	sample	of	for‐profit	
programs.	 In	fact,	 more	 than	half	of the	programs	analyzed	by	the	Department	of	
Education	are	not	for‐profit	programs. As the Department	of	Education	recognizes	
that	most	of	the	impact of	the	rule	 will	 fall	on	for‐profit	colleges,	 the	inclusion	of	so 
many	not‐for‐profit	schools	in	the 	analysis	is	 puzzling.		The resulting 	estimate	of	a	5	 
percent	 failure	rate	 is	 misleading.

The	Department	has	subsequently	 reported	that	the	failure	rate	 among	for‐	
profit	programs	in	their	data	is 	16	 percent, though	 we	 think this 	number	refers	to	 
the	fraction	of	students,	 not	programs.11	 Because	our	analysis	focuses	on	 for‐profit	 
schools	and	scales	the	effect 	by	 the	population	 of	students	in	 for‐profit	 programs,	 
this	16	 percent	failure	rate	 is	the	relevant	one. Alarmingly, if	one	calculates	the	 
failure	rate	using	the	data on	Missouri	programs 	that the Department	 made	public,	
26	percent	of	for‐profit	programs	fail	the	test,	 and	an	additional	30	percent	of 

11 See:	http://www2.ed.gov/policy/highered/reg/hearulemaking/2009/ge‐faq.pdf. The 
Department later	 clarified that this	 is	 16	 percent of	 students. 
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programs	would	 be	restricted.12		 If	it	is	indeed	true	that	16	 percent	of for‐profit	
students	are	in	programs	that	would	 fail	the	proposed	rule,	and an	additional	34	
percent	of 	students are	 in	programs	that	would	be	restricted	absent	changes	by	the	
schools	or	students,	 our	estimates	of	the	number	of	students	affected	by the	rule	
should	be	25 	percent	higher	than	the	estimates we report 	based	 on	our	own	 
analysis	below. 

C. The role of school and student responses to the rule 

The	estimates	we	have	described	 so	far	 do	not	yet	account	for	 responses	to	
the	rule	by	schools	or students, 	and	as	a result 	may	overstate, 	or	possibly	 
understate,	the	effect	of	the	rule if	 implemented. Schools	may	 attempt	to 	take	 
actions	 to	bring	 failing	 or	 restricted	 programs	into	compliance 	with	the	rule. 
Students	shut	out	from	 failing	or	 restricted	programs	might	choose	to	attend	other	 
programs.

For	example,	it	has	been suggested 	that	programs with high debt‐to‐earnings	 
ratios	could 	reduce	tuition	as	a 	way	to	reduce	student 	debt amounts.	 While	this	is	 
possible,	we	are	skeptical that	its effect would 	be	 as direct as	has	been	suggested. 
Students	are	allowed	to,	and	commonly	do,	 borrow	amounts	 in addition	 to	tuition, 
e.g.	to	cover living	expenses.		 For	these	students,	it	is	not	clear	that	reductions	in	
tuition	would	 lead	to	commensurate	reductions	in	 student	loans. 		In	addition,	for	
institutions	for	which	the	90/10	 rule	is	binding	it	may	not	be	 possible	 to	 reduce	
tuition	without	increasing	tuition	for	some	 other	program.

One	would	expect	that	some	of	the	 students 	shut	out	from 	a	program	 because	 
of	its	ineligible	or	restricted	status	 would	 find	another	program	to	attend.	 However,	 
students’	ability	to	and	likelihood of	 doing	so	depends	on	available capacity	 at public
programs	(which	these	students	would 	not	have chosen	to	attend	 if	not	for	the	
restriction	 on	the	for‐profit	program),	and	the	availability	of other	programs	in	
similar	fields	and	that	are	 similarly	convenient	 for	the	student	to	attend.

If	students	shut	out	from	ineligible	and	restricted	programs	 do attend	other	
for‐profit	programs,	it is 	possible	they	would	cause	those	 programs	to	 be	ineligible	
or	restricted.		Recall	that	the	students	who	would	 attend	ineligible	programs	are	
high‐debt	students.		 While	debt	 amounts	are partly	related	to	the	characteristics	of	
the	programs,	they	are	also	largely	a	function	of	student	economic	characteristics.	
The	programs	that	absorb	these	students	would	likely	experience an	increase	in	
their	median	debt	and	a	decrease	in	their	repayment	rate. 

12 If  	one  	counts  the  number  of  for‐profit  programs  that  the  	Department	 of Education’s	 spreadsheet 
indicates	 as failing both	 the	 debt‐to‐income	 and repayment test,	 and	 divides	 by	 the	 number	 of for‐
profit programs	 in the	 spreadsheet,	 the	 result is	 0.26,	 or 26	 percent. If	 one counts up	 the	 number	 of
students in ineligible	 programs,	 that calculation	 yields	 16	 percent.	 The	 spreadsheet to	 which	 we 
refer is	 called ge‐data‐model.xls,	 and was	 downloaded	 at http://ifaps.gov	 on	 August	 13,	 2010. 
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There	is	also	a	question	 of	what	effect	restricted	 status	would 	have	on	 the
ability	of	a	program	to	attract	 students.		It	seems at	least	 possible	that	having	such	a	
label	 on	 a program	 could	discourage	enrollment.	 If	this	was	to 	happen	 and	
restricted	programs	 were	to	shrink	or	even	close	as	a result,	 our	estimates	could	be	
too	low. 

We	are	interested	in	the 	effect	of	the	rule	not	just	on	current programs	and	
students,	 but	also	on	access	for	students	going	 forward.	 To	predict	the	 number	of	
students	affected	over	the next	decade,	 we	calculate	the	number 	of	students	entering	 
for‐profit	programs	nationally	 each	year.	 We	then	apply	the	average
annual	enrollment	growth 	rate	over	 the	past	 20 years for the	 for‐profit	sector	to	this	
number.		It	is	then	necessary	 to	 apply	 the	estimated	fraction	of	for‐profit	students	
affected	by	the	gainful	employment	rule.	 The	preceding	discussion	points	out	that	
an	estimate	is	needed	for 	the	effect	of	school	and 	student	responses. 

D. Some specific criticisms of the department’s analyses regarding student 
responses to the rule 

The	Department	presents several	 scenarios	of	the	projected	impact	of	the	
NPRM	on	students.		These	scenarios	are	based	 on	assumptions	about	the choices	
and	ability	of	students	in	affected	 programs	to	 complete,	 switch	programs,	transfer,	
or	leave	education.		 Since	no	regulation	of	 this	type	has	ever	 been implemented	 it is
difficult to predict what 	type	of	 response	students	will	have,	 but	there	are	 several	
assumptions	that	the	Department	 makes	that	 do	not	seem	plausible. 

The	Department	assumes	in	most scenarios	that	only	around	10%	of	students	
in	impacted	programs 	will	 leave	 education.	 All	other	students	are	assumed	to	
either	complete	programs,	 transfer,	or	switch	programs. Given 	the	fact	that	the	 
student	has chosen	a	particular program	in	 a particular	location	in	which	to	enroll,	
the Department’s	transfer	rates	implicitly	assume	several	factors	about	the	student	
and	available	programs.	 First,	this	assumes	 that 	students	are able	to	find	a	 
comparable 	program	in the	same	field at 	either the	same	institution 	or	a	different	 
institution.		Second,	since	it	is 	unlikely that	the	 same	institution	has	 a	comparable	
program	in	the	same	field	of	study,	this	implicitly	assumes	that	there	are	other
institutions	where	the	student	could	enroll	that	 are	equally	 as 	convenient	for	 the	 
student	to	 attend.	 Third, 	this	assumes	that	the student	will	be 	accepted	into	the	 
transfer	program	if	that	 program 	does	not	have open	 enrollment. 		Fourth,	if	 
comparable 	programs	in 	the	same	 field	 are	unavailable	this	assumes	that	students	
are	willing	to	change	their	field	of	study	when	their 	program	fails	and	can 	therefore	 
transfer	to	 any	other	program	that remains	eligible.

Given	that	students	have	considered	their	options	for	education and	
employment	before	choosing	a	program,	it	 seems	reasonable	to	believe	that	most	
students	would	like	to	continue	 in	 their	chosen field, 	especially	in	the	for‐profit	 
sector	where 	many	students	are	currently	working	in	their	chosen	field	 while	
attending	school.	 However,	 the	Department	 assumes up to 50% of	 students	will	
choose	to	switch	programs.	 It	also	seems	unlikely	that	most	students	will	have 
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numerous	other	options 	in	the	same	field	at	 different	institutions	that	 will	be 
available	in	 the	students’ 	local	community,	and which offer classes	at	the	same	time,	 
etc.		Even	in cases	where	other	options	are	available,	it	seems 	overly	 optimistic	 to	
assume	that the	other	programs	have enough	 capacity	to	enroll	all	students	from	
ineligible	programs.

Further,	the 	Department	makes	several	assumptions	about	the	students	who	 
transfer	that	seem	unreasonable. In	all	scenarios	the	Department assumes	around 
50% of students in ineligible	 4‐year programs	 will	transfer	to	 eligible	2‐year	
programs,	and	vice‐versa.	 Again,	 given	that	the	students	have chosen	a	certain	
educational	path,	it	does not	seem	 realistic to assume that	 nearly	half	 of them	would	 
alter	the	length	of	that	plan	after	their	program is deemed ineligible.	 This	is	 
especially	true	for	 students	who 	have	chosen	a	2‐year	program	or	a less than	2‐year	
program	that	would	 be assumed	 to transfer	to	a 	longer	length	program,	which	 of	
course	would	 cost	the	student	more. 

In	short,	 we	believe	the	Department’s	assumptions	concerning	the	fraction	of	
affected	programs	that	 would	come	into	compliance	 and	of	the	fraction	of	affected
students	who	would	make their	way 	to other	programs	are	far	too 	optimistic. 

E.	 Estimates of the effect of the proposed rule on the number of students 
entering postsecondary education over the next decade 

Because	there	are	reasons	to	believe	our	 baseline 	estimates	may overstate	or	 
even	understate	the	impact	(particularly if	 the	restricted label	causes	programs	to	
shut	down),	and	because	we	believe	the	Department	of	Education’s	analysis	
understates the	impact	 significantly,	we	present	three	 sets of	 numbers.	 One	is	from 
our	 baseline	analysis,	one	assumes	half	of	all	students	who 	would	be	affected	by	
failing	or	 restricted	programs	are	able	to	attend	anyway,	and	 a 	third	assumes	one‐
quarter	of	all	students	 who	would 	be	affected	 by	failing	or	 restricted	 programs	are	
able	to	attend	anyway.	 The	latter	two	analyses	include	the	effects	both	of	 schools	
adjusting	in	ways	that	improve	programs’	status,	and	of	students	choosing	to	go	to	
programs	that	are	different	from	 the	ones	they	otherwise	would	 have attended. All	
three	analyses	are 	based 	on	the	estimates	 that	 adjust	the	repayment	rate	so	that	it	is	
the	same	on	average	as	the	repayment 	rate in the	data	shared	by the	Department	of	 
Education. 
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Table 6
 
Estimated Number of Students Impacted by 2020
 

Median Loan Based on Graduates
 
CPS Average Earnings by CIP and Program Length
 

Assumes - No Program Replacement for Ineligible Programs and No Growth for Restricted Programs 

Number of Number of Non- Number of 
Total Number of Female Hispanic Black Hispanic Number of 

Students Students Students Students Asian Students 
Year Impacted Impacted Impacted Impacted Impacted 

2011 126,721 85,335 21,963 20,691 5,997 
2012 173,609 115,774 30,888 28,580 7,759 
2013 188,887 125,962 33,606 31,095 8,442 
2014 205,509 137,047 36,564 33,831 9,185 
2015 223,593 149,107 39,781 36,808 9,993 
2016 243,270 162,229 43,282 40,047 10,873 
2017 264,677 176,505 47,091 43,571 11,829 
2018 287,969 192,037 51,235 47,406 12,870 
2019 313,310 208,937 55,744 51,577 14,003 
2020 340,882 227,323 60,649 56,116 15,235 

Total Students Impacted 2,368,426 1,580,257 420,803 389,723 106,188 

Total Students Impacted - Assume 
25% Continue in Education 1,776,319 1,185,193 315,602 292,292 79,641 

Total Students Impacted - Assume 
50% Continue in Education 1,184,213 790,129 210,402 194,861 53,094 

Note: The number of impacted students assumes that the CCA data is representative of all for-profit schools, 
that for-profit schools will continue to grow at 8.8% per year (the growth rate over the last 20 years), and 
the relative student composition does not change during this period. 

The	estimated	numbers	of	students	who	 would	 not	receive	postsecondary	
education	over	the	next decade	are	shown	in	 Table	6.	 Our	most	conservative	
estimate,	 which	assumes	half 	of the potentially	 affected	students	attend	 college,	 is	
that	more	than	1.1	million	students	will	be	restricted	access	because	of	the	
proposed	rule.		Because	female, 	Non‐Hispanic	 Black, 	and	Hispanic	students	are	
disproportionately	represented	at	for‐profit	colleges,	 the	 numbers	are	 particularly	
large	among	these	groups.	 The	estimates from this scenario imply approximately	
790,000	fewer	 female	students,	 more	than	210,000	fewer	Non‐Hispanic Black
students,	 and	more	than	190,000	fewer	Hispanic	students	may	attend	college	as	 a	
result	of	the rule. 

If	25	percent	of	potentially	affected	students attend 	college 	despite	the 
effects	of	the	rule,	the	numbers 	are	larger,	of	course.		In	that	case,	 we	estimate	that	
more	than	 1.7	million	 students’	college	enrollment	 would be impacted,	including	
more	than	1.1	million	female	students,	 approximately	315,000	Non‐Hispanic	Black
students,	 and	more	than	290,000	Hispanic students. 

If	there	were	no	net	effect	of	school	or	student	responses,	 the number	of	
students	 affected	would	of	course	be	even	larger.	 These	 estimates	imply 	upwards	of 
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2.3	million	fewer	students	would	 attend	college	over	the	next	decade,	including
more	than	1.5	million	female	students,	 more	than	420,000	Non‐Hispanic Black 
students	and	almost	390,000	Hispanic	students.

While	one	might	criticize	the	latter	estimates	as	 not	accounting	for	the	
response	of	schools	and	students,	 consider	how	the	estimates	would	be	affected	if	
placing	the	“restricted”	 label	on	programs	were	 to	cause	them	to	shut	 down.	 In	this	
case,	even	assuming	that	50	percent	of potentially	 affected	students	would	 attend	
college,	 more	than	2.6	million	fewer	students	 would	attend	college	over	the	next	
decade	as	a result	of	the rule. 

Furthermore,	 all	of 	these 	estimates 	assume 	an annual	enrollment growth	rate	
at	for‐profit	colleges	of	 8.8	percent.		 That	is	the	 average	annual	growth	 rate	in	the	
sector	over	the	past	20	 years.	 Over	the	past	 5 	and	10	years,	the	annual	growth	 rate	
of	for‐profit	rate	has	been	10.1	 percent. Though	there	is	no	way	to	tell	for	sure,	 it	is	
not	unreasonable	to	expect 	that	further cuts in	 funding of community	 colleges	that	 
may	occur	in 	the	coming	years	could	lead	the	 enrollment	growth	 rate	at	for‐profit	
colleges	to	increase	rather	than	decrease.		 All	of	our	estimates	would	be 	larger	if	 we	 
assumed	an 	annual	enrollment	growth	 rate	higher	 than	8.8	percent	per year.

The	estimates	also	do not	account	for	 the	increases	in	Stafford loan	limits	
that	were	implemented	after	most 	of	the	students	in	our	data	took	out	their loans.	 
Increases	in	loan	limits	 may	lead	to	an	increase in	median	debt 	amounts	for	some	 
programs,	which	 would	cause an increase	in	the	fraction	of	programs	that are	 
deemed	restricted	and	ineligible. 

F. Uncertain fate of “restricted” programs 

The	estimates	reported	thus	far	 assume	that	there	is	no	growth	 in	enrollment	
in	restricted	programs,	but	that there	is	no	effect 	of	being	restricted	on the survival	 
of	the	program	itself.	 There	are a 	number	of	reasons	to	suspect 	that restricted	status	 
may	lead	to	 the	closing	of	some	 programs.	 First, being labeled restricted may
deter	students	from	enrolling.		 If	restricted	programs	 offered	 students	 lower	return	
on	their	 investment,	then the	label	would be 	useful information.	 However,	if	
programs	are	labeled	restricted	 because	 the	repayment	rate	is	based	 on	 a	small	
sample,	because	social 	security	earnings	significantly	understate	the	earnings	that	
graduates	could	 receive,	or	because	the	rule	does	not	focus	enough on	the	benefits	
the	program	offers,	then	the 	label	may	provide 	students	with	misleading		 
information and	 is	 not	 helpful	 to	 them.

Second,	the	placement	 of 	the 	restricted label	on	a 	program	may	 have	 
negative	spillover	effects	on	other	programs	 within 	the 	same school.	 Students	
considering a	different	 program	at	the	school	 may	infer	negative	things	about	the	
institution	as	 a 	whole	because	programs	within	that	institution 	are	 restricted.	 For	 
this	reason,	 schools	may 	close	restricted	programs	to	avoid	negative	effects	on	
enrollment	at	eligible	programs. 
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Table 7
 
Estimated Number of Students Impacted by 2020
 

Median Loan Based on Graduates
 
CPS Average Earnings by CIP and Program Length
 

Number of Number of Non- Number of 
Total Number of Female Hispanic Black Hispanic Number of 

Students Students Students Students Asian Students 
Year Impacted Impacted Impacted Impacted Impacted 

Assumes - No Program Replacement for Ineligible Programs and No Growth for Restricted Programs 

Total Students Impacted - Assume 0% of Students in Impacted Programs Continue in Education 

Assume 0% Restricted Programs Shut Down 2,368,426 1,580,257 420,803 389,723 106,188 
Assume 10% Restricted Programs Shut Down 2,694,434 1,773,670 488,299 448,564 117,424 
Assume 25% Restricted Programs Shut Down 3,183,445 2,063,788 589,542 536,827 134,278 
Assume 50% Restricted Programs Shut Down 3,998,465 2,547,318 758,282 683,930 162,369 
Assume 75% Restricted Programs Shut Down 4,813,484 3,030,849 927,021 831,034 190,460 
Assume 100% Restricted Programs Shut Down 5,628,504 3,514,379 1,095,761 978,138 218,550 

Total Students Impacted - Assume 25% of Students in Impacted Programs Continue in Education 

Assume 0% Restricted Programs Shut Down 1,776,319 1,185,193 315,602 292,292 79,641 
Assume 10% Restricted Programs Shut Down 2,020,825 1,330,252 366,224 336,423 88,068 
Assume 25% Restricted Programs Shut Down 2,387,584 1,547,841 442,157 402,620 100,709 
Assume 50% Restricted Programs Shut Down 2,998,849 1,910,489 568,711 512,948 121,777 
Assume 75% Restricted Programs Shut Down 3,610,113 2,273,136 695,266 623,276 142,845 
Assume 100% Restricted Programs Shut Down 4,221,378 2,635,784 821,820 733,603 163,913 

Total Students Impacted - Assume 50% of Students in Impacted Programs Continue in Education 

Assume 0% Restricted Programs Shut Down 1,184,213 790,129 210,402 194,861 53,094 
Assume 10% Restricted Programs Shut Down 1,347,217 886,835 244,149 224,282 58,712 
Assume 25% Restricted Programs Shut Down 1,591,723 1,031,894 294,771 268,413 67,139 
Assume 50% Restricted Programs Shut Down 1,999,232 1,273,659 379,141 341,965 81,184 
Assume 75% Restricted Programs Shut Down 2,406,742 1,515,424 463,511 415,517 95,230 
Assume 100% Restricted Programs Shut Down 2,814,252 1,757,190 547,880 489,069 109,275 

Note: The number of impacted students assumes that the CCA data is representative of all for-profit schools, 
that for-profit schools will continue to grow at 8.8% per year (the growth rate over the last 20 years), and 
the relative student composition does not change during this period. 

To	show	how	important	this	question	is,	above	 we 	present	estimates	of the
reduction	in	students	going	on	to	college	over	the	next	decade	 under	different	
assumptions	of	the	fraction	of	restricted	programs	that	shut	down.		 The table	
reports	estimates	based on	the	three	different assumptions	about	the	percent	of	
potentially	 affected	students	 that	attend	college	 (zero, 25, 	and	50	percent).

Beginning	 with	the	assumption	that	50	 percent	 of	potentially	 affected	
students	attend	college,	 if	10	percent	of	restricted	programs	shut	down	 each	year,	
our	 estimate	of	the	number	of	students	affected	 over	the	next	decade	increases	from	
1,184,213	to	1,347,217.		 If	25	percent	of	restricted	programs	shut	 down	each	year,	
we	estimate	that	almost	 1.6	million	fewer	students	 will	attend	 college	over	the	next	
decade	as	a result	of	the proposed	rule.	 If	we 	assume 	that 50 percent 	of restricted	 
programs shut down each	 year, we estimate	that	nearly	 2 million 	fewer	 students	
will	attend	college	over	 the	next	 decade	as	a result	of	the proposed	rule.	Finally,	if 	75 
percent	of 	restricted	programs	shut	 down	each	 year,	we	estimate that 
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approximately	2.4	million	fewer	 students	will	 attend	college	over	the	next decade	as
a result	of	the	proposed rule.

Each	of	these	estimates	 is	50	 percent	 larger 	if	25	percent	 of	potentially	
affected	students	attend	 college,	 and	twice	as	large	if there	is	no	net	ameliorative	 
response	on	the	part	of	 schools	 and	students.		 These 	estimates are	shown in	the	
table	above	and	range	from	1.7	million	students	to	nearly	4.8	million	students. 

G. Ongoing impacts of the proposed rule 

Our	analysis	does	not	address	the	important	way	in	which	the	proposed	rule	 
might	affect	the	creation	of	new 	programs.		(We 	also	discuss	the	proposed	rules	
regarding	the	establishment	of	new	programs	in Part	III	below.) 	As	 we discussed	in	
the	first	section	of	this	comment,	 changes	in	the	 economy	have	 made	 a college	
education	more	and	more	important	over	the	past	30	years.	 There 	is	a need	for	the	 
nation 	to	educate	more	 students beyond high	school, and	to	do	that	it	will	be	 
necessary	to 	increase	capacity	throughout postsecondary education.		 The	proposed	 
rules	regarding	approval	of	new	 programs have	the	potential to	 discourage	
innovation	 and	growth	 among	for‐profit	colleges.		 This	is	an	even	more	worrying	
possibility	in	light	of	the	slow	 growth	we	expect	from	the	public	and	private	not‐for‐	
profit	 schools.

In	addition,	 our	estimates	of	the 	impact	 of	the	proposed	rule	over	the next	
decade	may	be	understated	because	we	essentially	 assume 	that, in	the	 absence	of
responses	by	schools	of the	type	described in section C,	the	number	of	programs	
moving	from	ineligible	to	restricted/eligible	each	year	would	 equal 	the number	of
programs	 moving	from	 restricted/eligible	to	ineligible.		 We	suspect	 in	 practice	the	
restrictions	 placed	on	ineligible	programs	will	 make	it	quite	difficult	to	regain	
eligibility.		 Whereas,	the 	small‐sample	fluctuations in the measures	are	 likely	to	 
cause	some	programs	to move	from 	restricted/eligible to	ineligible	each year.	 If	this	
were	the	case,	the	impact	on	total	enrollments	would	 likely	be larger	than	we	report	 
above. 

H. The rule may create an incentive to discriminate 

An	additional	concern	we	have	that	we	have	not	yet	addressed	 directly	is	the	
possible	discriminatory	incentives	that	the 	rule	might	create.	 If	schools want	to	take	 
action	to	improve	their	standing	 with 	respect 	to	the	proposed	rule,	the	most	 
effective	way	to	do so	will	be	to	select 	students	 they	predict	 will	take	on small	 loan
amounts	and	will	not	default.	 It	 is	likely	to	 be	easier	to	select 	students	who	would	 
have	done	these	things	regardless	of 	the	school	they	attend	than	to	 affect the	
borrowing	and	 repayment	 behavior	of	students.

We 	are 	concerned 	that the rule 	may induce some 	schools 	to move away from 
open enrollment, thereby reducing	 educational	 opportunities for 	many students. We 
are further concerned that 	the 	rule will 	push schools to 	select locations 	and 	to select 
admissions	criteria	to	reduce	the 	number	of	low‐income students they	admit	or 
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attract.		If	 this	were	 to	 occur, it	is	possible	 that there could	be	a disproportionately 
large	decline	in	 enrollment	among	racial 	and	 ethnic	minority	students. 

Returning	to	a 	theme	we	have	emphasized	throughout	our comment,
whether	a	reduction	in	 enrollment	is	good	or	bad	depends	not	on 	whether	those	
students	would	have	had	to	borrow	large	amounts	to	attend	school. (If	this	were	
the	case,	 it	would	always	be	good	policy to	discourage	low‐income	students	from	
attending college.)		Rather, it depends	directly	on	whether the students	in	question	 
would have gained more from the	education	than	the	costs.		We	hope	 that	if	a	rule	
resembling	 the	one	proposed	is	implemented,	 special	attention is	 paid	 to	the	net	 
effects	on	access	and	enrollment	by	low‐income	 students. 

Part III. Concerns about the implementation of the rule 

In	this	section,	 we	describe	a number	of	concerns	we	have	
regarding	the	implementation	of	 the	proposed rule.	 The	concerns 	we	
describe	are	not	exhaustive.		 A major	concern	relates	to	the	way	small	
sample	sizes 	are	likely	to	have	 important	effects	on	the	metrics	 in	the
formula.	 As	we	 describe,	many	programs are	quite	small,	leading us	
to	worry	that	debt	to	earnings	ratios	and	repayment	rates	will	 be	
calculated	from	small	samples.	 Another	set	of	concerns	relates	 to	the	
use	of	social	security	or	 IRS	earnings	data	from	 the	graduates	 of	
programs. In addition to	 the	small	sample	problem	just	mentioned,	
the	use	of	these	data	to	measure	earnings	introduces	a number	of	
measurement	concerns.	 Other	concerns	include	the	way	in	which	the	
Department	assumes	the	rule	will	 affect	tuition levels,	the	way
repayment	 rates	 are	measured, and	the	effect	of	macroeconomic	
conditions 	on the debt 	to	earnings ratio	and	repayment	rates. 

A. Concerns regarding small programs and small sample sizes 

One	particular	concern	we	have	regards	the	treatment	of	small	programs.	
Because the	rule is	based	on 	statistics	measured	from the	 students	enrolled	in	or	 
completing	a 	program,	the	 repayment	rates	and	debt	to	earnings	 ratios are	likely	to	
vary	 significantly	from	 year‐to‐year	in	programs	with	low	numbers	of students	or	
graduates. Such fluctuations are unlikely to	be	related	to	 the	 quality	 or	 actions	of	
the	program;	the	choices	or	luck 	of a few	students	could	cause	 these	ratios	to	change	 
significantly.

To	illustrate	this	point,	 the	table below shows the	fraction	of 	programs	 with	 
very 	high	and very low 	repayment 	rates, separately	for	programs 	with	 10	or	 fewer	
students	and	for	programs	with	more	than	10	students.		 Among	larger programs,	0.1	
percent	have	repayment	rates	of	90	percent	or	 above,	 while	1.2	 percent	have	
repayment	rates	of	10	percent	or	below.	 The fraction 	of programs	with	 very	 high	or	 
very	low repayment	rates	is	much 	larger	among	small	programs.	 Among	programs	
with	10	or	fewer	students,	 21.9	 percent	have	repayment	rates	of 	90	percent	or 
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above,	 and	47.1	percent	 have	repayment	rates 	of	10	percent	or	below.		 It	is	unlikely
that	there	is	so	much	more	variation	in	program	quality	among	small	 programs	than	
among	larger	programs.	 This	pattern	is	what	 would 	be	expected	when	calculating	 
averages	from	smaller	samples;	it	suggests	that	a 	good	deal	of the	variation	in	
repayment	rates	is	due	to	measurement	error	rather	than	true	differences	across	
programs. 

Table 8
 
Percent of Programs with High or Low Repayment Rates
 

Less than 10% Greater than 90% 
Repayment Rate Repayment Rate 

Programs with 10 students or less 47.1% 21.9% 
Programs with more than 10 students 1.2% 0.1% 

The	Department	was	 not	consistent	in	 its	definition	of	a	program in	its	analysis	
described	in	the	NPRM,	 and	has	offered	 imprecise	explanations	of	how	very	 small	
programs would be	 treated. The	Department	 has	made	reference	to calculating	 
certain	elements	at	 the	 4‐digit	 CIP	code	level,	or	 2‐digit CIP code	level	 as	necessary.	
We	suggest	 that	the	Department	be more specific	about	 how	such	 determinations
would	be	made.	 For	example,	how	 few	students	would	have	to	be	in	a	program	to	
trigger	the	redefinition?		 There 	have	been	some	references	by	the	Department	 to
using	only	the	repayment	rate	for	programs	too	small	to 	get 	reliable	earnings	data.	 
This	shows	that	the	Department	recognizes the	problems	with	measurement	of
small	programs.	 However,	the	repayment	rate	 is	likely	to	suffer from	the same	 
mismeasurement	due	to	small	sample	sizes	as	average	earnings.

To	show	how	significant	a	problem	this	could	 lead	to,	consider	 the	table	 
below, 	which	shows	the number	of	programs	 of	different	sizes in 	our	data.		Recall	
that	counts	of	students	in	our	data	refer	to	the	 number	of	students	who	exit	
(whether	by	completing	or	not)	a 	program	during	the	2006	through	2008	fiscal	
years	and	who	took	Title	IV	 loans.		 Because	students	leaving	a	 program	are	the	ones	
on	whom	the	measures	 in	the	rule 	would	 be	based,	this	count	is	 a relevant measure	
of	program	size for	 the	 purpose	of	the	proposed rule. 

Table 9
 
Distribution of Programs by Number of Students
 

All Programs
 

Number of Students Number of Cumulative
 in Program Programs Percent 

1 - 5 6,249 55.3% 
5 - 10 908 63.3% 
11 - 25 1,015 72.3% 
26 - 50 777 79.2% 
51 - 100 790 86.2% 
101 - 250 983 94.9% 
251 - 500 391 98.3% 
> 500 191 100.0% 

Total 11,304 
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For	this	analysis,	 and	unless	otherwise	noted	throughout	the	comment,	 we
define	a	program	to	be	a	specific	6‐digit	CIP	code 	at	a particular	 campus	of	a school	 
(defined	by	OPEID)	and 	of	a particular	length	(less	than	2‐year,	2‐year,	4‐year,	
greater	than	4‐year).	 As 	the	table	shows, more	than	half	 of	programs	 have	5 or	
fewer	students	exiting	 over	this	three‐year	period.	 Nearly	 two‐thirds	 have	10	 or	
fewer	students	that	would	 appear	in	the	 calculations.		While	the	Department may
mean	to	define	a 	program	more	broadly, 	we suggest 	that the definition be	made	 
clearer.	 The 	possible	impact 	of	the	rule, and how many programs 	are	 arbitrarily 
deemed	ineligible	or	restricted, 	will	depend	on how programs 	are	defined. 

While	we	think	actual	programs	are	likely	not	this small, these are	the		 
sample	sizes	that	would	be	relevant	for	 the	rule if	 a	 program is	defined	 at	the	6‐digit	
CIP	level	as	the	Department	has	 indicated.	 We	 suspect	that	one	 reason 	there	 are	so	 
many	small	programs	 defined	this	way	is	that	the	6‐digit	CIP 	code	is	detailed	enough	 
that	students	taking	most	classes	together	 but	with	different	concentrations	are	 
listed	as	being	in	different	detailed	areas	of	study.13 

We	suggest	that	the	 Department	address	the	problem	of	small	sample	 sizes,	
and	specify	precisely	the	way	in 	which	programs	are	defined.		 As	programs	are	
currently	 defined,	small	sample	sizes	have	the	potential	to	cause	programs	to	fail	or	
be	restricted	arbitrarily. 

B. Concerns regarding the use of social security or IRS earnings data 

We	believe	 that	the	use	 of	social 	security	 earnings,	on	its	own,	 will	be	 
problematic.		First,	all	 of 	the 	problems	described	above	related	to	the	small	sample	
sizes	and	small	programs	will	affect	the 	earnings	measure	calculated	 from	actual	
earnings	data.		 Averages	or	medians	calculated	 from	small	samples	are	 likely	to	vary	
widely	from	year	to	 year.	 This	year‐to‐year variation	is	unlikely	to	be	related	to	the	
quality	of	the	program	from	which	the	students	graduated,	 but	can	cause	programs	
to	move	from	eligible	to	restricted	or	ineligible	according	to	 the	rule.

A second	fundamental	 problem	is	 that,	 to	our	 knowledge,	 neither 	social 
security	 nor	other	IRS	earnings 	data	include	information	about	 the	 number	 of	hours 
or	weeks	worked 	by	the individual.	 In	contrast, 	the 	Current 	Population	Survey,	the	 
source	data	for	 the	Bureau	of	 Labor	Statistics 	(BLS)	earnings	statistics, 	collects	 
information about	the	 number	of	weeks	each	person	worked	during 	the year,	and	 
about	the	usual	number 	of	hours	 each	person	works	per	week.	 Without	 information	
on	weeks	or	hours	worked,	it	is	not	possible to tell	the difference	between	someone	
who	got	a job	halfway	through the year	that	pays	$1,000	per	week	and	someone	who	
worked	 for	the	whole year	at	a job	that	pays	$500	per	week.	 The total	annual	 
earnings	for 	both	workers	would	 be	reported	in	the	social	 security earnings	data as
the	same	amounts.	 However,	the	former	worker	is	likely	significantly	more	skilled, 

13 If	 programs	 were not	 divided by	 campus,	 the cumulative distribution  of  program  sizes  is  	 as  
follows:	 1‐5:	 48.5%;	 6‐10:	 55.6%;	 11‐25: 65.2%;	 26‐50:	 73%;	 51‐100:	 80.7%;	 101‐250:	 90.9%;	 251‐
500:	 96.1%;	 >500:	 100%. 
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and	if	she	works	for	more than	half	of	each	year going	forward, she	will	have	more
earnings	over	her	lifetime.

A	third	 problem	is	that	individuals’ 	employment	decisions	affect	their
reported	earnings.		For	example,	 some	may	choose	to	work	part‐time	or not	to	enter	
the	workforce	due	to	 family	obligations.	 Others	may	engage	in	extended	job	
searches	due	to	location	or	scheduling	preferences.		 Decisions	 such	as	 these	will	
affect	reported	annual	earnings, 	but	are	not 	directly	related	to	the	quality	of	 
education	 a particular	 person	receives.	 Since	 both schools and the	Department	of	
Education	will	receive	information only	on	the	average	earnings for	a group	of	
graduates,	there	is	no	way	to	determine	how	these	individual	employment	decisions	
affected	the	calculated	 average.

Additionally,	it	is	possible	that 	self‐employed	workers,	particularly	those	 
who	work 	in	businesses	with	many	 cash	transactions,	underreport 	earnings	to	the 
IRS.		If	this	is	a	significant	problem, 	the	social	security	earnings	will	understate	the	
economic	wellbeing	of	graduates.	 Any	 such	 understatement	of	earnings	will	cause
programs	to	be	restricted	or	 become	ineligible	unnecessarily.

In	addition,	earnings	are 	likely	 to	be correlated	with	the 	performance	of	the	
overall	economy. During	economic 	recessions	average	 earnings	are	 likely	to	be	
lower	as	individuals	 may	have	longer	 periods	of unemployment	or
underemployment.		In	 economic	booms	the	average	 earnings are likely	 to	be	higher	 
as	a	result	of 	competitive	pressures	and	available positions.	 The	Department’s	
approach	is	therefore	 likely	to	result	in	a	 larger	 number	of 	programs	being	ineligible	 
or	restricted	during	recessions, 	when	the	need	for	retraining	is	likely 	at its	highest. 

Though	 we	believe	there	are	also 	problems	with	the	BLS	earnings 	measures	 
that	were	used	in	the	rule	suggested	in	January,	offering	programs	a	choice	between	 
earnings 	based	on	publicly available	data	 and the	 individual earnings	 records	of	 
graduates	will	 help 	with	many	of	 these	 problems.	 The	main	problem	with	the	BLS	 
earnings 	measures is	that	they	do not	vary by degree	 length (though	 research	 
suggests	that 	earnings	does).	 This	could	be	addressed.

It	would	be	beneficial	to have	the	option	of using 	an earnings measure	 that is	
based	on	sound	statistical	practice, 	and	which	is predictable. The	more	predictable	
the	measures	used	in	the	rule	are,	 the	more	likely	that	schools 	will	be	incentivized	to	 
adjust	in	response,	 and	the	less	 likely	that	good 	programs	 will 	be	negatively	affected	 
by	it. 

C. The effect of the debt to earnings ratio test on tuition 

The	discussion	in	 the	NPRM,	as	well	as	public	statements 	by	supporters	of	 
the proposed 	rule, 	suggests	a belief	that schools	will	 reduce 	tuition to	meet	the	debt	 
to earnings ratio	 test. We wish	 to 	point to	two	reasons	why	this	is	not	as	likely	as 
many 	expect. First,	students	are 	allowed	to,	and	commonly	do,	borrow	 amounts	in	
excess	of	 what	is	required	to	cover	tuition,	e.g.	 to cover living	expenses.		 For	these	 
students,	 it	is	not	clear	that	reductions	in 	tuition would	 lead 	to	commensurate 
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reductions	 in	student	loans.	 In	 addition,	 for	institutions	for	 which	the	90/10	rule	is
binding	it	may	not	be	possible	to reduce	tuition	without	increasing	tuition	for	some	
other	program.

We	are	concerned	 that	 instead	the	 rule could lead	 schools	 to end	open 
enrollment	 policies.		In	 place	 of open enrollment, the rule	could	lead	schools	to	
restrict	enrollment	to	those	students	who	can	fund	the	education	through	their	
personal	resources,	 or	 who	 have individual	characteristics	that 	have	been	shown	to	 
be	highly	correlated	with	labor 	market	success	 and	loan	repayment.		 In	 this	way	the	
proposal	carries	the	strong	possibility	of limiting	access	to	those	students	whom	the	
Title IV	 program was	intended	to	 assist. 

D. Concerns with the loan measurement and implementation 

Throughout the NPRM the Department	underscores	its	concern	that students	
are	taking	on	too	much	 debt.		 However,	nothing	 in	the	proposal	 addresses	students’	 
access	to	Title	IV	loans.	 The	rule	focuses	primarily on 	the 	part	of	the	problem	that	 
schools	 cannot	control	 (i.e.	 how	 much	students	borrow, 	and	the	 choices	 they	make	 
about	how	to	structure	 their	loans), 	and	not	enough on	the 	parts	over	 which	they	 
can	have	some	control	(i.e.	 the	increases	 in 	earnings their students	experience	after	
completing	their	programs,	graduation	rates,	and	employment	rates	after	
graduation).

In 	addition 	to	this 	general 	criticism	of	the	rule,	 we	point	out here	some	
specific	ways	in	which	details	of	the	rule	may	 have	unintended	 consequences.	First, 
the introduction	of numerous	ineligible and	restricted	programs 	may result	in	
students	 taking	on	more	debt	rather	than	less.	 While	the	department	has	made	
some	provisions	for	those	students	who	are	currently	enrolled	in	a	program	deemed	
“ineligible”,	 it	seems	likely	that	many	of	those	 students	 will choose	not	 to	remain	in	
those	programs.		In	fact,	the	Department’s	own estimate	of	the	 impact	 of	the	
proposed	gainful	employment	rules	anticipates	 students	will	transfer	to other	
programs.	 It 	is	reasonable	to	 expect	that	when	 students	change	 programs,	 
particularly 	if	they	 enroll	in	a	new	 institution, the	length	of 	time	they	spend	in	
school	will	increase,	 thereby	increasing	the	debt	a	student	incurs.

Furthermore,	 how	the	 Department	 treats	the	 debt	of	those	students	who	
transfer	programs	is	not 	the	 same	for	 all	students.	 It	appears	 that	based	on	the	 
current	rules 	students	who	transfer	to	a different	program	within	the	same	
institution	would	carry,	 from	the	institution’s	perspective,	 the	existing debt	with	
them.	 In	contrast,	students	who	transfer	 to a	 different	 program 	at	a	different	 
institution	would,	from	 the	new	 institution’s	 perspective,	come 	with	a “clean	slate”	 
with	respect	to	the	measurement	 of	her	debt	at	the	institution. 	It	is	possible	that	this	
inconsistent treatment	 of	prior	 loans	could	result in institutions	restricting	access	of 
those	wishing	to	move	 from	a 	restricted	or	ineligible program,	 to	an	eligible	 
program	within 	the 	same institution.	 This	possible	denial	of	access would	not	
benefit	the	 student	or	lead to	lower	loan	burdens. 
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In	general,	it	is	our	opinion	that	the	 repayment	 rate, 	as	currently defined, 
does	not	measure	what	 the	Department	intends.	 Some	common	choices	that 
students	make	(consolidation,	 deferment)	cause 	many	dollars	to	 be	counted	as	not	 
in 	repayment. However, 	these 	choices	are	not	 always	the	result	 of	economic	
hardship.		It	makes	sense	for	 many 	students	to	 consolidate	or	defer	even	though	
they	could	afford	to	make standard	payments	currently.

How	the	Department	chooses	to	account	for	 deferred	and consolidated	 loans	
will	impact	whether	a 	program	satisfies	the	repayment	test.	 According	 to	 the NPRM
the	department	will	include	the	 deferred	loans	 in	the	calculation	among	the	total	
loans,	 and	because	they	 are	in	deferment	they	are	loans	for	which	payments	are	not	
being	made.		 As	many	have	noted, 	this	approach	would	result	in	 nearly	every	
medical	program	 failing the	Department’s	repayment	criteria.		 Few,	if	 any,	would	
argue	that	these	low	 repayment	rates among 	medical	schools	are	 indicative	of	a	
poor	quality	program	or a high	likelihood	of	 default.	 The	Department’s	repayment	
calculation	penalizes	programs 	whose 	students	make 	legal,	rational,	and	responsible 
choices	with 	regard	to	the	repayment	of student	loans.

The	Department’s	repayment 	calculation 	includes	both deferred	 loans	and	
loans	where	the	student	is	making interest‐only payments	in	the total	 loan	amount,	
but	not	in	the	amount	of loans	in repayment. 		Both of	these	options	were	created	 to	
provide	borrowers	additional	loan repayment flexibility	so	 that 	students	are less 
likely	to	enter	into	default.

Given	the	popularity	of	loan	consolidation14,	deferment	and	interest‐only	 
payments,	 how	the	Department	has 	chosen	to 	treat	these	loans	will	 greatly	impact	 
the	institutions	calculated repayment	rate. In each case the effect	 is	to	 lower	the	
repayment	rate.	 In	addition,	 the	students	who	exercise	these	options	are	likely	to	be	
those	who	are	most	financially	 at‐risk	regardless	of institution	type	(for‐profit,	not‐	 
for‐profit,	or 	public). As	noted 	above,	the	Department	reported repayment	rates	of	
36	percent	for	 for‐profit	programs,	56	percent	for	 public	programs	and	54	percent	
for	private	not‐for‐profit	programs. However, as	discussed	above	these	percentages	
do	not	account	for	the	number	of 	at‐risk	students	being served. As	shown	in	the 
table	below	there	 is	a	strong correlation	between 	the	Department’s	repayment	rates	 
and	the	percent	of	 Pell	recipients	in	the	institution.	 Thus, it is	not surprising	to	find 
that 	institutions	serving	high‐risk	students	are more	 likely to 	have low	 repayment	 
rates. 

14 According	 to	 the	 for‐profit	 student	 level	 data	 that we	 reviewed 	approximately  25%  of  the  loans  
were	 consolidated. 
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Table 10
 
Average Repayment Rate
 

by Pell Category
 

Average of 
Percent Estimated Number of 

Pell Repayment OPEID 
 Category Rate Observations 
0-20% 61.5% 649 

20-40% 53.0% 1,617 

40-60% 43.5% 1,332 
60-80% 34.3% 975 
80-100% 31.6%  676 

As	previously	 discussed,	for‐profit	institutions	tend	to	 serve students	 who	
have	traditionally	 been 	denied	access to postsecondary	education,	 including	Pell‐
eligible	students.		Given	 the	high	 percentage	of	low‐income	and low‐wealth	students	
at	for‐profit	schools,	it	is	not 	surprising	to 	find	lower	repayment 	rates	within	 these	
institutions.		For	an	institution,	one	method	of	increasing	repayment	rates	 is	to	limit	
the	number	of	at‐risk	students	they	enroll. 		We	are	concerned	that	an	unintended	 
consequence	of	the	rule could	be for	 schools	 to	 cease	open	enrollment	 policies, and	 
to	avoid	admitting	students	likely	to	borrow	large	amounts.		 As 	we	have emphasized	 
throughout	 our	comment,	if	these students	would	have	attended	a program	that	
would	 have	offered	them	large	returns,	 restricting	them	from	attending	is	not in	the	
students’	interest. 

E. The proposed rule does not account for macroeconomic conditions, 
which are likely to influence the indicators in the formula 

When	evaluating	a	particular 	program	it	should	be	the	quality	of	the	program	 
that	should	be	measured,	not	the 	cost	or	short‐term post‐completion	earnings.	 As	 
we	initially	stated,	the	cost	of a 	program	for an	individual	is 	only	“too”	 high	when	the	
costs	exceed	the	lifetime	benefits	for	the	individual.	 The department’s	attempt	to	
measure	quality based	on 	repayment	 rates	and 	debt‐to‐income	ratios	is	too	highly	 
correlated	with	the 	broader	economy	for 	which	no	institution	can	predict	or	control.	 
Simply	based 	on	changes	in	 macroeconomic	conditions	a	program	can	move	from	
eligible	to	ineligible,	with	 no	 change	 in	the	quality	of	service being
provided.	 When	the	economy	is	“booming”	there	may	be	poor‐quality	programs
that	meet	the	thresholds	recommended	by	the department, 	and 	when	the	economy	 
is	in	 a	recession	high‐quality 	programs	 will	fail	to	meet	the 	thresholds	 
recommended	by	the	 department. 

F. New programs may face significant barriers, limiting the potential for 
growth of the education sector 

According	to	the	NPRM,	institutions	would	have 	to	apply for	 approval	of	new	 
programs	if the	program	wishes to	be	eligible	to	receive	Title	 IV	aid.	 Approval 
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would	 require	the	institution	to 	provide	“(1)	the projected	enrollment	 for	the
program	for	the	next	five	years	for each location	of	the	institution	that	 will	offer	 the	
additional	program,	(2)	 documentation	from	employers	not	affiliated	 with	the	
institution	that	 the	program’s	curriculum	 aligns with recognized	occupations	at	 
those	employers’	businesses, 	and	 that	there	are	projected job	vacancies	or	expected
demand	for	those	occupations	at	 those	 businesses,	 and	(3)	if	the	additional	program
constitutes	a substantive	change,	 documentation	of the approval 	of	the	substantive	
change	from	its	accrediting	agency.”	 The	programs	would then be subject	to	the	
gainful	employment restrictions	 as	soon	as	data 	was	available,	 and	before then	
based on data	 from existing programs at	that	institution	from the	same	job	family.

Given the approval	 process	suggested	in the NPRM,	 the barriers	 faced	 by	
institutions	in	introducing	new	 programs may	 be	quite	substantial.	 If	these	barriers	
in	any	way	 restrict	programs	from	starting,	the	 growth	 rate	of	 graduates	from	 for‐	 
profit	postsecondary	 institutions	would	 slow as	a	 result. 

Part IV: Recommendations 

As	we	have tried	to	emphasize	throughout 	our	comment,	we	believe	the	 
focus	of	the	Department	of	Education	should 	be on	ensuring	access	to	education	for	 
all students for whom the	 benefits are likely to	outweigh	the	costs.	 We	believe	the	
current	proposed	rule	 does	not	achieve	 these	 goals. In	particular,	we	 believe	 the	
focus	on	debt	to	earnings	ratios rather than	on	the	earnings 	gains that	 result	from 
education	will	cause	some	good	 programs	to	 be 	shut	down.	 Additionally,	for	the	
reasons	outlined	in	the	 previous	sections	we	 think	there	is	potential	for	programs	to	
be	closed	or 	restricted	for reasons	unrelated	to	 quality,	and	for	postsecondary	
access	to	be	restricted	generally 	and particularly for groups 	of	students that	have	 
historically had	low 	access.		 For	 this	reason,	we	 think	the	formula	should be	
completely	 rethought.

However,	if	 the	Department	of	 Education	is	going	to	proceed	with	a rule	that	
resembles	the	one	described	in	the NPRM, we	recommend the following	 
adjustments. 

1. The annual debt payments used in the calculation of debt to earnings ratios 
should be the lowest debt payment that each student has the option of 
choosing. 

If	the	goal	of	the	 rule	is	 to	protect	students	from	having	required	 debt	
payments	that	are	 too	high, the	 rule	should	recognize	that	students	are	legally	able	
to	reduce	those	payments	by	either	extending	 the	length	of	the	 loan	or by	entering	
into 	income‐based repayment.	 Any 	student	who	is	having	trouble	 making	Title	IV	 
loan	payments	in	the	early years 	after	 completing	school	can	reduce	his	annual	loan	 
payments	using	one 	of	 these	options. It	is	therefore incorrect to	characterize	the	 
student’s	annual	debt burden 	by	the	payment that would be	 required by	a 10‐year	 
repayment	period. 
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If such	 a calculation were logistically difficult,	 an	alternative	would 	be to 
calculate	debt	payments	assuming	a 	15‐	or 20‐year 	repayment 	period.	 All	students	
have	the	option	of	choosing	to	extend	the	loan	period	of	Title	 IV	 loans,	 to	different 
lengths	that 	depend	on	 the	size	 of 	the	loan.			The	allowed	length	that	corresponds	to	
each	student’s	loan	size	could	be	used,	or	the	average	allowed	 length	 could	 be	used. 

2. The option of using publicly available data to compute earnings, in addition 
to a measure of actual earnings, should be brought back to the proposal. 

The	rule	that	was	proposed	in	January	of	2010	included	a 	measure	of	 
earnings	that	was	based	on	Bureau	of	Labor	 Statistics estimated 	earnings,	as	well	as	 
the	option	for	schools	to 	submit	 their	own	data	on	actual	earnings	 of	 their	
graduates.	 We	applaud	 the	Department	of	Education in	their	attempt	 to improve the
measure	of	earnings	through	the	use	of	administratively	collected	individual	
earnings	for 	the	students	that	attended	 each	program.	 Unfortunately,	as we
describe	above,	these	data	also	 have	shortcomings	(e.g.	the	inability	to	distinguish	
between	full‐year	and	part‐year	workers,	small	 samples	from	which	to	 estimate	
averages	or	medians,	possible	underreporting of	earnings by	self‐employed	 
workers).

While	we	were	critical	 of	particular	details	regarding	the	BLS	 earnings	 
estimates	that 	were proposed	in January	2010,	 the	use	of a publicly	available	data	
source	has	some	advantages	relative	to	what	is 	currently	proposed.	 Because	the	
two	methods	have	 different	strengths	and	weaknesses,	 we	suggest the Department	
of	Education	considers	basing	 their	estimate	of	 earnings	on both	sources	of	data.
One	possibility	would	 be	to	allow schools	 to	choose	which	 of	the	two	 methods	to use	
each	year.	 This	would	 protect,	for	example,	 against	the year‐to‐year	 fluctuations	in	
the	actual	earnings	measure	that 	are	likely	to occur 	for	small programs	 in	particular. 

3. The allowable debt to earnings ratio should relate to the length of the 
program. 

In 	theory, 	actual	earnings 	should be 	higher	for students	who	complete	longer	
programs.	 Given	the	small	size	of	many	programs,	we	are	concerned	that	the	small	
samples	from	which	averages	or	medians	are	calculated	will	not	 appropriately	
capture	the	 true	relationship	between	 program length and earnings.	 For	this	 
reason,	we	suggest	that the Department of 	Education consider	adopting	different	 
debt 	to	earnings	ratio standards	for	different	 length	programs.

In	addition,	if	the	Department	of 	Education	elects	to	use	a	measure	of	 
earnings 	based	on	the	 BLS	data,	as it	proposed	 in January of 2010,	we	suggest	that
adjustments	be	made	to those	numbers	to	account	for	the	fact	that	on	average	
students	who	complete	more	years	of	 college	earn	more. 
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4. Measures that are used in the proposed formula for each program should be 
based on samples that are large enough to be statistically meaningful. 

As	we	discuss	above,	 the	data	we 	analyzed	suggest	that	many	programs	are	
small	enough	that	sample	sizes	should	be	a	concern.	 If	annual	samples	of	graduates
or	enrollees	are	used,	we	are	concerned	that 	debt	to	earnings	 ratios	and	repayment	 
rates	may	move	around	year‐to‐year	for 	reasons	unrelated	to	program	 quality.		 The	
Department	of	Education’s	analysis	did	not	address	problems	resulting	from	small	
program	size	because	that	analysis	was	in	some	cases	based	on	measures	for	
entities	 that	are	larger than	programs. We	suggest 	that	the	Department	 of
Education	clarify	how	a	 program	 will	be	 defined,	and	conduct	analyses	 of potential	
impact	using	data	defined	at	the program	level	 in	the	way	that	 would	be done	if	the	 
rule	were	implemented.

As	we	have	described	above,	 some 	of	the	measures	used	in 	the	proposed	rule	
are	likely	 to	change	year	to	year	for	 reasons	unrelated	to	the	 quality	or	 actions	of	the	
program.	 Much	of	this	 year‐to‐year	variation	will	result	from	small	sample	sizes,	
though 	some	of	it	will	result	from	external	factors	such	as	the 	macroeconomy and	
choices	by	students.		 The	reliance	on	measures	 that are prone to	move	around	 like	
this	will	reduce	the	incentive	the	rule	 creates	for	schools	to change	their	behavior. 

5. The rule should account for the fact that macroeconomic events, such as 
recessions, can cause negative employment and loan repayment outcomes, 
and that these events are often not predictable at the time students enroll in 
programs. 

It	is	likely	the	case	that 	both	 repayment rates	and annual	 earnings of	
graduates	are	currently	lower	as	 a	result	in	part of	 a	 recession.	 It	can	be	difficult	to	 
predict	at 	the	time	a	student enters a program what the	 macroeconomic	conditions	
will	be	when	he	completes	and	is	looking	for	 a job. It 	would 	be	a	mistake	to	 
attribute	the	effects	of a severe	recession	 to	 individual schools	 or programs.	 We	 
expect 	that with 	no	adjustments	the proposed 	rule	would	designate	 more programs	 
ineligible	and	restricted	during 	recessions,	and	fewer	during	booms.	 However,	all	 
else 	equal,	the total	economic	cost	 of	education	is	lower	during recessions	because	
the	cost	includes	foregone	earnings	from	the	 labor	 market.	 As	a 	result,	 the	rule	will	
lead	to	more	restrictions	on	enrollment	growth	 at	times	when	demand	is	likely	to	be	
highest,	 and	total	economic cost	is	likely	to	be	lowest. 

6. The warnings that programs are required to disclose should be precise and 
should provide students with good information 

We	support the	idea	of	providing 	more	information	to	students to	help	them	
make	good	 decisions	regarding	their	education.		 To	the	extent	that	warnings	provide	
students	with	better	 information	about	the	 likely	debt	payments 	they	will	 have	to	 
make	and	the	prospects	for	employment	they	are likely	to	face,	 we	think	they	will	 
help 	students.		However, 	information 	can	also	lead	students	to	 make	 decisions	that	
are	bad	for	them	if	it	is	misleading.	 For	example,	consider	a small	 program	whose 
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repayment	rate	 moves	dramatically	 from	high	 to	low	because	it	is	based	on	the
experiences	of	a 	small	number	of 	students.		 It	would	be	misleading	to	prospective	
students	to	tell	them	that	this	program	has	a 	low 	repayment 	rate,	without	informing 
them	what	this	assessment	is	based	on	(i.e. that	 it	is	based	on a	small	sample and	 
that	two	years	ago	the	repayment 	rate was high). 
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Appendix A: A response to Dr. Carnevale 

In	a	separate	comment	 submitted	in	 response	 to 	the	same	NPRM,	Dr.
Anthony	Carnevale	makes	direct	reference	to	 a	report	we	wrote	regarding	the	
gainful	employment	proposal.	 We	 address	his	criticisms	directly 	here	 because	we	 
believe	 they	are	 incorrect,	and	because	 some	of	 the	points 	he	disputes	 are	central	to	 
the	argument	we	describe	in	our	comment.

Dr. Carnevale	points	out	correctly	that	the	returns	to	education	are	usually	
estimated	to	be	between	8	and	15	 percent	per year 	of	schooling. He	then	points	 out	
that	these	estimates	are	 not	based	 on	studies	 of	students	 at	for‐profit	colleges.		 He	
also	claims	that	these	estimates 	are 	“based	on	studies	of	students	with	 Associate’s	 
and	Bachelor’s	degrees”.

This	is	not	correct.	 It	is	true	 that	some	studies	compare	students	with	those	
degrees	to	high	school	graduates. However,	what	is	arguably the best	study	of	the
returns to	education	compares	the	earnings	of	 students	who	drop 	out	at	different 
points	in	high	school,	depending 	on	when	they	reach	the	age	at	 which	compulsory	 
schooling	laws	allow	them 	to	(Angrist	and	 Krueger,	1991).	 This	 study	 estimates	the	
return	to	a year	of	high	 school, 	among	high	school	dropouts,	and	finds	 a return	of	10	 
percent per	year	of schooling. The	highest‐quality	study	that	examines	the	returns	
to	community	college	education	is	by	Tom	Kane	and	Cecilia	Rouse 	(1995).	 Using	
data	that	follows	students	who	completed	high	 school	in	1972,	they	find	that	the	
returns	per	credit	at 2‐year 	colleges	is	no	 different	 than	the return	per	credit	at 4‐
year	colleges;	this	is	true	both 	for	students	who	 completed	Associate’s	degree	 
programs	and	for 	those	 who	only	 completed	a semester	or	two’s	worth of	classes.
On	a	per	year	basis,	they	find	returns	of 4‐6	percent.		 These	estimates	come	from	a	
period	when	the	return	 to	education	was	on	 the	low	end	of the	8‐15	percent	range.
As	is	well	documented,	the	return to education	has	risen	consistently	over	time
since	then.		 If	the	return	to	community	college	 has	risen	in	the	same	 proportion	 with	
the	returns	to	all	other	levels	of	schooling	that	 have	 been	studied,	ranging	from	high	
school	to	college,	 these	estimates	imply	 the return	is	likely 	between	8	 and	10	 
percent	today.

Since	the	 time	 both	of	those	studies 	measured earnings,	the	returns	 to 
education	has	consistently 	increased.	 Claudia Goldin and Lawrence	Katz	(2008),	
two	of	the	most	well	 respected	researchers	on	the	subject	and	professors	of	
economics	at 	Harvard 	University,	estimate that	 in	2005	the	return	to	education	was	
between	13	 and14	percent	per	year. Thus, a	 student completing four	 years	of	
college	on	average	earned	more	than	55	 percent	more	each	year	than	a high	school
graduate.		They	conclude that:

The	true	economic	rate	of	return 	would remain	high	even	after	
adjusting	for	the	direct	 resource	costs	of	providing	a 	college	 
education.		Thus,	investments	in	 schooling	would	 appear	to	 make 
enormous	economic	sense.	 What	is 	preventing America	from	crossing	 
the	finishing	line? 
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One	possibility	is	that	some	 young people might not actually	 benefit	 
from	going	 to	 college.	 The 	rate	 of	return	we	have estimated	may	not	 
be	applicable	to	some	young	people who	do	not 	currently	attend	 or	
complete	college.		 The	average	wage	 gap	between college 	and 	high	
school	workers	may,	therefore,	 overstate	the	 returns	to	those	on	the	
margin	of	 going	to	college.		But 	that	possibility	appears	not	to	 be	the	 
case. 

Recent	estimates	of	the	rate	of	 return	to	a year	 of	schooling	have	used
“natural	experiments”	from	policies	that	have 	increased	 access	 to	
college,	 changed	college tuition	subsidies	or	merit	aid,	and	altered	
compulsory 	schooling	laws.	 These 	carefully	executed	 studies	using	
plausibly	exogenous	variation	in	educational	attainment	find	high	
rates	of	return	to	further	schooling.	Because	these	returns	would	
accrue	to	the	marginal	 youth	affected by	such	 policy	interventions,	
often	 an	 individual	of	modest means,	they	 reinforce	our	 conclusion	
that	returns	could	be	extremely	 high for 	many	individuals	currently	
not	finishing	college	or	 even	not	finishing	high	school.	 (Goldin	and	 
Katz,	2008,	p.	336.)

Dr. Carnevale	also	suggests	that 	it	does	not	make	sense	to	base educational	
investment decisions	on lifetime	earnings	for	 older students. Again,	this	is	incorrect.	
It	is	true	that	the	lifetime	benefit	from	 education	that	will	accrue 	to	an 	older	student	 
is	smaller	because	there	are	fewer years before 	retirement	in	which	they	 will	get	 
benefits.	 However, 	these	students	should	 still	 compare the future 	lifetime	earnings	
gains,	 properly	 discounted,	to	the	discounted	 costs	of	education.		 For	these	students,	
as	for	 any	others,	basing	educational	investment	decisions 	on	expected	 earnings	in 
the	few	years	following	 completion	of	the	schooling	would 	lead	 to	suboptimal	 
decisions. 

Furthermore,	 this	point	does	not 	affect	the	simplest	argument	we	make 
relating	the	return	to	education 	to	 advisable	debt	limits.		If it	 is	the	case 	that	a	two	 
year	college 	education	causes	annual	earnings	 to 	rise	by	10	percent	 per year,	a	 
student	spending	8 	percent	of his	annual	earnings	on 	student	loan	payments	is	2	
percent	better	off	for	the 10	years	he	repays	 the loan,	plus	the	full	10	percent	better	
off	for	 all	remaining	years	after	the	loan	is	 repaid.	 This	is	true	regardless	of	the	age	
of	the	student,	so	long	as	the	return	per	year	 is	 the	same.		 There	is	no	research	of	
which	we	are	aware	showing	that the returns	to	education,	 on 	an 	annual basis,	are	 
lower	for	older	students. 

Dr.	Carnevale	also	puzzlingly	argues 	that	“lifetime	earnings 	should	not	 be	 
taken	into	account	because	it	is	unreasonable	to ask individuals	to 	be	 burdened	 by	
student	debt	over	their	lives;	there	should	 be	a	point	where	the	student	reaps	the	
gains.”	 If	a	student	takes	on	student	 loan	payments	that	 are	less	than	the total	
annual	return	to	the	education	those	loans	support	(e.g.	8 	percent	per	year	of	 
schooling,	and	two	years	of	college implies a 	16 percent per year	increase	in
earnings),	that	student	 reaps	the	gains	 in	every year. This is true	to	a lesser	extent 
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in	the	years 	he	is	repaying the	loans,	 and	 the	calculation	should	include	as	costs	any
earnings	he	has	to	forgo 	while	he	is	in	school,	but	he	still	earns	more	even	after	
paying	his	loans	than	he	would 	have if	he	had	 no	loans	and none of	the	schooling	the	 
loans	supported. 
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“Synthetic” estimates of work-life 
earnings are created by using the 
working population’s 1-year annual 
earnings and summing their age-spe­
cific average earnings for people 
ages 25 to 64 years. The resulting 
totals represent what individuals 
with the same educational level 
could expect to earn, on average, in 
today’s dollars, during a hypothetical 
40-year working life. A typical work-
life is defined as the period from age 
25 through age 64.  While many peo­
ple stop working at an age other 
than 65, or start before age 25, this 
range of 40 years provides a practi­
cal benchmark for many people. 

Does going to school pay off?  Most peo­
ple think so. Currently, almost 90 percent 
of young adults graduate from high 
school and about 60 percent of high 
school seniors continue on to college the 
following year.  People decide to go to 
college for many reasons.  One of the 
most compelling is the expectation of 
future economic success based on educa­
tional attainment. 

This report illustrates the economic value 
of an education, that is, the added value of 
a high school diploma or college degree.  It 
explores the relationship between educa­
tional attainment and earnings and demon­
strates how the relationship has changed 
over the last 25 years. Additionally, it pro­
vides, by level of education, synthetic esti­
mates of the average total earnings adults 
are likely to accumulate over the course of 
their working lives. 

These synthetic estimates of work-life 
earnings, which are based on data from 
the Current Population Survey (CPS), are 
illustrative and do not predict actual 
future earnings.  The synthetic work-life 
earnings are “expected average amounts” 
based on cross-sectional earnings data for 
the preceding calendar year by age, sex, 
full- or part-time work experience, race, 
Hispanic origin, and educational attain­
ment groupings, as collected in the March 
1998, 1999, and 2000 Current Population 
Surveys (CPS).1 The synthetic work-life 

1 This report refers to “work-life earnings” rather 
than “life-time earnings.” The latter would account 
for the probability of life events, which might alter 
the average number of years people work, such as 
early death or accidents leading to disability. 

estimates are thus based on 1997-1999 
earnings data and are shown in terms of 
“present value” (constant 1999 dollars).2 

These synthetic estimates are shown in 
detail in three tables at the end of this 
report.   

EDUCATION AND EARNINGS 

We are more educated than ever. 

In 2000, 84 percent of American adults 
ages 25 and over had at least completed 

2 See the Methodology section of this report for a 
detailed explanation of the limitations of these esti­
mates. The estimates in this report are based on 
responses from a sample of the population.  As with 
all surveys, estimates may vary from the actual values 
for the entire population because of sampling varia­
tion, or other factors. All statements made in this 
report have undergone statistical testing and meet 
Census Bureau standards for statistical accuracy. 



 

high school; 26 percent had a bach­
elor’s degree or higher.3 Both fig­
ures were all-time highs.  In 1975, 
63 percent of adults had a high 
school diploma, and 14 percent had 
obtained a bachelor’s degree.4 

Much of the increase in educational 
attainment levels of the adult popu­
lation is due to a more educated 
younger population replacing an 
older, less educated population.  As 
more and more people continue 
their schooling, this more highly-
educated population pursues oppor­
tunities to enter into occupations 
yielding higher returns in earnings. 

Figure 1. 
Work Experience and Average Annual Earnings of 
Workers 25 to 64 Years Old by Educational 
Attainment: 1997-1999 

(Earnings in 1999 dollars) 
Full-time, year-round workers 
All workers 

Percent 
full-time, 
year-round Education 

Doctoral 80.9 
$89,400 

degree 

Professional 83.6 
degree 

Master's 76.1 
degree 

Bachelor's 76.7 
degree 

Associate's 74.9 

$81,400 

$109,600 

$99,300 

$62,300 

$54,500 

$52,200 

$45,400 

$38,200 

degree 

73.9 Some college 

High school 73.1 
graduate 

Not high school 65.3 
graduate
 

$33,000 

$36,800 

$31,200 

$30,400 

$25,900 

$23,400 

$18,900 

Source: U.S. Census Bureau, Current Population Surveys, March 1998, 1999, and 2000.
 

Earnings increase with 
educational level. 

Adults ages 25 to 64 who worked at 
any time during the study period5 

earned an average of $34,700 per 
year.6 Average earnings ranged 
from $18,900 for high school 
dropouts to $25,900 for high school 
graduates, $45,400 for college grad­
uates, and $99,300 for workers with 
professional degrees (M.D., J.D., 
D.D.S., or D.V.M.).  As shown in 
Figure 1, with the exception of 

workers with professional degrees 
who have the highest average earn­
ings, each successively higher edu­
cation level is associated with an 
increase in earnings. 

Work experience also influences 
earnings. Average earnings for 
people who worked full-time, year-
round were somewhat higher than 
average earnings for all workers 
(which include people who work 
part-time or for part of the year). 
Most workers worked full-time and 
year-round (74 percent).  However, 
the commitment to work full-time, 
year-round varies with demographic 
factors, such as educational attain­
ment, sex, and age. For instance, 
high school dropouts (65 percent) 
are less likely than people with 
bachelor’s degrees (77 percent) to 

work full-time and year-round. 
Historically, women’s attachment to 
the labor force has been more irreg­
ular than men’s due mostly to com­
peting family responsibilities.7 

Earnings estimates based on all 
workers (which includes part-time 
workers) include some of this vari­
ability.  Yet, regardless of work 
experience, the education advan­
tage remains. 

Earnings estimates based on full-
time, year-round workers provide a 
more straight-forward view of 
potential earnings and remove 
some biases for demographic group 
comparisons. The resulting 

3 For a further explanation about educa­
tional attainment, see Eric Newburger and 
Andrea Curry, Educational Attainment in the 
United States: March 1999, Current 
Population Reports, P20-528, U.S. Census 
Bureau, Washington, DC, 2000. 

4 Prior to 1992, educational attainment 
was measured using a two-part question 
referring to years of schooling “What is the 
highest grade or year of regular school ever 
attended?” and “Did you complete the 
grade?” Since 1992, a new question asks 
specific degree completion levels beyond 
high school. For a more detailed discussion 
of the question changes, see Robert 
Kominski and Andrea Adams, Educational 
Attainment in the United States: March 1993 
and 1992, U.S. Bureau of the Census, 
Current Population Reports, P20-476, U.S. 
Government Printing Office, Washington, DC, 
1994. 

5 The study period covers 3 years – 1997, 
1998, and 1999. Earnings are represented 
in 1999 dollars. 

6 Though medians provide a measure of 
central tendency less sensitive to outliers, 
and so are often used in describing earnings 
data, means present fewer computational 
difficulties, both in modeling the synthetic 
work-life estimates and in creating statistical 
procedures to test these estimates. 

7 See Suzanne M. Bianchi and Daphne 
Spain. American Women in Transition. 
Russell Sage Foundation, New York, 1986. 
pp. 139-168. 
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synthetic work-life estimates 
assume full employment through­
out one’s work-life.  These esti­
mates cannot account for an indi­
vidual’s past partial employment or 
unemployment, which may reduce 
current full-time earnings.8 The 
text of this report discusses earn­
ings for full-time, year-round work­
ers only, though findings for all 
workers are shown in the tables. 

Figure 2. 
Average Earnings of Full-Time, Year-Round 
Workers as a Proportion of the Average Earnings 
of High School Graduates by Educational 
Attainment: 1975 to 1999 

Average earnings as a proportion of high school graduates' earnings 
3.0 

2.5 

2.0 

1.5 

1.0 

0.5 
1975 1977 1979 1981 1983 1985 1987 1989 1991 1993 1995 1997 1999 

Advanced degree 

Not high school graduate 

High school graduate 

Some college or associate's degree 

Bachelor's degree 

Source: U.S. Census Bureau, Current Population Surveys, March 1976-2000. 

Historically, education has 
paid off. 

Over the past 25 years, earnings 
differences have grown among 
workers with different levels of edu­
cational attainment. As Figure 2 
shows, in 1975, full-time, year-
round workers with a bachelor’s 
degree had 1.5 times the annual 
earnings of workers with only a 
high school diploma.9 By 1999, this 
ratio had risen to 1.8. Workers with 
an advanced degree, who earned 
1.8 times the earnings of high 
school graduates in 1975, averaged 
2.6 times the earnings of workers 
with a high school diploma in 1999. 
During the same period, the relative 
earnings of the least educated 
workers fell. While in 1975, 

full-time, year-round workers with­
out a high school diploma earned 
0.9 times the earnings of workers 
with a high school diploma; by 
1999, they were earning only 0.7 
times the average earnings of high 
school graduates. 

The historical change in relative 
earnings by educational attainment 
may be explained by both the sup­
ply of labor and the demand for 
skilled workers. In the 1970s, the 
premiums paid to college graduates 
dropped because of an increase in 
their numbers, which kept the rela­
tive earnings range among the edu­
cational attainment levels rather 
narrow.  Recently, however, techno­
logical changes favoring more 
skilled (and educated) workers have 
tended to increase earnings among 
working adults with higher educa­
tional attainment, while, simultane­
ously, the decline of labor unions 
and a decline in the minimum wage 
in constant dollars have contributed 
to a relative drop in the wages of 
less educated workers.10 

SYNTHETIC EARNINGS 

Earnings differences by 
educational attainment 
compound over one’s lifetime. 

Synthetic estimates of work-life 
earnings dramatically illustrate the 
differences that develop between 
workers of different educational 
levels over the course of their 
working lives. 

As shown in Figure 3, for full-time, 
year-round workers, the 40-year 
synthetic earnings estimates are 
about $1.0 million (in 1999 
dollars) for high school dropouts, 
while completing high school 
would increase earnings by anoth­

8 The annual earnings and work-life earn­
ings for a specific individual may differ sig­
nificantly from the group averages presented 
in this report.  Some factors, which can help 
explain the differences, include the individ­
ual’s work history and continuity, occupa­
tion, type and quality of education and field 
of training (college major), motivation, and 
location. For further discussion on field of 
training and earnings, see Bauman, Kurt and 
Camille Ryan, What’s It Worth? Field of 
Training and Economic Status: 1996, Current 
Population Reports, P70-72, U.S. Census 
Bureau, Washington DC, 2001. 

9 Data in Figure 2 are based on full-time, 
year-round workers 18 years old and over. 

10 Boesel, David, College for All? Is There 
Too Much Emphasis on Getting a 4-year 
College Degree? National Library of 
Education Department of Education NLE 
1999-2024, 1999. 
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er quarter-million dollars (to 
$1.2 million). People who attend­
ed some college (but did not earn 
a degree) might expect work-life 
earnings of about $1.5 million, and 
slightly more for people with asso­
ciates degrees ($1.6 million).  Over 
a work-life, individuals who have a 
bachelor’s degree would earn on 
average $2.1 million — about one-
third more than workers who did 
not finish college, and nearly twice 
as much as workers with only a 
high school diploma. A master’s 
degree holder tops a bachelor’s 
degree holder at $2.5 million. 
Doctoral ($3.4 million) and profes­
sional degree holders ($4.4 million) 
do even better. 

The large differences in average 
work-life earnings among the edu­
cational levels reflect both differen­
tial starting salaries and also dis­
parate earnings trajectories — that 
is, the path of earnings over one’s 
life. As Figure 4 shows, the earn­
ings paths of people with doctoral 
and professional degrees look very 
different from those of workers at 
other levels of education. At most 
ages, however, more education 
equates to higher earnings.11 

Indeed, the educational payoff is 
most notable at the highest educa­
tional levels. 

SEX, EDUCATION, 
AND EARNINGS 

The educational gap between 
men and women is narrowing. 

Among people ages 25 and older, 
the percentage of men and women 
with a bachelor’s degree has 
increased sharply over the past 25 
years, with women markedly 

narrowing the gap.  In 1975, 
18 percent of men and 11 percent 
of women had attained a bachelor’s 
degree.  By 2000, 28 percent of 
men and 24 percent of women had 
a bachelor’s degree.  In fact, in 
each year since 1982, more 
American women than men have 
received bachelor’s degrees.12 

Additionally, 84 percent of both 
men and women had completed 
high school in 2000, up from 
63 percent for men and 62 percent 
for women in 1975. 

Figure 3. 
Synthetic Work-Life Earnings Estimates for Full-Time, 
Year-Round Workers by Educational Attainment 
Based on 1997-1999 Work Experience 

Source: U.S. Census Bureau, Current Population Surveys, March 1998, 1999, and 2000. 

(In millions of 1999 dollars) 

Not high school 
graduate 

High school 
graduate 

Some college 

Associate's 
degree 

Bachelor's 
degree 

Master's 
degree 

Professional 
degree 

Doctoral 
degree 

$1.0 

$3.4 

$4.4 

$2.5 

$2.1 

$1.6 

$1.5 

$1.2 

Men earn more than women at 
each education level. 

Men had higher average earnings 
than women with similar educa­
tional attainment. Among full-
time, year-round workers ages 25 
to 64, the female-to-male earnings 
ratio was 0.67 during the study 

period.13 This wage gap occurred 
with very little variation at every 
level of educational attainment. 

Across the ages, however, the 
female-to-male earnings ratio was 
higher among younger full-time, 
year-round workers (0.84) than 
among older workers (0.56). 
Clearly, younger women begin 
their work-life with earnings much 
closer to those realized by men.14 

This pattern of male and female 
younger workers starting with 
closer earnings than those of older 

11 With the exception of workers with pro­
fessional degrees who have the highest aver­
age earnings. At some ages, average earn­
ings for people with some college and for 
people with an associates degree are not sig­
nificantly different. 

12 See National Center for Education 
Statistics, Digest of Education Statistics 
1999, U.S. Department of Education, 
NCES2000-031, Table 249. 

13 Among all workers, including part-time 
workers, the female-to-male earnings ratio 
was 0.57. This greater difference reflects a 
higher proportion of part-time or seasonal 
workers among women. 

14 Some of the persistent, though shrink­
ing, differences in earnings may be related 
to field of study. Women have historically 
tended to major in fields with lower econom­
ic rewards than have men.  While this 
remains the case, a growing proportion of 
female college graduates now receive bache­
lor’s degrees in more highly paid fields, such 
as business or computers (National Center 
for Education Statistics, “1999 Digest of 
Education Statistics,” U.S. Department of 
Education, NCES 2000-031). 
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Figure 4. 
Earnings Trajectories for Full-Time, Year-Round Workers by 
Educational Attainment Based on 1997-1999 Work Experience 

Source: U.S. Census Bureau, Current Population Surveys, March 1998, 1999, and 2000. 
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Figure 5. 
Women's Earnings Relative to Men's by Age and 
Educational Attainment: 1997-1999 

Source: U.S. Census Bureau, Current Population Surveys, March 1998, 1999, and 2000. 

(Women's earnings as a proportion of men's earnings for 
full-time, year-round workers) 
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workers is not new.  In 1975, the 
earnings ratio was 0.69 for 
younger workers compared with 
0.56 for older workers. The age 
differences remain, although the 
earnings gap between younger 
men and women is closing. 

Figure 5 illustrates the variation in 
female-to-male earnings ratios by 
age and education level for the 
1997-1999 study period. At both 
the high school and bachelor’s 
attainment level, the earnings of 
younger women and men are rela­
tively close with women earning 
about four-fifths of men’s earnings. 
However, for workers with a bache­
lor’s attainment, the earnings dif­
ference between men and women 
becomes more pronounced as 
workers age (from 0.81 for ages 
25 to 29 years compared with 0.60 
for ages 60 to 64), compared with 
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a relatively flat earnings difference 
for workers at the high school 
level.15 

Numerous events over one’s work-
life may account for the expanding 
wage gap with age, such as contin­
uous participation in the labor 
force, commitment to career goals, 
competing events, discrimination, 
and promotions.  These and other 
factors may lower the earnings of 
women relative to men, and these 
differences play out dramatically 
with total work-life earnings. 

The gap between men’s and 
women’s work-life earnings is 
substantial. 

On average, a man with a high 
school education will earn about 
$1.4 million from ages 25 to 64 
years. This compares with about 
$2.5 million for men completing a 
bachelor’s degree and $4.8 million 
for men with a professional 
degree.  In contrast, men with less 
than a high school education will 
earn an average of $1.1 million 
(Figure 6). 

Women completing high school will 
earn an average of $1.0 million, 
about 40 percent less than the 
estimated $1.6 million for women 
completing a bachelor’s degree. 
The work-life payoffs for women 
with professional ($2.9 million) 
and doctoral ($2.5 million) 
degrees, though substantial, lag 
markedly behind those of men 
with the same educational attain­
ment. 

The cumulated difference between 
men and women amounts to about 
$350,000 for high school 

dropouts.  The difference increases 
to $450,000 for high school gradu­
ates and to about twice that for 
bachelor’s degree holders.  Men 
with professional degrees may 
expect to earn almost $2 million 
more than their female counter­
parts over their work-life. 

Figure 6. 
Synthetic Work-Life Earnings Estimates for Full-Time, 
Year-Round Workers by Sex and Educational 
Attainment Based on 1997-1999 Work Experience 
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Source: U.S. Census Bureau, Current Population Surveys, March 1998, 1999, and 2000. 
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RACE AND HISPANIC 
ORIGIN, EDUCATION, 
AND EARNINGS 

Educational attainment and 
work-life earnings vary by 
race and Hispanic origin. 

Educational attainment differs sig­
nificantly by race and Hispanic ori­
gin. Among adults 25 years old 
and over in 2000, 88 percent of 
White non-Hispanics, 86 percent of 
Asians and Pacific Islanders, and 
79 percent of Blacks had attained 

at least a high school diploma.16 

Similarly, 28 percent of White non-
Hispanics, 44 percent of Asians 
and Pacific Islanders, and 17 per­
cent of Blacks had received a 
Bachelor’s degree.  For Hispanics 
(who may be of any race), only 
57 percent had a high school 
diploma and 11 percent a bache­
lor’s degree.  Even accounting for 
these large differences in 

15 The female-to-male earnings ratio for 
workers ages 60-64 with a high school 
diploma does not differ significantly from 
the ratio for younger workers, ages 25-29. 

 

16 Because Hispanics may be of any race, 
data in this report for Hispanics overlap 
slightly with data for the Black population 
and for the Asian and Pacific Islander popu­
lation. Based on the March 1998, 1999, 
and 2000 Current Population Survey sam­
ples, 3 percent of Black adults 25 to 64 
years old and 2 percent of Asian and Pacific 
Islanders 25 to 64 years old are also of 
Hispanic origin. Data for the American 
Indian and Alaska Native population are not 
shown in this report because of their small 
sample size in the March 1998, 1999, and 
2000 Current Population Surveys.  
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Figure 7. 
Synthetic Work-Life Earnings Estimates for Full-Time, 

Year-Round Workers by Educational Attainment, 

Race, and Hispanic Origin Based on 

1997-1999 Work Experience
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Source: U.S. Census Bureau, Current Population Surveys, March 1998, 1999, and 2000. 

educational attainment by looking 
at earnings within each education 
category, earnings differences per­
sist and can accumulate dramati­
cally over a 40-year work-life.17 

White non-Hispanics earn more 
than Blacks or Hispanics at almost 

every level of educational 
attainment.18 For example, among 
full-time, year-round workers with 
a high school education, White 
non-Hispanics will earn an average 
of $1.3 million during their work­
ing life, compared with about $1.1 
million earned by Blacks and 
Hispanics (Figure 7).  At the 

bachelor’s level, White non-
Hispanics can expect total earnings 
of about $2.2 million, compared 
with $1.7 million for Blacks or 
Hispanics. 

While Asians and Pacific Islanders 
earn less than White non-Hispanics 
with similar educational attainment 
at the high school graduate level 
and the bachelor’s level, Asians and 
Pacific Islanders with graduate 
degrees (master’s, doctoral, or pro­
fessional) have earnings similar to 
those of White non-Hispanics. 
Among full-time, year-round work­
ers with a high school diploma or 
bachelor’s degree, Asians and 
Pacific Islanders will earn about 
$200,000 and $400,000 less, 
respectively, than White non-
Hispanics during their work-life. 

Though on average, work-life earn­
ings are lower for Blacks and 
Hispanics than White non-Hispanics 
of the same educational attainment 
level, the educational investment 
still pays off.  Black workers with 
less than a high school education 
would earn less than a million dol­
lars during their work-life, increas­
ing to $1.0 million for workers with 
a high school education, $1.7 for a 
bachelor’s degree, and $2.5 million 
for an advanced degree.  Likewise, 
Hispanic work-life earnings also 
reflect this ascending outcome. 
Thus, regardless of race or ethnici­
ty, higher educational attainment 
equates to higher earnings. 

17 The small sample size of workers by 
race and ethnicity prevents this report from 
providing some kinds of detailed analysis by 
race or ethnicity for some education levels. 
However, summary statistics are possible, 
and these have been included. 

18 With the exception of workers with an 
associates degree where the work-life earn­
ings estimates for Hispanics do not differ sig­
nificantly than those for White non-Hispanics. 

The economic reward for each suc­
ceeding level of educational attain­
ment differs by group.  Though the 
work-life earnings differences 
between a high school dropout and 
a high school graduate are fairly 
uniform for the three race groups 
and Hispanics, about $200,000 
each, work-life earnings for workers 
with a bachelor’s degree compared 
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with workers with just a high 
school diploma increased by about 
$1,000,000 for White non-Hispanics 
and about $700,000 for Asians and 
Pacific Islanders, Blacks, and 
Hispanics. More dramatic differ­
ences appear between the work-life 
earnings for people with advanced 
degrees and bachelor’s degrees. 
Continuing college beyond the 
bachelor’s level pays an extra 
$800,000 for White non-Hispanics 
and Blacks compared with $1.3 mil­
lion for Asians and Pacific 
Islanders.19 

METHODOLOGY 

Assumptions and limitations 

An individual’s work-life earnings 
are the sum of each year’s earnings 
over that person’s work-life.  In this 
report, “synthetic” estimates of 
work-life earnings were created by 
using the working population’s 1­
year annual earnings and summing 
age-specific average earnings for 
people ages 25 and 64 years. The 
resulting totals represent what indi­
viduals with the same educational 
level would expect to earn on aver­
age in 1999 dollars, in a hypotheti­
cal 40-year working life. 

The work-life earnings estimates in 
this report depend upon several 
assumptions. First, the estimates 
assume current cross-sectional 
earnings are representative of the 
patterns in future earnings. 
Second, the average earnings of 
individuals in each age group have 
been based on all members within 
an age group without regard to 
work history, past performance, or 
other factors which may affect pay. 
Third, these estimates do not 

account for any future productivity 
gains in the economy, and there­
fore, the estimates may be low. 
Fourth, this report assumes uninter­
rupted labor force participation 
from age 25 to 64.  Since earnings 
are based on currently surviving 
workers and past research indicates 
differential mortality by education, 
the work-life estimates may be 
inflated differentially by education 
level. 

The limitations in the CPS universe 
also affect earnings estimates. 
Selecting only the resident, nonin­
stitutional population with earnings 
excludes a segment of adults with 
less education. This results in a 
higher estimate of the earnings of 
people with less education, and 
consequently, may understate the 
difference in work-life earnings 
between workers with less educa­
tion and workers with more. 

Many factors which affect earnings 
are not covered in this report. 
These include college major, conti­
nuity of occupation (or “career 
path”), or the motivation and effort 
put in at work by the individual. 
Information on other characteristics 
known to affect earnings is avail­
able from the Current Population 
Survey, but the limited sample size 
of these data preclude their use in 
this analysis. Occupation, marital 
status, family responsibilities or 
income requirements, area of resi­
dence, local job availability, and 
employment rates fall into this cate­
gory.  In addition, non-cash or 
fringe benefits data are not consid­
ered in the average earnings esti­
mates. 

Computational procedure 

The following equation describes 
the estimates, 

work-life earnings = 

where work-life earnings equals the 
sum of all the average earnings of 
workers of each age from 25 to 64 
years old. 

One of the difficulties in producing 
reasonable work-life estimates is 
the reliability of the available data. 
For many groups, the limited sam­
ple size of the Current Population 
Survey made earnings averages for 
members of certain sub-population 
groups unreliable.  To account for 
limited sample size, two steps were 
taken in developing the estimates. 

First, 3 years of sample data from 
the March 1998, 1999, and 2000 
CPS were consolidated into a single 
data set for analysis.20 All earnings 
data were adjusted to reflect 1999 
dollars using the Consumer Price 
Index.21 

Second, average earnings were gen­
erated on consolidated age groups 
rather than single years of age. For 
the total population of workers, and 
workers grouped by sex, averages 
were generated for 5-year age 
groups, summed, and multiplied by 
5. For workers grouped by race or 
ethnic origin, 10-year groups were 
used to generate averages, which 
were then summed and multiplied 
by 10. Limiting the sample to full-
time, year-round workers had little 
impact on sample sizes by charac­
teristic and so was not considered 
when choosing age groups. 

For example, earnings of Blacks 
were calculated using 10-year age 

19 For Hispanics, the estimated difference 
of $900,000 between the average work-life 
earnings of workers with bachelor’s degrees 
and workers with advanced degrees is not 
significantly different from those for White 
non-Hispanics, Blacks, or Asians and Pacific 
Islanders. 

20 The CPS March Supplement asks 
respondents to report earnings from the pre­
vious calendar year.  Therefore, March 1998, 
1999, and 2000 CPS include data on 1997, 
1998, and 1999 earnings. Because a propor­
tion of households are re-sampled and thus 
appear in 2 years of data, a correlation coef­
ficient which accounts for the resulting 
covariation is used in the calculation of stan­
dard errors, confidence intervals, and statis­
tical tests of significance. 

21 “CPI for All Urban Consumers, U.S. City 
Average for All Items,” as published by the 
U.S. Department of Labor, Bureau of Labor 
Statistics, series ID# CUUR0000SA0. 
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groups.  The estimation model thus 
took the following form. 

Work-life earnings = 10*(Average 
earnings of Black workers ages 25 
to 34 years) + 10*(Average earnings 
of Black workers ages 35 to 44 
years) + 10*(Average earnings of 
Black workers ages 45 to 54 years) 
+ 10*(Average earnings of Black 
workers ages 55 to 64 years). 

SOURCE OF THE DATA 

Most estimates in this report come 
from data obtained in March 1998, 
1999, and 2000 from the Current 
Population Survey (CPS). Some esti­
mates are based on data obtained 
from the CPS in earlier years.  The 
U.S. Census Bureau conducts the 
survey every month, although this 
report uses only March data for its 
estimates. 

ACCURACY AND 
RELIABILITY OF THE DATA 

Statistics from sample surveys are 
subject to sampling and nonsam­
pling error.  All comparisons pre­
sented in this report have taken 
sampling error into account and 
meet the Census Bureau’s standards 
for statistical significance. 
Nonsampling errors in surveys may 

be attributed to a variety of 
sources, such as how the survey 
was designed, how respondents 
interpret questions, how able and 
willing respondents are to provide 
correct answers, and how accurate­
ly answers are coded and classified. 
The Census Bureau employs quality 
control procedures throughout the 
production process — including the 
overall design of surveys, testing 
the wording of questions, review of 
the work of interviewers and 
coders, and statistical review of 
reports. 

The CPS employs ratio estimation, 
whereby sample estimates are 
adjusted to independent estimates 
of the national population by age, 
race, sex, and Hispanic origin. This 
weighting partially corrects for bias 
due to undercoverage, but how it 
affects different variables in the sur­
vey is not precisely known. 
Moreover, biases may also be pres­
ent when people who are missed in 
the survey differ from those inter­
viewed in ways other than the cate­
gories used in weighting (age, race, 
sex, and Hispanic origin). All of 
these considerations affect compar­
isons across different surveys or 
data sources.  Please contact Brandi 
York of the Demographic Statistical 
Methods Division via Internet e-mail 

at dsmd_s&a@census.gov for infor­
mation on the source of the data, 
the accuracy of the estimates, the 
use of standard errors, and the 
computation of standard errors. 

MORE INFORMATION 

The electronic version of this report 
is available on the Internet at the 
Census Bureau’s World Wide Web 
site (www.census.gov). Once on the 
site, click on “E” under the “Subjects 
A-Z” heading, and then “Educational 
Attainment.” 

CONTACTS 

For additional information on these 
topics, contact Jennifer C. Day, 
Education and Social Stratification 
Branch, on 301-763-2464 or via 
Internet e-mail (jday@census.gov). 

USER COMMENTS 

The Census Bureau welcomes the 
comments and advice of data and 
report users.  If you have any sug­
gestions or comments, please write 
to: 

Chief, Population Division 
U.S. Census Bureau 
Washington, DC  20233 

or send e-mail to: pop@census.gov 
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Tabl e 1. 
Synthetic Estimates of Work-Life Earnings by Educational Attainment, Work Experience, 
and Age, Based on 1997-1999 Work Experience 
(Numbers in 1999 dollars) 

Work experience and age 
Not high 

school 
graduate 

High 
school 

graduate 
Some 

college 

Associ­
ate’s 

degree 
Bachelor’s 

degree 
Master’s 

degree 

Profes­
sional 

degree 
Doctoral 

degree 

ALL WORKERS 

Work-life estimate . . . . . . . . . . . . . . . .  766,951 1,037,759 1,267,803 1,331,201 1,838,432 2,127,947 4,015,613 3,105,793 
90-percent confidence interval (±)1 . . . 

Average earnings 

18,998 11,594 22,553 36,334 29,007 52,134 218,750 161,514 

Total  . . . . . . . . . . . . . . . . . . . . . . . . . . .  18,894 25,909 31,192 33,020 45,394 54,537 99,253 81,430 
25 to 29 years. . . . . . . . . . . . . . . . . . . . .  15,346 20,975 22,871 25,403 33,031 37,211 42,662 47,457 
30 to 34 years. . . . . . . . . . . . . . . . . . . . .  17,238 24,282 28,164 29,642 41,417 47,080 65,355 61,159 
35 to 39 years. . . . . . . . . . . . . . . . . . . . .  18,311 25,633 30,747 32,347 46,532 58,179 104,366 79,221 
40 to 44 years. . . . . . . . . . . . . . . . . . . . .  19,426 27,696 33,663 36,143 49,724 55,577 102,191 82,947 
45 to 49 years. . . . . . . . . . . . . . . . . . . . .  19,230 27,936 34,457 35,784 50,322 59,379 109,435 87,146 
50 to 54 years. . . . . . . . . . . . . . . . . . . . .  21,514 27,942 36,725 37,671 54,419 58,897 98,787 88,590 
55 to 59 years. . . . . . . . . . . . . . . . . . . . .  21,716 27,643 35,838 37,827 50,981 58,848 127,745 89,769 
60 to 64 years. . . . . . . . . . . . . . . . . . . . .  

FULL-TIME, YEAR-ROUND 
WORKERS 

20,610 25,446 31,096 31,423 41,259 50,423 152,581 84,870 

Work-life estimate . . . . . . . . . . . . . . . .  950,097 1,226,575 1,494,989 1,563,702 2,140,864 2,463,059 4,411,542 3,440,001 
90-percent confidence interval (±)1 . . . 

Average earnings 

25,797 14,583 29,240 46,903 35,559 69,948 249,680 198,575 

Total  . . . . . . . . . . . . . . . . . . . . . . . . . . .  23,420 30,436 36,758 38,216 52,231 62,295 109,551 89,433 
25 to 29 years. . . . . . . . . . . . . . . . . . . . .  19,280 24,977 28,186 29,349 38,118 43,614 49,162 60,023 
30 to 34 years. . . . . . . . . . . . . . . . . . . . .  21,599 28,754 33,068 33,977 47,356 53,240 73,775 65,339 
35 to 39 years. . . . . . . . . . . . . . . . . . . . .  22,480 29,998 36,616 37,631 53,519 66,606 114,998 82,763 
40 to 44 years. . . . . . . . . . . . . . . . . . . . .  23,800 31,968 38,970 42,147 56,226 62,361 110,316 89,948 
45 to 49 years. . . . . . . . . . . . . . . . . . . . .  23,259 32,043 39,134 40,032 57,281 66,971 116,835 93,800 
50 to 54 years. . . . . . . . . . . . . . . . . . . . .  25,780 32,223 41,564 42,913 61,324 64,605 107,726 99,821 
55 to 59 years. . . . . . . . . . . . . . . . . . . . .  26,918 32,781 42,380 44,083 60,437 67,622 137,035 96,873 
60 to 64 years. . . . . . . . . . . . . . . . . . . . .  26,904 32,570 39,080 42,609 53,911 67,592 172,461 99,434 

1 This figure added to or subtracted from the estimate provides the 90-percent confidence interval.
 
Note: Average earnings based on means.
 
Source: U.S. Census Bureau, Current Population Surveys, March 1998, 1999, and 2000.
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Table 2. 
Synthetic Estimates of Work-Life Earnings by Educational Attainment, Sex, Work 
Experience, and Age, Based on 1997-1999 Work Experience 
(Numbers in 1999 dollars) 

Sex, work experience, and age 
Not high 

school 
graduate 

High 
school 

graduate 
Some 

college 

Associ­
ate’s 

degree 
Bachelor’s 

degree 
Master’s 

degree 

Profes­
sional 

degree 
Doctoral 

degree 

MEN 

ALL WORKERS 

Work-life estimate . . . . . . . . . . . . . . . .  926,740 1,292,447 1,587,208 1,642,398 2,294,747 2,601,549 4,488,976 3,491,928 
90-percent confidence interval (±)1 . . 

Average earnings 

24,105 18,051 40,371 64,810 46,514 89,521 259,028 224,184 

Total  . . . . . . . . . . . . . . . . . . . . . . . . . . .  22,636 32,024 39,031 40,608 56,779 67,202 115,931 91,982 
25 to 29 years. . . . . . . . . . . . . . . . . . . . .  17,466 24,787 27,728 30,524 37,373 43,425 46,139 59,569 
30 to 34 years. . . . . . . . . . . . . . . . . . . . .  20,485 29,633 34,903 36,727 50,398 55,411 73,934 62,671 
35 to 39 years. . . . . . . . . . . . . . . . . . . . .  21,949 31,519 38,662 40,486 57,209 71,665 112,992 87,781 
40 to 44 years. . . . . . . . . . . . . . . . . . . . .  23,276 34,895 42,308 45,080 63,469 67,962 114,977 93,645 
45 to 49 years. . . . . . . . . . . . . . . . . . . . .  23,385 35,120 42,031 43,725 64,742 75,312 129,413 97,445 
50 to 54 years. . . . . . . . . . . . . . . . . . . . .  26,935 36,051 46,955 42,903 69,256 70,851 110,193 102,771 
55 to 59 years. . . . . . . . . . . . . . . . . . . . .  26,724 35,349 47,297 50,212 65,567 73,197 145,157 101,575 
60 to 64 years. . . . . . . . . . . . . . . . . . . . .  

FULL-TIME, YEAR-ROUND 
WORKERS 

25,129 31,135 37,558 38,823 50,936 62,487 164,990 92,928 

Work-life estimate . . . . . . . . . . . . . . . .  1,069,100 1,419,932 1,740,929 1,793,213 2,468,324 2,889,977 4,784,121 3,751,483 
90-percent confidence interval (±)1 . . 

Average earnings 

30,256 20,548 48,843 75,020 51,910 115,802 288,155 265,390 

Total  . . . . . . . . . . . . . . . . . . . . . . . . . . .  26,124 34,906 42,525 43,680 60,592 73,210 122,892 97,626 
25 to 29 years. . . . . . . . . . . . . . . . . . . . .  20,443 27,177 31,817 32,847 41,826 50,239 53,087 70,304 
30 to 34 years. . . . . . . . . . . . . . . . . . . . .  23,201 32,274 37,088 39,072 53,591 59,990 79,690 66,072 
35 to 39 years. . . . . . . . . . . . . . . . . . . . .  24,944 34,064 41,943 43,218 59,871 75,444 119,478 88,346 
40 to 44 years. . . . . . . . . . . . . . . . . . . . .  27,198 37,255 45,287 48,624 65,493 71,728 118,788 96,351 
45 to 49 years. . . . . . . . . . . . . . . . . . . . .  26,835 37,670 44,422 45,976 67,931 81,699 132,042 102,118 
50 to 54 years. . . . . . . . . . . . . . . . . . . . .  30,398 39,032 50,015 45,935 72,178 74,460 116,590 112,929 
55 to 59 years. . . . . . . . . . . . . . . . . . . . .  30,446 39,120 52,552 53,723 71,353 80,641 153,001 107,021 
60 to 64 years. . . . . . . . . . . . . . . . . . . . .  

WOMEN 

ALL WORKERS 

30,356 37,393 45,062 49,247 61,422 83,793 184,147 107,155 

Work-life estimate . . . . . . . . . . . . . . . .  532,755 768,866 934,413 1,050,157 1,299,158 1,617,840 2,466,479 2,158,779 
90-percent confidence interval (±)1 . . 

Average earnings 

31,157 12,966 15,452 33,771 23,436 36,747 190,229 159,680 

Total  . . . . . . . . . . . . . . . . . . . . . . . . . . .  13,217 19,156 23,015 26,104 32,816 41,270 63,904 56,807 
25 to 29 years. . . . . . . . . . . . . . . . . . . . .  11,140 15,974 18,113 20,846 28,901 32,662 39,565 33,773 
30 to 34 years. . . . . . . . . . . . . . . . . . . . .  12,029 17,230 21,009 23,322 32,146 38,833 55,472 57,564 
35 to 39 years. . . . . . . . . . . . . . . . . . . . .  12,631 18,442 22,591 25,414 34,989 42,723 87,603 61,390 
40 to 44 years. . . . . . . . . . . . . . . . . . . . .  13,764 19,697 24,617 28,205 34,608 42,856 76,751 60,520 
45 to 49 years. . . . . . . . . . . . . . . . . . . . .  13,804 20,957 26,052 27,770 34,383 44,028 61,964 64,586 
50 to 54 years. . . . . . . . . . . . . . . . . . . . .  13,987 21,130 26,022 32,643 34,969 45,265 63,103 56,037 
55 to 64 years2 . . . . . . . . . . . . . . . . . . . .  

FULL-TIME, YEAR-ROUND 
WORKERS 

14,598 20,172 24,239 25,916 29,918 38,600 54,419 48,943 

Work-life estimate . . . . . . . . . . . . . . . .  722,048 968,305 1,172,547 1,290,600 1,612,193 1,892,375 2,878,016 2,482,647 
90-percent confidence interval (±)1 . . 

Average earnings 

48,286 18,387 19,626 46,422 28,588 42,183 234,831 183,138 

Total  . . . . . . . . . . . . . . . . . . . . . . . . . . .  17,947 24,109 29,072 31,784 40,001 47,980 74,897 65,900 
25 to 29 years. . . . . . . . . . . . . . . . . . . . .  15,345 21,124 23,615 25,485 34,073 38,198 45,420 43,955 
30 to 34 years. . . . . . . . . . . . . . . . . . . . .  17,755 22,381 27,364 28,223 38,802 44,718 65,436 62,984 
35 to 39 years. . . . . . . . . . . . . . . . . . . . .  17,411 23,466 29,116 31,011 43,580 52,125 104,303 69,285 
40 to 44 years. . . . . . . . . . . . . . . . . . . . .  17,692 24,424 30,571 34,439 42,018 50,150 89,123 69,922 
45 to 49 years. . . . . . . . . . . . . . . . . . . . .  17,473 25,283 31,794 32,588 41,786 49,800 70,299 74,259 
50 to 54 years. . . . . . . . . . . . . . . . . . . . .  17,870 25,235 30,919 39,282 42,257 50,303 73,886 65,233 
55 to 64 years2 . . . . . . . . . . . . . . . . . . . .  20,432 25,874 30,566 33,546 39,961 46,591 63,568 55,446 

1This figure added to or subtracted from the estimate provides the 90-percent confidence interval.

2The estimates for women’s earnings ages 55 to 59 and 60 to 64 are combined into one group (55 to 64) due to small sample sizes.
 
Note: Average earnings based on means.
 
Source: U.S. Census Bureau, Current Population Surveys, March 1998, 1999, and 2000.
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Table 3. 
Synthetic Estimates of Work-Life Earnings by Educational Attainment, Race, Hispanic 
Origin, Work Experience, and Age, Based on 1997-1999 Work Experience 
(Numbers in 1999 dollars) 

Race, Hispanic origin, work experience, 
and age 

Not high 
school 

graduate 
High school 

graduate Some college 
Associate’s 

degree 
Bachelor’s 

degree 
Advanced 

degree1 

WHITE 

ALL WORKERS 

Work-life estimate . . . . . . . . . . . . . . . . . . . . . . . .  794,696 1,070,692 1,303,356 1,359,195 1,902,033 2,663,080 
90-percent confidence interval (±)2 . . . . . . . . . .  

Average earnings 

23,043 12,856 25,584 42,621 33,219 62,097 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  19,490 26,721 32,170 33,685 46,673 67,590 
25 to 34 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  16,941 23,469 25,960 27,990 37,789 47,158 
35 to 44 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  19,264 27,575 33,313 35,109 49,596 70,344 
45 to 54 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  20,800 28,582 36,304 37,065 53,773 71,996 
55 to 64 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

FULL-TIME, YEAR-ROUND WORKERS 

22,464 27,442 34,758 35,756 49,047 76,810 

Work-life estimate . . . . . . . . . . . . . . . . . . . . . . . .  981,413 1,262,800 1,546,346 1,594,036 2,222,668 3,055,360 
90-percent confidence interval (±)2 . . . . . . . . . .  

Average earnings 

31,380 15,795 33,356 54,725 41,171 77,286 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  24,048 31,360 38,158 39,068 53,893 77,037 
25 to 34 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  20,839 27,700 31,653 32,404 43,414 54,208 
35 to 44 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  23,590 32,016 39,419 40,942 57,002 78,870 
45 to 54 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  25,158 33,026 41,336 41,751 61,162 80,418 
55 to 64 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

WHITE NON-HISPANIC 

ALL WORKERS 

28,554 33,539 42,227 44,307 60,689 92,040 

Work-life estimate . . . . . . . . . . . . . . . . . . . . . . . .  861,789 1,085,475 1,320,419 1,367,156 1,920,741 2,672,810 
90-percent confidence interval (±)2 . . . . . . . . . .  

Average earnings 

28,914 13,545 27,112 43,620 34,335 63,261 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  21,482 27,182 32,744 34,014 47,205 67,940 
25 to 34 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  17,955 24,003 26,317 28,062 38,148 47,218 
35 to 44 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  20,800 27,998 33,929 35,613 50,277 70,543 
45 to 54 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  23,282 28,873 36,617 37,239 54,234 72,311 
55 to 64 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

FULL-TIME, YEAR-ROUND WORKERS 

24,141 27,673 35,178 35,802 49,415 77,209 

Work-life estimate . . . . . . . . . . . . . . . . . . . . . . . .  1,083,470 1,283,375 1,570,914 1,605,456 2,248,054 3,068,170 
90-percent confidence interval (±)2 . . . . . . . . . .  

Average earnings 

40,045 16,782 35,493 55,765 42,677 78,833 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  27,086 31,969 38,925 39,507 54,562 77,475 
25 to 34 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  23,770 28,457 32,298 32,624 43,772 54,285 
35 to 44 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  26,145 32,537 40,219 41,565 57,906 79,194 
45 to 54 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  27,862 33,383 41,729 41,950 61,790 80,705 
55 to 64 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

BLACK 

ALL WORKERS 

30,570 33,960 42,845 44,407 61,337 92,633 

Work-life estimate . . . . . . . . . . . . . . . . . . . . . . . .  638,225 878,833 1,099,573 1,196,247 1,492,568 2,343,370 
90-percent confidence interval (±)2 . . . . . . . . . .  

Average earnings 

24,963 20,638 30,761 72,471 58,713 94,445 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  15,987 21,692 26,362 28,146 36,311 47,699 
25 to 34 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  12,581 19,737 22,146 24,433 31,152 39,884 
35 to 44 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  17,012 21,767 27,800 28,612 37,824 45,750 
45 to 54 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  18,101 24,429 30,922 32,092 40,922 54,568 
55 to 64 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  16,129 21,950 29,090 34,488 39,359 46,436 

See footnotes at end of table. 
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Table 3. 
Synthetic Estimates of Work-Life Earnings by Educational Attainment, Race, Hispanic 
Origin, Work Experience, and Age, Based on 1997-1999 Work Experience—Con. 
(Numbers in 1999 dollars) 

Race, Hispanic origin, work experience, 
and age 

Not high 
school 

graduate 
High school 

graduate Some college 
Associate’s 

degree 
Bachelor’s 

degree 
Advanced 

degree1 

BLACK—Con. 

FULL-TIME, YEAR-ROUND WORKERS 

Work-life estimate . . . . . . . . . . . . . . . . . . . . . . . .  807,374 1,037,184 1,247,895 1,357,547 1,677,160 2,512,980 
90-percent confidence interval (±)2 . . . . . . . . . .  
Average earnings 

29,182 24,185 32,445 79,197 64,579 105,428 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  20,362 25,655 30,194 32,077 40,251 51,154 
25 to 34 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  17,622 24,273 26,323 27,769 35,136 43,927 
35 to 44 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  21,416 25,453 31,253 33,127 41,115 48,769 
45 to 54 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  21,253 27,365 33,950 35,695 44,261 57,700 
55 to 64 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

ASIAN AND PACIFIC ISLANDER 

ALL WORKERS 

20,447 26,627 33,264 39,164 47,204 49,748 

Work-life estimate . . . . . . . . . . . . . . . . . . . . . . . .  719,975 901,614 1,135,016 1,351,452 1,565,197 2,798,480 
90-percent confidence interval (±)2 . . . . . . . . . .  

Average earnings 

86,943 45,170 111,042 156,506 69,166 288,132 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  18,103 22,896 28,384 33,007 39,835 65,388 
25 to 34 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  18,108 20,858 29,195 30,591 37,090 49,606 
35 to 44 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  17,089 23,454 27,326 31,347 43,069 72,253 
45 to 54 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  20,461 25,314 28,561 38,055 41,967 67,486 
55 to 64 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

FULL-TIME, YEAR-ROUND WORKERS 

16,338 20,536 28,419 35,152 34,394 90,503 

Work-life estimate . . . . . . . . . . . . . . . . . . . . . . . .  875,305 1,056,329 1,309,136 1,482,595 1,801,288 3,104,930 
90-percent confidence interval (±)2 . . . . . . . . . .  

Average earnings 

115,093 52,969 93,821 147,714 79,516 326,355 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  22,056 26,659 31,995 36,568 46,006 74,054 
25 to 34 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  22,646 24,579 30,518 31,982 44,086 58,024 
35 to 44 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  20,428 26,734 32,572 35,597 48,144 80,735 
45 to 54 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  24,710 29,199 32,709 43,843 48,220 74,172 
55 to 64 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

HISPANIC (OF ANY RACE) 

ALL WORKERS 

19,747 25,121 35,114 36,838 39,678 97,562 

Work-life estimate . . . . . . . . . . . . . . . . . . . . . . . .  678,454 925,113 1,093,791 1,237,869 1,505,666 2,322,410 
90-percent confidence interval (±)2 . . . . . . . . . .  

Average earnings 

38,639 35,094 45,458 214,562 106,969 281,277 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  16,792 22,572 26,507 29,376 36,172 58,299 
25 to 34 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  16,002 20,499 23,526 27,457 31,629 45,412 
35 to 44 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  17,388 23,701 27,794 28,605 37,199 64,129 
45 to 54 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  16,798 24,714 31,413 33,448 41,836 62,624 
55 to 64 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

FULL-TIME, YEAR-ROUND WORKERS 

17,657 23,597 26,646 34,276 39,904 60,076 

Work-life estimate . . . . . . . . . . . . . . . . . . . . . . . .  822,590 1,064,984 1,264,431 1,440,018 1,700,896 2,614,220 
90-percent confidence interval (±)2 . . . . . . . . . .  

Average earnings 

54,422 38,527 51,247 287,359 119,884 332,889 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  20,041 26,026 30,867 33,600 40,940 65,805 
25 to 34 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  18,584 23,592 27,697 30,878 37,182 52,351 
35 to 44 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  20,528 27,278 32,252 32,942 40,980 69,889 
45 to 54 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  20,651 28,469 35,431 37,959 45,496 72,381 
55 to 64 years . . . . . . . . . . . . . . . . . . . . . . . . . . . .  22,496 27,159 31,063 42,223 46,432 66,801 

1Advanced degree includes master’s, professional, or doctoral degrees.

2This figure added to or subtracted from the estimate provides the 90-percent confidence interval.
 
Note: Average earnings based on means.
 
Source: U.S. Census Bureau, Current Population Surveys, March 1998, 1999, and 2000.
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APC Member Colleges 

1. Art Institute of New York City 

2. Berkeley College 

3. Briarcliffe College 

4. Bryant and Stratton College 

5. Business Informatics Center 

6. College of Westchester 

7. DeVry College of NY 

8. Elmira Business Institute 

9. Everest Institute 

10. Five Towns College 

11. Island Drafting and Technical Institute 

12. ITT Technical Institute 

13. Jamestown Business College 

14. LIM College 

15. Long Island Business Institute 

16. Mandl School 

17. Monroe College 

18. New York Career Institute 

19. Olean Business Institute 

20. Plaza College 

21. St. Paul’s School of Nursing 

22. School of Visual Arts 

23. Simmons Institute of Funeral Services 

24. Swedish Institute 

25. Technical Career Institutes 

26. Utica School of Commerce 

27. Wood Tobe-Coburn 
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UNITED STATES DEPARTMENT OF EDUCATION 
 

OFFICE OF MANAGEMENT 
 

Regulatory Information Management Services 

December 7, 2010 

Mr. Jonathan C. Glass 
DowLohnes 
1200 New Hampshire Avenue, NW 
Suite 800 
Washington, DC 20036-6802  
jglass@dowlohnes.com 

 

RE: FOIA Request No. 10-01765-F 
 

Dear Mr. Glass: 
 

This letter is a final response to your letter dated July 27, 2010 requesting information pursuant 
to the Freedom of Information Act (FOIA), 5 U.S.C. § 552.  Your request was received in this 
office on July 28, 2010.  Your request has been assigned to the following offices within the 
Department to search for responsive records: Federal Student Aid (FSA) and Office of Post 
Secondary Schools (OPE).  You requested copies of all information in the possession, custody or 
control of the Department of Education or the employees, etc in reference to contracts or 
agreements that the DoEd entered into in the preparation of the Notice of Proposed Rulemaking 
(NPRM) regarding Program Integrity Gainful Employment as published in the Federal Register 
on July 26, 2010, etc. 

 
Staff in FSA informed the FOIA Requester Services Center that after a search of their files, they 
were unable to locate any documents that were responsive to your request. 

 
Enclosed is an e-mail containing 26 pages of OPE documents responsive to your request. The 
documents provided are: 

 
• NPRM Data Analysis 
• NPRM Logistical Support 

 
However, certain information has been withheld according to the FOIA exemption specified 
below: 

 
• Personal information under exemption (b)(6) of the FOIA, 5 U.S.C. § 552(b)(6) and 

Departmental regulation 34 CFR § 5.71(a). Disclosure of this information would 
constitute a clearly unwarranted invasion of personal privacy.

mailto:jglass@dowlohnes.com


Page 2 – Mr. Jonathan Glass 
No.  10-01765-F 

 
Provisions of the FOIA allow us to recover the costs pertaining to your request. The Department 
has concluded that you fall within the category of a “commercial use” requester. The fee for 
processing your request totals $24.96. The breakdown for this cost is as follows: The cost of 
search time for 30 minutes and review time for 30 minutes at the rate of pay of a GS-12 plus 16 
percent of that rate = $24.96; and the cost for documents recorded on CD = $0. 

 
A check in the amount of $24.96 should be made payable to the U.S. Department of Education 
(please include the FOIA number) and sent to the address below.  Please note that if the payment 
is not received, future requests may require advance payment. 

 
Payment Address: 

U.S. Department of Education 
Office of Management 

400 Maryland Avenue, SW, LBJ, 2W220 
ATTN: FOIA Office 

Washington, DC 20202-4500 
 
You have the right to appeal this decision by writing to the address below, 35 days from the date 
of this letter. Your appeal should be accompanied by a copy of your initial letter of request and 
this denial letter, and should contain any evidence or argument you wish the Department to 
consider in making an administrative determination on your appeal. 

 
Appeal Address: 

U.S. Department of Education 
Office of Management 

400 Maryland Avenue, SW, LBJ 2W311 
ATTN:  Appeals Office 

Washington, DC 20202-4500 
 

Or, you may complete the online FOIA appeal form, located at:  
http://www.ed.gov/policy/gen/leg/foia/foia_appeal_form_1.html. 

 
If you have any questions, please contact the FSC at (202) 401-8365 or  
EDFOIAManager@ed.gov. 

 
Sincerely, 

 
Christie D. Swafford 
FOIA Public Liaison, OM/RIMS 

 
Enclosures 

http://www.ed.gov/policy/gen/leg/foia/foia_appeal_form_1.html
mailto:EDFOIAManager@ed.gov
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EXPERT REPORT OF 
PROFESSOR BRADFORD CORNELL 

REGARDING PROPOSED GAINFUL EMPLOYMENT REGULATION 

I. RETENTION AND QUALIFICATIONS 
 
1. I have been retained by Career Education Corporation to analyze certain proposals 

contained in the Department of Education’s notice of proposed rulemaking (“NPRM”) 

dated July 26, 2010 from the perspective of a financial economist.  Specifically, I have 

been asked to focus on the concept of ‘gainful employment’ and the related benchmarks 

proposed by the Department to determine the eligibility of for-profit educational 

institutions for access to student financial assistance programs authorized under title IV 

of the Higher Education Act of 1965 (“title IV funds”). 
 
2. I am currently a Visiting Professor of Financial Economics at the California Institute of 

Technology (“Caltech”). Previously, I was a Professor of Finance and Director of the 

Bank of America Research Center at the Anderson Graduate School of Management at 

the University of California, Los Angeles for 26 years. 
 
3. I earned a master’s degree in Statistics from Stanford University in 1974 and earned my 

doctorate in Financial Economics from Stanford in 1975. I have served as an editor of 

numerous journals relating to business and finance and have written more than 70 articles 

and two books on finance and securities, including Corporate Valuation: Tools For 

Effective Appraisal and Decision Making (1993), published by McGraw-Hill, and The 

Equity Risk Premium and the Long-Run Future of the Stock Market (1999), published by 

John Wiley and Sons. To complement my academic writing, I have also authored articles 

for The Wall Street Journal and the Los Angeles Times. 
 
4. My research has been widely recognized.  In 1988, I was cited by the Financial 

Management Association as one of the ten most prolific authors in the field of finance. I 

have received prizes and grants for my research from the Chicago Board of Trade, the 

Chicago Mercantile Exchange, and the Institute for Quantitative Research in Finance. 
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My article, “Corporate Stakeholders and Corporate Finance,”1 received the 1987 

Distinguished Applied Research Award from the Financial Management Association.  In 

1999, I was awarded the I/B/E/S prize for empirical work in finance and accounting 

(with Wayne Landsman and Jennifer Conrad).  Richard Roll and I received a Graham 

and Dodd Scroll Award in 2006 from the Financial Analyst Society for our work on 

delegated agent asset pricing theory.  Recently, my paper entitled "Luck, Skill, and 

Investment Performance" won an Outstanding Article prize from the 11th Annual 

Bernstein, Fabozzi/Jacobs, Levy Awards in The Journal of Portfolio Management. 
 
5. I have also been active in my profession. I have served as a Vice President of the 

Western Finance Association.  I am also a past director of both the American Finance 

Association and the Western Finance Association.  I have served as an associate editor of 

numerous professional journals including: The Journal of Finance, The Journal of 

Futures Markets, The Journal of Financial Research and The Journal of International 

Business Studies. I have served as a reviewer for nearly a dozen other professional 

journals. 
 
6. My teaching and writing have focused on a number of different financial and economic 

issues, many of which are relevant to the subject matter of this report. I currently teach 

Applied Corporate Finance and Investment Banking at Caltech.  Examples of other 

classes I have taught over the course of my academic career include Corporate 

Valuation, the Law and Finance of Corporate Acquisitions and Restructurings, 

Corporate Financial Theory, and Security Valuation and Investments. I have drawn 

upon this experience in formulating my opinions in this case. 
 
7. In addition to my teaching, writing, and research studies, I serve as senior consultant to 

Charles River Associates (“CRA”), an international consulting firm. In my position as a 

senior consultant, I advise business and legal clients on financial economic issues. Prior 

to my affiliation with CRA, which began in March of 1999, I operated FinEcon, a 

financial economic consulting company, through which I also advised business and legal 

clients on financial economic issues. I have served as a consultant and given testimony 

1 Journal of Portfolio Management, 35, (2009). 
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for both plaintiffs and defendants in a variety of securities, regulatory and commercial 

lawsuits. During my many years of experience as an expert witness and consultant, I 

have provided economic analyses and expert testimony (again, for both plaintiffs and 

defendants) related to valuation, corporate finance, portfolio management and damages 

issues.  I have been engaged as a damages expert in numerous high-profile cases which 

revolved around complex financial and securities transactions. 
 
8. My background is described more fully in my curriculum vitae, which is attached as 

Exhibit 1 to this declaration. A list of my publications may also be found as part of 

Exhibit 1. 

II. FINANCE THEORY UNDERLYING INVESTMENT DECISIONS 
 
10. To place my opinion on the proposed rules to determine the eligibility for access to title 

IV student financial assistance programs in the proper context, it is helpful to introduce 

the finance theory underlying capital project investment decisions. My reason for doing 

this is that finance theory, more specifically Capital Budgeting or Investment Appraisal 

theory, teaches that a more useful way to analyze the decision to undertake higher 

education (and the related decision to provide financial assistance for higher education) is 

by considering education to be a capital project undertaking, similar to a firm deciding to 

build a factory or a University deciding to fund the construction of new classrooms. 

Capital Budgeting theory is a long-established sub-field of Economics and Finance 

theory that considers the problem of allocating limited capital to competing projects and 

investment opportunities.  In making such investment decisions or in deciding whether to 

undertake further education, the essential issue is the same: is the investment or 

additional education likely to produce benefits that exceed the cost. 
 
11. Education can be thought of as a special type of capital investment project, aimed at 

building human capital, which requires substantial expenditures (tuition, opportunity cost 

of attending school, etc.) in a fairly short period (one to four years) at the start of the 

project.  The benefits from education typically accrue over a lengthy period following the 

3  



conclusion of the formal coursework. The direct benefits to education are the increased 

earnings potential of the student throughout his career, a period that could span decades, 

but there are also other intangible benefits to the student and society. 
 
12. Capital Budgeting theory has guided capital investment decisions for decades through the 

concept of net present value (“NPV”).  The NPV of a project is the sum of the present 

values of all incremental cash flows (current and future) related to that project (where 

cash outflows are treated as negative and cash inflows are treated as positive). To arrive 

at the NPV, these cash flows are discounted to their present values using the appropriate 

discount rate. In the example of a firm deciding to build a new factory, NPV would equal 

the sum of the initial capital outlay, future cash inflows from the factory production, 

future maintenance costs, etc., all expressed in terms of their present values. 
 
13. Capital Budgeting theory demonstrates the appropriate rule for undertaking projects is to 

proceed with the project if its NPV is positive. As expressed in a leading finance text 

book: 
 

Firms can best help their shareholders by accepting all projects 
with positive net present values and rejecting projects with 
negative net present values. The net present value of a project 
measures the wealth created by the project.2

 
 
14. Although the NPV investment rule is straightforward, there are two factors one should be 

sure to take account of: 
 

 The NPV calculation must include all incremental cash flows arising from the 

decision to undertake a project in calculating the NPV.  The Brealy, Myers and Allen 

textbook emphasizes this point by stating: “Estimate the project’s incremental cash 

flows – that is, the difference between the cash flows with the project and those 

without the project.”3   Another leading text book states, “In calculating the NPV of a 

 
 

2 Brealy, Richard A., Stewart C. Myers and Franklin Allen, “Principles of Corporate Finance”, 9th edition, page 29. 
3 Brealy, Richard A., Stewart C. Myers and Franklin Allen, “Principles of Corporate Finance”, 9th edition, page 
161. 
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project, only cash flows that are incremental to the project should be used. These 

cash flows are the changes in the firm’s cash flows that occur as a direct 

consequence of accepting the project.  That is, we are interested in the difference 

between the cash flows of the firm with the project and the cash flows of the firm 

without the project.”4  This is an especially important factor as in many cases, such as 

the rules proposed in the NPRM, decision makers fail to take into account the full 

period over which the incremental benefits accrue, in this case the full working career 

of the student. 
 

 The discount rate used to calculate the present value must be consistent with the 

nature of the project. 
 
15. The above short introduction to Capital Budgeting theory is important for understanding 

the critique I have of the tests proposed by the Department of Education (“Department”) 

in their NPRM to be eligible for access to title IV student financial assistance programs. 

III. PROPOSED TESTS TO DETERMINE ELIGIBILITY FOR TITLE IV STUDENT 
FINANCIAL ASSISTANCE PROGRAMS 

 
16. It is my understanding that the proposed regulations that the Department has outlined in 

the NPRM aim to assess the question of whether an educational program or provider 

offers courses and training to students that leads to their gainful employment after the 

program. Under the proposals, the eligibility of the educational provider to access title 

IV student financial assistance programs is in the Department’s view based on how 

successful the program is in providing gainful employment to its students under measures 

defined by the Department.  The Department proposes two tests to measure whether 

students are gainfully employed following their educational program: 
 

1. The first test is based upon the debt-to-income ratios of students following 

completion of the program (“Debt to Income Ratio Test”). Specifically, the test 

 

4 Ross, Stephen A., Randolph W. Westerfield and Jeffrey Jaffe, “Corporate Finance”, 7th edition, page 179. 
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states that students should not devote more than 8 percent of their annual 

earnings towards repaying their student loans, with the loan amount calculated as 

the median loan among all students of the program. Further, a 12 percent or 

higher ratio of repayments to earnings is considered excessive. Alternatively, the 

Department proposes that the debt repayment cannot exceed 30 percent of the 

discretionary income of the student, defined as the amount of total income above 

150 percent of the poverty level for the applicable year. If the Department 

permits the use of earnings data from four to six years out, the debt cannot exceed 

20 percent of the discretionary income. These ratios are calculated based on a 10- 

year loan repayment plan and the average annual earnings, in the most recent year 

for which post-completion data are available, for the program’s graduates from 

the previous three years.5
 

 
2. The second test is based upon repayment rates, i.e., what percentage of students 

who enrolled in the program (regardless of whether they completed the program 

or dropped out) in the previous four years have repaid some portion of the 

principal in the most recent fiscal year (“Loan Repayment Rate Test”). Under the 

proposal, a repayment rate of 45 percent and higher leads to eligibility for title IV 

funds while a rate of below 35 percent may lead the program to become 

ineligible for title IV funding. 

17. The two proposed tests summarized above are applied in tandem, for example a 
program could have a repayment rate of below 35 percent and still qualify for title IV 
funding if the ratio of student loan repayments to earnings of its recent students is less 
than 8 percent.  A matrix of the relationship between these two tests and their 
outcomes leading to eligibility for title IV funding is included in the NPRM on page 
43621. 

 
IV. THE DEPARTMENT’S PROPOSED METHODOLOGY IS ECONOMICALLY 

IRRATIONAL 
 
18. Neither the Debt to Income Ratio test nor the Loan Repayment Rate Test is based on the 

NPV methodology. Consequently, both tests are economically irrational and will lead to sub-

5 Under the proposed regulation, an institution may seek to measure earnings of earlier graduates (four to six years 
prior) if graduates typically experience “large earnings increases” after an initial period of employment. NPRM at 
43661. 
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optimal decisions and outcomes whereby students who would benefit from educational 

programs will be denied access to funds that would help them enroll in such programs. 
 
19. As pointed out earlier, education is an investment whose benefits typically accrue over a 

lengthy period that could span three to four decades. Neither of the Department’s two 

tests takes into consideration the increase in the lifetime earning capacity of a student 

who is deciding whether to enroll in a program. 
 
20. The Debt to Income Ratio Test is based on ratios calculated using the average annual 

earnings in the most recent year for which post-completion data are available, for the 

program’s graduates from the previous three years.  This approach introduces two errors 

in the estimate of cash flows arising from the proposed rule: 
 

a. A very significant amount of the positive incremental cash inflows to the student 

are ignored. The increase in lifetime earnings of the student after the three year 

period is not taken into consideration in deciding whether to the fund the 

education or not.  This is a significant distortion since the Department’s own 

figures demonstrate that substantial increases in earnings occur after the first three 

years. See Chart F, NPRM at 43666. 
 

b. By focusing on the total earnings for the first three years and not the incremental 

lifetime earnings, errors can be made that hurt effective programs and/or help 

under-performing programs.  That is, certain programs may not affect the already 

high earnings of their students and yet have access to title IV funding under the 

proposed tests, while other programs that dramatically increase the much lower 

earnings of their students could be denied access to the funding. 
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21. The correct approach according to finance theory would be an NPV based approach that 

considers the present value of all incremental lifetime earnings due to the educational 

program and compares this to the present value of the total costs of the program.  If the 

present value of the benefits is higher than the present value of the costs, it makes 

economic sense for the student to enroll in the program and for the federal government to 

provide access to title IV funding even if in the first three years the debt repayments 

might exceed 12 percent of the student’s annual income or during the first four years 

the student might not be able to make a repayment on the principal amount of the loan. 
 
22. To illustrate this point with an example, consider a hypothetical average student who is 

considering enrollment in a 2-year associate degree program that will have a total present 

value cost equal to $30,000.6   This program will enhance the earnings capacity of the 

student throughout his working life, and assume that the present value of the entire 

stream of incremental earnings is equal to $150,000.7  After deducting tuition costs of 

the education of approximately $30,000, and allowing for additional opportunity costs 

(assumed to be approximately $20,000), the degree still represents a net present value in 

excess of $100,0008.   Thus, financing the education is clearly an easy investment decision 

to make under the NPV rule – the student should go ahead with the enrollment and the 

 

6 College Board, a membership association composed of more than 5,700 schools, colleges, universities and other 
educational organizations, estimates the annual tuition and fees at for-profit institutions to equal $14,174 for the 
2009-10 academic year.  See College Board’s Trends in College Pricing 2009, page 6. 

 
7 Data from US Census indicates that students with associate degrees earn $1.6 million over their lifetimes, whereas 
students with high school diplomas make $1.2 million (See, “The Big Payoff: Educational Attainment and 
Synthetic Estimates of Work-Life Earnings” by Jennifer Cheeseman Day and Eric C. Newburger). The present 
value of the $400,000 of incremental earnings is approximately $150,000, assuming a 40-year period and 6% 
discount rate. The discount rate accounts for the interest costs attributable to loans used to finance the education. 
As noted previously, under the proposed regulation, an institution may seek to measure earnings of earlier 
graduates (four to six years prior) if graduates typically experience “large earnings increases” after an initial period 
of employment.  NPRM at 43661. However, the Department could not have intended this proviso to apply to the 
average additional earnings of $400,000 noted above, since these represent average cumulative figures over the full 
working career of a student. 

 
8 The NPV calculation should also include opportunity costs. While opportunity costs might include income lost 
due to attending school, many students attending for-profit schools are unemployed at the time they commence 
their education, many continue to work while attending school, and many may be able to augment their income 
during the course of their school attendance by virtue of their increased skills.  I assume the opportunity costs for 
students enrolling in an associate degree program to be approximately $20,000. 
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associated costs and the government should provide access to funding through loans if 

the student requires it. 
 
23. But under the proposed test, there will be cases where such a student is denied access to 

funds/loans. Extending the example, suppose that the student borrowed $20,000 at 6.8 

percent9 from the federal government under the title IV program to partially fund the 

associate degree program and found a job after the program with a salary of $25,000. 

Under the proposed Debt to Income Ratio Test, based on a 10-year repayment plan, the 

ratio of student loan repayments to total earnings equals 13.4 percent, which is higher 

than the maximum 12 percent permissible under the NPRM. Similarly, under the 

Department’s alternative Debt to Income Test relating to discretionary income, the ratio 

is 38.4%, again higher than the proposed mandate of 30%.10   If this example is 

extrapolated to the entire program, many worthwhile educational programs will be 

denied access to title IV funding under the proposed rules. 
 
24. Similarly, applying the Loan Repayment Rate test to the same hypothetical example 

leads to equally irrational results. In our example, even though the direct benefit of the 

education is approximately $400,000 of average incremental earnings over the working 

life of the student ($150,000 in present value terms) and has an NPV of approximately 

$100,000, if the repayment rate is below 35 percent for students enrolled in the 

program (regardless of whether they completed the program or dropped out) in the 

previous four years, the program is ineligible. 
 
25. Therefore, in my opinion the proposed rule is arbitrary and capricious from an 

economic point of view.  If the Department wants to implement a regulation addressing 
the economic value of an educational program, the rule should be based on an NPV 
based benchmark. 

V. THE USE OF THREE TO FOUR YEAR DATA TO EVALUATE GAINFUL 

9 The current interest rate charged on Stafford Loans is 6.8%. See http://www.staffordloan.com/stafford-loan- 
info/interest-rates.php. Also, the 6.8% rate is suggested in the NPRM on page 43662. 

 
10 The HHS poverty level for a single-person-family in 2010 is $10,830.  Discretionary income equals earnings 
minus 150% of the poverty level i.e. discretionary income with earnings of $25,000 equals $8,755. 
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EMPLOYMENT IS ABRITRARY, CAPRICIOUS, AND UNREASONABLE 
 
26. The Department’s proposed regulation is arbitrary, capricious, and unreasonable for 

another reason. Even if it were economically rational to base the regulation on a non- 

NPV basis (which it is not), the Department’s proposed regulation is economically 

irrational because the Debt to Income Ratio Test and the Loan Repayment Rate Test are 

based on an arbitrary three and four year period respectively that is unreflective of the 

value of the education because it takes a truncated snapshot in which the student is at the 

entry level and hence his or her income is the lowest. 
 
27. This period is too short to fairly reflect the benefits of education to earnings potential (as 

explained in section IV). The data contained in the NPRM itself demonstrates that the 

Department’s arbitrary selection of a three to four year period in which to measure the 

Debt to Income Ratio Test and Loan Repayment Test is economically irrational even 

under the Department’s flawed methodology. 
 
28. In this regard, Chart F demonstrates a substantial increase “by as much as 43 percent 

between the first few years out of post secondary education and the sixth to tenth years 

out.” NPRM at 43666. Thus, it makes little sense to artificially limit the period to the 

first three or four years. 
 
29. Furthermore, the Department’s explanation for its selection of such a short period makes 

no economic sense. The Department states that: “Some would argue that a more 

appropriate income measure would occur a few years after completion of the degree or 

certificate, since incomes increase with age and experience.” NPRM at 43666. But it 

claims that “this increase is true for high school diplomas as well as postsecondary 

education; in other words, the income gaps measured in the early years generally serve as 

good indicators of the income gaps in the later years.” Id. The Department thus seeks to 

justify these very short time periods on the basis that the relative income gap between 
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high school graduates and those students who receive post-secondary education remains 

relatively constant. 
 
30. But this observation is beside the point. The Loan Repayment Rate Test and Debt to 

Income Ratio Test do not (as a rational NPV methodology would) even purport to 

evaluate the additional income attributable to post-secondary education over the working 

life of the student. Rather, both of these tests take a snapshot of certain metrics during a 

specific short term period.  The fact that salaries rise for high-school graduates over time 

does not mean that students who have obtained post-secondary education at for-profit 

schools should be assessed solely on the basis of their lower salaries over the period 

immediately following completion of their programs of study. 
 
31. A simple hypothetical is sufficient to demonstrate the fallacy in the Department’s 

reasoning. Assume, consistent with our prior hypothetical example, that a student has 

total loans of $20,000 at 6.8 percent from the federal government under the title IV 

program and has found a job after the program with a salary of $25,000. As previously 

noted, under the proposed test, based on a 10-year repayment plan, the ratio of student 

loan repayments to total earnings equals 13.4 percent, which is higher than the maximum 

12 percent permissible under the NPRM. 
 
32. However, if the student obtains the associate degree, assume that his income reaches 

$42,000 by his tenth year following completion of the program (consistent with data 

presented in NPRM’s Chart F), at which point his loan repayments would constitute 8 

percent of his annual income (assuming no principal repayment in the years 1 to 10 after 

the completion of the program). Similarly, under the Department’s alternative Debt to 

Income Test, the ratio of debt payments to discretionary income by the tenth year is only 

13%, far below the proposed threshold of 30%. This is true despite the fact that the 

income differential between high school graduates and associate degree students remains 

constant. Thus, the Department’s proposed rationale for selecting the truncated three 

year period on the basis that it does not make any difference to the application of the 

Debt to Income Ratio Test because the income gap remains relatively constant is 

demonstrably false. 
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33. Moreover, the period is too short to smooth out externalities such as recessions and 

periods of high unemployment including the current downturn. While the cost of 

enrolling in a particular education program and the assumed 10-year loan repayment 

costs are relatively constant, the employment opportunities available to students and their 

earnings levels are adversely impacted in the short term by recessions and labor markets 

with high unemployment.  Furthermore, it is during periods of slow economic growth, 

when opportunity costs are less that many students contemplate getting further education 

to expand their skill set and gain access to more employment opportunities. 
 
34. Because the proposed rules ignore external factors such as the state of the economy, wage 

growth and the rate of unemployment, they could in effect be counter-productive in that 

programs would be denied access to title IV funding during periods of slow economic 

growth – exactly the time when society should be encouraging education and re-training 

of the workforce. 

VI. LOSS OF SOCIETAL BENEFITS 
 
35. As explained above, the average direct benefit per student for an associate degree in my 

hypothetical example is approximately $400,000 of incremental earnings over the 

working life of the student ($150,000 in present value terms) and the NPV of the degree 

is approximately $100,000 (considering the cost of tuition and other opportunity costs 

faced by the student). Other educational programs are also likely to have substantial 

benefits and NPV associated with them.  By excluding a large number of students from 

access to funding for these educational programs, the excluded students and society as a 

whole will suffer substantial losses in value (the actual amount of value lost will depend 

upon the total number of students who discontinue or limit their education as a result of 

the proposed regulation, the percentage of those students that would have graduated but 

for the proposed regulation, and the net present value of the education these students 

would have received but for the proposed regulation). 
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36. Thus, the Department's proposed regulation is not only potentially ruinous to the lives 

of tens of thousands of students, it is economically irrational on a macro-economic 

scale as well. 

 
 

September 09, 2010 
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ACADEMIC AND PROFESSIONAL POSITIONS 

 
1999–Present   Senior Consultant, CRA 

2005–Present   Visiting Professor of Financial Economics, California Institute of Technology 

1987–2005 Professor of Finance and Director of the Bank of America Research Center, 

Anderson Graduate School of Management, UCLA 

1990–1999 President, FinEcon: Financial Economic Consulting 

1988–1990 Vice-President and Director of the Securities Litigation Group, Economic Analysis 

Corporation 

 
1979–1986 Assistant and Associate Professor of Finance, UCLA  1983–

1984 Visiting Professor of Finance, California Institute of Technology 

1977–1979 Assistant Professor of Finance, University of Southern California 

1975–1977 Assistant Professor of Finance, University of Arizona 

Courses Taught 
 

• Applied Corporate Finance and Investment Banking 

• Corporate Valuation 

• The Law and Finance of Corporate Acquisitions and Restructurings 

• Corporate Financial Theory 

• The Theory of Finance (in the UCLA Law School) 

• Security Valuation and Investments 

• A wide variety of executive and community education programs 
 

Special Education Programs Include 
 

• The U.S. Business School in Prague—Special Finance Program, Summer 1991 



    
 

BRADFORD CORNELL 
Page 2 

 
 

• The Lead Program for Business Education of Minority High School Students, 1987–1997 
 

CONSULTING AND PROFESSIONAL ACTIVITIES 

Selected Service at UCLA 
 

• Twice Chairman of Finance Department 
• Twice Vice Chairman of the Anderson School 
• Three-time member of the staffing and promotion committee 

 
Service to Scholarly Journals and Organizations 

 
Served as an associate editor for a variety of scholarly and business journals, including Journal of 
Finance, Journal of International Business Studies, Journal of Business and Economics, Journal of 
Financial Research, Journal of Futures Markets, and the Investment Management Review. 

 
Served as a reviewer for numerous finance and economics journals, including American Economic 
Review, Journal of Political Economy, Journal of Financial Economics, Journal of Business, Journal 
of Financial and Quantitative Analysis, and the Review of Economics and Statistics. 

 
Memberships in Professional Societies 

 
• American Finance Association, 1973–Present 

 
- Member of Board of Directors, 1987–1989 

 
• Western Finance Association, 1973–Present 

 
- Member of Board of Directors, 1982–1985 

 
- Vice President, 1987 

 
• American Economic Association, 1973–Present 

 
• American Bar Association, 1995–1999 

 
• American Statistical Association, 1992–1999 

 
• International Association of Financial Engineers, 1993–2003 

 
• American Law and Economics Association, 1995–2000 

 
• Human Behavior and Evolution Society, 1995–2000 
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Research Evaluation 

 
• Project reviewer for the National Science Foundation, 1979–Present 

• Program committee for the Western Finance Association, Various years 
 

Selected Board and Committee Memberships 
 

• Pension Policy Board, The Aerospace Corporation, 1985–2008 

• Chairman, Mayor’s Blue Ribbon Commission on Los Angeles’ Municipal Investments, 1995 

• Director, Forms Engineering Corporation, 1976–1997 

• Trustee, Kellow Trust, 1982–1991 
 

Expert Witness 
 

Numerous cases involving the application of financial economics 
 

Media Experience 
 

• Occasional contributor to The Wall Street Journal and The Los Angeles Times 

• Occasional commentator for local television and radio stations 

• Lecturer on valuation theory, appraisal practice, and securities pricing 
 

PUBLICATIONS 
Books and Book Chapters 
“Stock Repurchases: Tradeoffs and Trends.” Dividends and Dividend Policy, H. Kent Baker, ed., 

Blackwell Publishing, New York, 2009. 

 
“Securities Fraud Damages.” With J. Hirshleifer and J. Haut.  Developments in Litigation 
Economics, Vol. 87, P. Gaughan and R. Thornton, eds., Elsevier, Ltd., Oxford, U.K., 2005. 

 
The Equity Risk Premium and the Long-run Future of the Stock Market. John Wiley and Sons, New 

York, NY, 1999. 
 

“Corporate Valuation.” Handbook of Modern Finance, 3rd edition, Dennis Logue, ed., Warren 
Gorham Lamont, Boston, MA, 1994. 

 
Corporate Valuation: Tools for Effective Appraisal and Decision Making. McGraw-Hill, New York, 

NY, 1993. 
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1. “The Equity Premium Revisited.” With M. Moroz, Journal of Portfolio Management, 

forthcoming 2010. 

 
2. “Economic Growth and Equity Investing.” Financial Analysts Journal, January/February, 2010, 

Vol. 66, 1, 54-64. 

 
3. “Beliefs Regarding Fundamental Value and Optimal Investing.” With J. Cvitanic and L. Goukasian, 

4. Annals of Finance, January 2010, Vol. 6, 1, 83-105. 

 
5. “Collateral Damages and Securities Litigation.” With J. Rutten. Utah Law Review, Vol. 2009, 3, 

pp. 717-748. 

 
6. “The Fundamental Nature of Recessions: A Contracting and Restructuring Approach, 

The Economists Voice, October 2009, pp. 1-4. 

 
7. “The Pricing of Volatility and Skewness.” Journal of Investing, Vol. 18, Fall 2009, pp 27-31. 

 
8. “Implications of the Financial Crisis for Financial Education.” Journal of Financial Education, 

Vol. 35, Spring, pp. 1-6. 

 
9. “Investment Research: How Much is Enough.” Management Online Review, Oxford 

Management Publishing, 2009, http://www.morexpertise.com/download.php?id=135. 

 
10. “Luck, Skill and Investment Performance.” Journal of Portfolio Management, Vol. 35, Winter 

2009, pp. 85-89. Winner Bernstein/Fabozzi Award for 2009. 

 
11. “The Basic Speed Law for Capital Market Returns.” CFA Magazine, Nov-Dec, 2008, pp. 10-11. 

also published electronically by Real Capital Markets, October 24, 2008,  

http://www.realclearmarkets.com/articles/2008/10/the_basic_speed_law_for_capita_1.html. 
 

12. “The Impact of Analysts’ Forecast Errors and Forecast Revisions on Stock Prices.” With W. 
Beaver, 

13. W. Landsman, and S. Stubben. Journal of Business Finance and Accounting, Vol. 35, No. 

5/6, 2008, pp. 709-740. 

 
14. “Market Efficiency, Crashes, and Securities Litigation.” With J. Rutten.  Tulane Law 

Review, Vol. 81, No. 2, 2006. 

 
15. “Dividends, Stock Repurchases, and Valuation.” Journal of Applied Finance, Vol. 15, No. 2, 

2005, pp. 13–24. 

 
16. “How Do Analysts’ Recommendations Respond to Major News?” With J. Conrad, W. 

Landsman, and B. Roundtree. Journal of Financial and Quantitative Analysis, Vol. 41, No. 1, 

2006, pp. 39–68. 

 
17. “A Delegated Agent Asset Pricing Model.” With R. Roll.  Financial Analysts Journal, Vol. 61, No. 

1, 2005, pp. 57–69. Winner Graham and Dodd Award for 2006. 

http://www.morexpertise.com/download.php?id=135
http://www.realclearmarkets.com/articles/2008/10/the_basic_speed_law_for_capita_1.html
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18. “Comovement as an Investment Tool.” Journal of Portfolio Management, Vol. 30, spring 

2004, pp. 1–5. 

 
19. “Compensation and Recruiting: Private Universities vs Private Corporations.” Journal of 

Corporate Finance, Vol. 10, No. 1, 2004, pp. 37–52. 

 
20. “Accounting and Valuation: Is the Quality of Earnings an Issue?” With W. Landsman.  

Financial Analysts Journal, Vol. 59, No. 6, 2003, pp. 20–28. 

 
21. “The Information that Boards Really Need.” Sloan Management Review, Vol. 44, spring 

2003, pp. 71–76. 

 
22. “When is Bad News Really Bad News.” With J. Conrad and W. Landsman.  Journal of Finance, 

Vol. 57, December 2002, pp. 2507–2532. 

 
23. “The Parent Company Puzzle: When is the Whole Worth Less than the Sum of the Parts.” 

With Q. Liu. Journal of Corporate Finance, Vol. 4, December 2001, pp. 341–366. 

 
24. “Is the Response of Analysts to Information Consistent with Fundamental Valuation? The 

Case of Intel.” Financial Management, Vol. 30, spring 2001, pp. 113–136. 

 
25. “Equity Duration, Growth Options and Asset Pricing.” Journal of Portfolio Management, Fall 

2000, pp. 171–180. 

 
26. “Risk, Duration and Capital Budgeting:  New Evidence on Some Old Questions.” Journal of 

Business, Vol. 2, April 1999, pp. 183–200. 

 
27. “The Term Structure, the CAPM, and the Market Risk Premium: An Interesting Puzzle.”  Journal 

of Fixed Income, Vol. 4, December 1998, pp. 85–89. 

 
28. “Cash Settlement when the Underlying Securities are Thinly Traded: A Case Study.”  Journal 

of Futures Markets, Vol. 17, No. 8, 1997, pp. 855–871. 

 
29. “Estimating the Cost of Equity Capital.” With J. Hirshleifer and E. James.  Contemporary 

Finance Digest, Vol. 1, fall 1997, pp. 5–26. 

 
30. “The Valuation of Complex Derivatives by Major Investment Firms: Empirical Evidence.” With 

A. Bernardo. Journal of Finance, Vol. 52, June 1996, pp. 785–798. 

 
31. “Culture, Information, and Screening Discrimination.” With I. Welch.  Journal of Political 

Economy, Vol. 104, June 1996, pp. 542–571. 

 
32. “Throwing Good Money After Bad? Cash Infusions and Distressed Real Estate.” With F. 

Longstaff and E. Schwartz. Journal of the American Real Estate and Urban Economics 
Association, Vol. 24, 1996,pp.23–41. 

 
33. “An Hypothesis Regarding the Origins of Ethnic Discrimination.” Rationality and Society, Vol. 

7, January 1995, pp. 4–29. 

 
34. “Change Reinforces Use of DCF Method.”  Natural Gas, Vol. 11, October 1994, pp. 5–15. 
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35. “Adverse Selection, Squeezes and the Bid-Ask Spread on Treasury Securities.” Journal of 
Fixed Income, Vol. 3, June 1993, pp. 39–47. 

 
36. “The Reaction of Investors and Stock Prices to Insider Trading.” With E. Sirri. Journal of 

Finance, Vol. 47, July 1992, pp. 1031–1059. 

 
37. “Liquidity and the Pricing of Low-grade Bonds.”  Financial Analysts Journal, Vol. 48, 

January/February 1992, pp. 63–68. 

 
38. “Measuring the Investment Performance of Low-grade Bond Funds.” With K. Green.  Journal 

of Finance, Vol. 66, March 1991, pp. 29–48. 

 
39. “Using Finance Theory to Measure Damages in Fraud on the Market Cases.” With G. Morgan. 
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II. EXECUTIVE SUMMARY 

The Higher Education Act requires certain programs at private sector, public sector, and vocational 
schools to provide training sufficient to prepare students for “gainful employment” in a recognized 
occupation in order to be eligible for Title IV funds (20 U.S.C. § 1002(b)(1)).  To date, however, 
“gainful employment” has not been defined.  The Department of Education (the “Department”) now 
proposes to amend 34 C.F.R. § 668.7 to specify two new metrics that will be used to determine whether 
educational programs are in compliance with the “gainful employment” standard. 

The justifications for this proposal center on its alleged benefits for taxpayers and consumers, as well as 
its purported effects on the quality of postsecondary education in the U.S. While elimination of tax 
inefficiencies, protection of consumer welfare, and removal of inferior postsecondary programs are 
laudable goals, the proposed rules will likely worsen, not improve, the situation. 

As detailed in this comment, the proposed metrics are flawed in concept and in practice.  Conceptually, 
they are based on an erroneous, narrow-sighted definition of “gainfulness” from an economic 
perspective. The proposed definition encompasses too short of a time horizon, ignores many salient 
private and social returns to educational investments, and ignores the uncertainty and risk associated 
with any type of investment.  As a result, quality educational programs will be deemed ineligible for 
Title IV funds, and the educational opportunities for consumers will be unnecessarily restricted.  In 
practice, the proposed rules will have potentially disastrous consequences on taxpayers due to foregone 
tax receipts from elimination of quality educational programs, the higher cost to taxpayers from students 
attending public institutions, and the negative impact on tax-paying proprietary institutions. The 
proposed rules will also have severe, negative consequences for individuals attempting to improve their 
economic situation, particularly females and minorities, thereby conflicting with President Obama’s 
stated goal of having the highest percentage of college graduates in the world by 2020. 

Instead of introducing further distortions into the U.S. system of higher education through the use of 
flawed metrics, attention should be focused on the direct monitoring of program quality to ensure a 
minimum level of adequacy in all postsecondary programs receiving Title IV funds.  Fortunately, the 
infrastructure for this already exists: recognized accrediting agencies ensure a minimum level of quality 
for accredited schools thereby protecting both taxpayers and consumers.  Thus, a properly functioning 
system of accreditation achieves the Department of Education’s goals discussed above without incurring 
needless costs or unleashing unintended consequences. 

III. INTRODUCTION 

We appreciate the opportunity to comment on the notice of proposed rulemaking (“NPRM”).  
Unfortunately, the proposed gainful employment rules are seriously flawed.  First, the justifications 
underlying the proposed rules are based on faulty logic.  Second, the rules are based on an erroneous 
definition of gainful employment from an economic perspective.  Third, even given the definition of 
gainful employment proposed under the rules, there are numerous shortcomings of the suggested 
measures.  Finally, the proposed rules are likely to have dire, unintended consequences, including: 
(i) Eliminating quality educational programs; (ii) Widening gender and racial gaps in educational 
attainment; (iii) Increasing income inequality in the U.S.; (iv) Failing to meet President Obama’s 
goal of having the highest percentage of college graduates in the world by 2020. 
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We discuss each of these points in turn. 

IV. CONCEPTUAL ISSUES WITH THE JUSTIFICATIONS FOR THE PROPOSED 
REGULATIONS 

The NPRM discusses three rationales for the proposed “gainful employment” rules.  Each is based on 
flawed logic or unsupported and unwarranted claims. 

1. Protect Taxpayers. Because federal financial aid loans are guaranteed, there is no doubt that
defaults could represent a cost to taxpayers. However, the net impact of the proposed rules on taxpayers 
requires an accurate comparison of total taxpayer liability under the current system to total taxpayer 
liability if the proposed rules are implemented.  Nowhere does the NPRM contain projections 
concerning these numbers.  Nonetheless, the proposed rules will certainly impose enormous costs on 
taxpayers if implemented. 

First, public institutions are not as low cost as suggested in the NRPM.  It is reported in the NPRM that 
between 69,000 and 126,000 students would transfer to other institutions (75 Fed. Reg. at 43,668). 
Assuming for a moment that this is accurate, and that many students transfer to public institutions with 
significantly lower costs to the student, this is seen as a benefit to the taxpayers. However, this is 
grossly mistaken as it ignores the reason why tuition costs are generally much lower at public 
institutions: those institutions receive generous local, state, and federal subsidies, that are themselves 
paid by taxpayers. 

To illustrate this point, consider the following example.  A student can enroll in a year-long program at a 
for-profit institution and pay $10,300 completely covered by loans ($7,300 in federal loans and the 
remainder in private loans). Alternatively, the student could enroll in a similar program at a public 
institution and pay $2,900 completely covered by loans ($2,300 in federal loans and the remainder in 
private loans).1  If the student chooses the for-profit option and completely defaults on the loans, the 
taxpayer has lost $7,300 (ignoring, for simplicity, issues associated with interest and discount rates).  If 
the student chooses the public option, and we even assume that the student now does not default on the 
loans, the taxpayer still loses.  Why?  Because total aid alone is at about $8,000 per year per full-time 
equivalent student at public institutions (see figure 1). Figure 2 shows that roughly $7,100 is in the form 
of state and local aid. Moreover, figure 2 reveals that state and local aid per full-time equivalent student 
(“FTE”) varies significantly across states, with several states receiving more than $10,000 in state and 
local aid. 

This aid is equivalent – from the taxpayers’ perspective – to a student loan that has zero probability of 
being repaid. Thus, if the student has even a five percent probability of repaying the loan after attending 
the for-profit institution, then taxpayers are better off when the student attends the for-profit institution.2 

If the probability of default is greater than zero at the public institution, then the probability of repaying 
the debt incurred to attend the for-profit school can even be less than five percent and taxpayers will 
continue to be better off with students choosing the for-profit option. 

 These figures are approximately equal to those reported in Table A-2 in the NPRM (75 Fed. Reg. at 43,649). 
 
 
2 The expected cost to taxpayers from the student attending the for-profit institution and having a 95 percent default rate is 0.95*$7,300 = $6,935.
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Figure 1. State Tax Appropriations for Higher Education: 1972-1973 to 2008-2009. 
 
 

Note: FTE = full-time equivalent students.   
 
 
Source: http://www.trends-collegeboard.com/college_pricing/4_3_public_appropriations_b.html.
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Figure 2. State and Local Financial Support for Higher Education, by State: 2005-2008. 
 
 

State 

2007-2008 Total state and local 
appropriations for 

higher education as a 
percent of state and 

local tax revenue, 2005­
2006 

Full-time equivalent 
enrollment 
(thousands) 

Educational 
appropriations (million 

dollars) 

Educational 
appropriations per full-

time equivalent 
enrollment (dollars) 

Total, 2008 10475.1 73940.7 7058.7 6.0 
Alabama 186.3 1,413.1 7,586 11.0 
Alaska 18.7 273.1 14,601 6.9 
Arizona 223.9 1,704.4 7,614 5.4 
Arkansas 107.4 696.2 6,481 8.6 
California 1,731.8 12,429.5 7,177 6.3 
Colorado 161.3 679.6 4,213 3.7 
Connecticut 77.1 829.6 10,762 4.2 
Delaware 31.6 228.5 7,226 6.0 
Florida 537.9 3,487.5 6,483 5.2 
Georgia 310.8 2,547.6 8,198 8.5 
Hawaii 35.5 466.4 13,150 7.4 
Idaho 44.0 381.9 8,685 8.1 
Illinois 391.4 2,968.6 7,585 5.1 
Indiana 229.3 1,245.3 5,430 6.2 
Iowa 115.0 732.9 6,372 7.6 
Kansas 129.7 794.7 6,125 7.4 
Kentucky 142.4 1,088.2 7,643 8.9 
Louisiana 165.8 1,284.5 7,748 8.2 
Maine 35.5 241.8 6,804 4.2 
Maryland 206.2 1,576.4 7,646 4.9 
Massachusetts 144.6 1,258.5 8,705 4.0 
Michigan 388.7 2,245.9 5,778 5.6 
Minnesota 200.2 1,250.7 6,248 6.1 
Mississippi 117.6 768.1 6,534 9.4 
Missouri 179.4 1,082.0 6,032 5.2 
Montana 35.6 175.6 4,940 5.7 
Nebraska 75.5 575.1 7,622 8.3 
Nevada 63.3 576.4 9,102 6.2 
New Hampshire 34.1 120.7 3,541 2.6 
New Jersey 238.0 1,894.7 7,960 4.3 
New Mexico 85.2 817.8 9,598 12.0 
New York 526.5 4,670.9 8,871 4.1 
North Carolina 357.6 3,200.3 8,949 10.2 
North Dakota 35.8 199.5 5,579 9.1 
Ohio 391.7 1,957.9 4,998 5.0 
Oklahoma 131.2 939.9 7,164 7.9 
Oregon 129.3 730.2 5,647 5.0 
Pennsylvania 339.0 1,995.6 5,886 4.2 
Rhode Island 30.1 183.4 6,089 4.2 
South Carolina 144.7 952.9 6,585 8.5 
South Dakota 29.6 148.5 5,018 7.5 
Tennessee 169.9 1,252.5 7,371 7.8 
Texas 804.9 5,603.4 6,962 7.5 
Utah 102.4 728.7 7,116 8.3 
Vermont 20.0 63.2 3,167 3.0 
Virginia 281.9 1,636.7 5,805 5.3 
Washington 221.3 1,567.8 7,086 6.1 
West Virginia 73.5 433.2 5,892 7.1 
Wisconsin 219.0 1,491.5 6,810 5.1 
Wyoming 23.1 349.3 15,151 9.4 
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Source: State Higher Education Executive Officers, Boulder, CO (copyright). 2010 Statistical Abstract. 
(http://www.census.gov/compendia/statab/2010/tables/10s0281.pdf). 

Second, if the proposed “gainful employment” rules reduce the number of students investing in 
postsecondary education, then taxpayers are harmed due to the loss of the social returns to education.  In 
the NPRM, it is reported that between 16,000 and 30,000 students will leave programs without 
immediately enrolling elsewhere if the proposed rules are implemented.  As discussed below, we believe 
this number will be much higher as it is unlikely that 69,000 to 126,000 students will transfer to new 
institutions as projected in the NPRM. Regardless, even given the NPRM’s unsubstantiated and likely 
overly-conservative estimates, this represents a sizeable loss to taxpayers – as discussed in the next 
section – due to the foregone social benefits (e.g., lower tax receipts received from both students who 
complete their program and for-profit institutions).  

2. Protect Consumers.  The proposed rules are justified on the grounds that consumers allegedly 
need protection since there is a problem of asymmetric information: schools should know which 
programs are beneficial to which students, but students do not possess this information.  As a result, 
institutions that “are legally obligated to make profitability for shareholders the overriding objective” 
seek to exploit consumers (75 Fed. Reg. at 43,618).  In addition, the proposed rules are justified on the 
ground that they allegedly prevent the “over-supply” of credentialed workers (75 Fed. Reg. at 43,617). 

There are several flaws to this argument.  First, the fact that institutions receiving Title IV funding must 
be accredited by an agency approved by the Department of Education should ensure that any program 
attended by a student is of sufficient quality. Rather than injecting additional rules and inefficiencies in 
the U.S. educational system, a more direct approach to consumer protection is to ensure that 
accreditation standards are sufficient and enforced.  This is the least intrusive and most comprehensive 
tool available to eliminate any sort of information deficit on the side of consumers. 

Second, the proposed rules actually harm consumers by limiting opportunities for postsecondary 
education. As mentioned above, it is projected in the NPRM that between 16,000 and 30,000 students 
will exit schooling if the proposed rules are implemented.  Indeed, much of the potential cost savings to 
taxpayers discussed in the NPRM is predicated on the decline in the number of students pursuing 
postsecondary education: “The estimated savings come from Federal loans and Pell Grants not taken by 
students who do not pursue an education in each scenario” (75 Fed. Reg. at 43,691). 

However, the proposed rules will likely decrease the number of students pursuing postsecondary 
education by an even greater amount as many of the 69,000 to 126,000 students projected in the NPRM 
to switch to an alternative institution will simply forego the extra schooling.  This belief is based on the 
indisputable fact that the U.S. has entered a period of significant contraction of student enrollments at 
many public institutions.  Many schools now face binding capacity constraints on the number of students 
that may be enrolled.  Ferrarri (2010) writes: 

Across the nation, cash-strapped public universities have limited, capped or even reduced 
enrollment to cut costs. The 35,000-student University of Florida wants to shrink by 
4,000 students. And the California State University system, with 23 campuses and 
450,000 students, is trying to reduce enrollment by 40,000 students over two years.3 

3 Accessed online at: http://www.newsobserver.com/2010/05/29/505976/state-may-cap-uncs-growth.html. 
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Given that the U.S. is currently in a period of shrinking enrollments at many public institutions, the 
NPRM’s projections of 69,000 to 129,000 students being reallocated every year from for-profit to public 
institutions seems overly optimistic to say the least.  

Even if such enrollment limits are relaxed in the future, one would expect the average subsidy per full 
time equivalent student to rise above the figures reported in figures 1 and 2.  For example, additional 
funding will be necessary to build new classrooms and dormitories, hire additional faculty and support 
staff, etc. Thus, the assertion that the proposed rules will protect both taxpayers and consumers seems 
far-fetched. 

By limiting students’ opportunities to pursue postsecondary investments, the proposed rules preclude 
individuals from realizing the full private returns to education discussed in the next section: higher 
earnings over one’s lifetime, other pecuniary benefits, more stable employment, etc.  The flawed logic 
of the proposed rules is highlighted in the NPRM once it is admitted that many individuals may prefer to 
undertake an educational investment to secure a low-wage job rather than have no earnings at all. 
Despite this fact, a debt-to-earnings threshold of eight or twelve percent is rationalized as keeping 
students within a “manageable” debt burden (75 Fed. Reg. at 43,667, footnote 22).  Thus, the implied 
effect of the proposed regulation would be to tell currently unemployed individuals, who want to better 
their employment prospects by attending school, that their current situation is more “manageable” than it 
would be if they obtained a low-wage job accompanied by some loan obligations.   

This is a clear case of government over-stepping its boundaries.  Few would disagree that zero earnings 
is less “manageable” than a low-wage job with a, say, 15 or 20 or even 50 percent debt burden.  How 
can eliminating these job prospects be for the good of the consumer?  Consumers do not think it is.  A 
survey conducted in October 2009 by Americans for Democratic Action found that 60 percent of 
respondents disagreed with the notion that the growth of the for-profit educational sector should be 
curtailed.4  In addition, the same logic applies to low-wage workers who enter an educational program 
seeking higher-wage employment.   

Finally, the argument proposed in the NPRM that consumers are protected against an “over-supply” of 
individuals with postsecondary credentials is not supported by the data nor economic rationale.  To 
begin, despite the large expansion of the for-profit sector in higher education and occupationally specific 
training at other institutions (nearly tripling from 673,000 to 1.8 million students between 2000 and 
2008), the private returns to education continue to grow.5  Figure 3 plots relative earnings by education 
levels over the past four decades. Panel A plots median weekly earnings; Panel B uses average hourly 
wages. The premium for some college or an associate degree relative to a high school diploma has risen 
slowly over the past three decades, while the return to a college degree has risen sharply.  Thus, at this 
point, concern about an over-supply of workers with college credentials causing a rapid decline in the 
market value of postsecondary degrees is unwarranted. 

4 See http://nexusresearch.org/1/NexusStudy8-31-10.pdf.


5 See 75 Fed. Reg. at 43,617; http://www.washingtonpost.com/wp-dyn/content/article/2010/06/13/AR2010061304605.html accessed online on September 5, 
 
 
2010.
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Figure 3. Relative Earnings by Education, 1973-2009 
 
 

Panel A 

Panel B 
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Source: http://economix.blogs.nytimes.com/2010/05/17/the-value-of-college-2/?ref=business (Panel A): 
Lemieux, T. (2008), “The Changing Nature of Wage Inequality,” Journal of Population Economics, 21, 
21-48 (Panel B). 

Moreover, this line of thinking is not supported by economic rationale.  The problem is that it fails to 
properly compare the current income distribution of all workers in the U.S. to the income distribution 
that would result if the proposed rules are implemented.  In particular, even if earnings of individuals 
with higher education fall (or rise less steeply) in the future under the current system due to an increase 
in supply of workers with at least some postsecondary education, this increase in supply reduces the 
supply of workers in the economy with only a high school degree, thereby raising earnings (or leading 
to a less significant decline) for individuals in this group.  In other words, if implemented, the proposed 
rules may “protect” the earnings of individuals who continue to invest in postsecondary education, but it 
does so at the expense of individuals with only a high school degree. Thus, the proposed rules are not a 
“win-win” for all consumers, but rather redistribute earnings from one class of individuals to another. 
Specifically, this redistribution benefits those obtaining a postsecondary degree after the implementation 
of the proposed rules at the expense of those with only a high school degree, leading to greater income 
inequality in the U.S. 

3. Eliminate Low Quality Educational Programs or Provide Incentives for Improvement.  It is 
hypothesized in the NPRM that the proposed rules will provide incentives for low quality programs to 
improve and/or reduce prices.  Programs that do not will be eliminated (or, at least eliminated from Title 
IV eligibility). While these are worthwhile goals, the proposed rules will not achieve them.  Even if 
they would, the proposed rules are not the most efficient means of doing so. 

First, as stated above, a more direct mechanism already exists to eliminate low quality programs: 
accreditation.  Taxpayer resources are better spent ensuring a rigorous accreditation process, rather than 
spent trying to determine program quality through complex, imprecise, back-door measures.  Moreover, 
using accreditation as a tool to ensure program quality (as well as protect taxpayers and consumers) 
avoids the discriminatory nature of the proposed “gainful employment” rules.  The proposed rules would 
only apply to for-profit institutions and select programs at other institutions.  In the NPRM, it is stated 
that the inability to apply the “gainful employment” rules to other programs at public and private not-
for-profit institutions is due to the original wording of the statute, but this should not prevent 
enforcement of the “regulation at the institutions where it can” (75 Fed. Reg. at 43,658).  If the goal of 
the proposed rules is truly not to single out the for-profit sector, but eliminate all low quality educational 
programs, then accreditation should be the policy tool used.    

Second, the argument that the proposed rules are needed to improve the quality of educational programs 
being offered ignores the incentives currently provided in the marketplace for institutions to offer quality 
programs at competitive prices.  The recent growth cited above in the number of students in the for-
profit sector along with a commensurate increase in the number of institutions and programs implies a 
competitive market.  Thus, the “invisible hand” of competition properly incentivizes institutions to offer 
quality programs at prices equal to marginal costs.   

Finally, the argument that many for-profit institutions “will adjust prices to attempt to bring programs 
into compliance” is flawed (75 Fed. Reg. at 43,672).  The assumption that prices in the for-profit sector 
can be lowered without compromising quality is predicated on a comparison of profit margins and prices 
of programs at for-profit institutions relative to other institutions. However, the competitive nature of 
the industry discussed above suggests that economic profits are not high. More importantly, direct 
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comparisons of program prices at for-profit institutions and public institutions are flawed since they 
ignore state and local aid given to public institutions. For example, Table A-2 in the NPRM indicates 
that the average annual debt for a student obtaining a bachelor’s degree from a for-profit school is 
roughly $8,000 (§ $31,678/4); it is $3,100 at a public school (§ $12,321/4). Yet, public schools also 
receive at least $7,000 per full-time equivalent student in state and local aid according to figures 1 and 2.  
Thus, even using this conservative $7,000 estimate concerning state appropriations to public institutions 
– and not even mentioning the fact that for-profit schools must pay corporate taxes for which public 
institutions are exempt – the for-profit school is already operating with less revenue per student than 
public institutions.6  It is simply not reasonable to expect for-profit institutions to lower prices if the 
proposed rules are implemented and continue to offer quality programs. 

V.		 CONCEPTUAL PROBLEMS WITH THE PROPOSED MEASURES OF GAINFUL 
EMPLOYMENT 

The proposed rules purport to measure gainful employment using two metrics: one based on debt-to­
earnings (where earnings may represent annual income or discretionary income) and one based on 
repayment rates.  Even assuming such metrics could measure gainful employment much less 
“preparation for gainful employment,” both metrics are conceptually flawed. 

Let us focus on the first measure, debt-to-earnings.  To evaluate this measure, it is very helpful to 
understand the classical economic model of investments in education.7  The model is extremely useful in 
clarifying the exact nature of the costs and benefits of educational investments, as well as the relevant 
time horizon over which these costs are incurred and the benefits are accrued. 

In the classical model, individuals undertake an investment in postsecondary education if the lifetime 
benefits more than offset the short-run costs.8  For now, let us measure the lifetime benefits as simply 
the difference in earnings associated with the postsecondary investment; as discussed below, the benefits 
to schooling are much more extensive than differences in earnings.  The costs reflect not only the 
monetary costs of the investment (tuition plus interest), but also the opportunity cost of the investment 
(i.e., the foregone wages that could have been earned by working instead). Because the benefits occur in 
the future and the costs are incurred immediately, to compare apples-to-apples, we must compare the 
discounted present value of the additional stream of earnings realized due to the investment relative to 
the discounted present value of the costs of the investment.   

This comparison is illustrated in figure 4, where H represents the annual direct costs of the investment, 
wHS represents annual earnings with only a high school diploma, wPS denotes annual earnings with the 
postsecondary investment, the investment is undertaken immediately after high school (at age 18), and T 
is the length of the program.  While the student is in the training program, the costs accruing are H, the 
direct program costs paid by the student, plus the area above H to the line marked wHS, the earnings 
foregone while participating in the training program. The entire rectangle corresponds to the upfront 
costs to the student of entering and completing the training program.  

6 Figure 14 indicates that state appropriations per full-time equivalent student are roughly $8,000 in 2008-2009. 
 
 
7 See, for example, Borjas, G.J. (2010), Labor Economics, Fifth Edition, McGraw-Hill/Irwin or Kaufman, B.E. and J.L. Hotchkiss (2006), The Economics of 
 
 
Labor Markets, Seventh Edition, Thomson South-Western.
 
 

8 For instance, Rubinstein and Weiss (2006, p. 39) summarize the near universality of this approach, stating: “Huge research effort, based on twin data, 
 
 
natural experiments, and using variety of instrumental variables methods has tried to identify the causal effect of schooling. These studies generally follow 
 
 
Becker’s scheme and assume that the individual level of schooling is determined by equating the marginal lifetime benefits of schooling with the marginal 
 
 
costs of financing it.”  See Rubinstein, Y. and Y. Weiss (2006), “Post Schooling Wage Growth: Investment, Search, and Learning,” in E. Hanushek and F. 
 
 
Welch (eds.) Handbook of the Economics of Education, Vol. 1, Elsevier B.V. 
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Figure 4. Classical Model of Educational Investments 
 
 

In the figure, several simplifying assumptions are made purely for expository purposes.  First, all 
workers are assumed to retire at age 65.  Second, wages are assumed to be fixed over one’s lifetime 
within each education group. Third, individuals are assumed to undertake the postsecondary investment 
immediately following high school.  None of these simplifications alters the fundamental implications 
discussed below. 

The model makes it clear that the benefits to the investment are given by the area between the solid red 
and black lines, from age 18+T until retirement.  The costs are reflected by the area between the solid 
black and red lines, from age 18 until 18+T. If the discounted present value of the former is greater than 
the discounted present value of the latter, it is optimal for an individual to undertake the investment.  
Notice that it will be considerable time before the benefits will exceed the costs according to figure 4.  
By focusing only on short time horizons, the NPRM does not account for this reality. 

The proposed rules do not evaluate the “gainfulness” of programs by comparing the costs and benefits 
depicted in figure 4. Instead, the proposed metric uses annual debt-to-earnings ratios for students no 
more than six years removed from the program and in most cases only three years removed from 
completion.  Using the Department of Education’s assumed ten-year window on loan repayments, this is 
equivalent to (i) computing the ratio of the area in the red rectangle to the area in the purple rectangle in 
figure 5 during each year within this time horizon and (ii) comparing this ratio to an arbitrary threshold. 
The red rectangle depicts one-tenth of the monetary costs of the postsecondary investment; the purple 
rectangle depicts annual earnings with the investment.   
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Figure 5. Illustration of Proposed Debt-to-Earnings Rule 
 
 

The proposed debt-to-earnings measure is vastly different from the common sense, economic measure of 
the returns to an investment in postsecondary education depicted in figure 4. Among other differences, 
the costs of the investments are incurred over a much shorter window than that over which the benefits 
are reaped; see chart F in the NPRM (75 Fed. Reg. at 43,666).  Thus, comparing one year of costs to one 
year of returns biases the measure against a finding of gainfulness. 

It is important to realize that this bias occurs even assuming that the income gap between postsecondary 
schooling and only a high school degree remains constant over the lifecycle.  In the NPRM, the fact that 
average differences in income across educational groups are roughly constant over the lifecycle is used 
to justify the proposed measures focus on only the first six years (see 75 Fed. Reg. at 43,666).  However, 
the fact that the gaps are constant is not relevant; the relevant fact is that the gap is strictly positive even 
after six years has elapsed. While the income gaps are nearly constant over the lifecycle, that they are 
not zero implies the existence of benefits to educational investment over a worker’s entire lifetime.   

Beyond the flawed economic rationale for the proposed debt-to-earnings measure, there are other 
significant issues with the proposed measure based on the annual debt-to-earnings ratio. 

1. Validity of Income Measure. The proposed rules call for income to be obtained from the Social 
Security Administration. This measure of income will miss many of the benefits implicitly incorporated 
into wPS in the economic model discussed above (see figure 4).  First, reported income will not reflect 
pre-tax deductions such as health insurance, dependent care allocations, contributions to health 
expenditure accounts, and contributions to retirement accounts.  Second, reported income is notoriously 
unreliable as a measure of earnings for individuals who are self-employed.  For example, Pissarides and 
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Weber analyze UK tax data and find that reported self-employed income must be multiplied by 1.55 to 
yield an accurate measure of earnings.9  In a U.S. context, Eisenhauer (2008, p. 59) writes: “[B]ecause 
there is no third-party withholding of their income tax, the self-employed clearly have ample 
opportunity to evade, especially in light of the low audit probabilities they face.”10  A 1994 GAO report 
concludes that while sole proprietors account for 13 percent of individual tax payers, they account for 40 
percent of the total underreported income in the U.S.11  This is particularly problematic for the current 
proposed rules because empirical evidence indicates that individuals with some college education or a 
two-year degree are the most likely to be self-employed.  The proposal makes no adjustments for these 
realities. 

2. Failure to Account for the Full Private Returns to Education. The U.S. Bureau of Labor 
Statistics finds that between 30 and 35 percent of a worker’s total compensation is derived from fringe 
benefits.12  Moreover, economists have long recognized that individuals investing in higher education 
earn greater fringe benefits such as contributions to retirement accounts, subsidized insurance, paid 
vacations, etc.13  As a result, the proposed debt-to-earnings ratio ignores a sizeable component of the 
private returns to education. Haveman and Wolfe (1984, p. 377) warned long ago that such omissions 
dramatically undervalue the private returns to education: 

Standard estimates of the economic value of additional schooling, based on earnings 
differences associated with differences in the level of schooling attained, cover only a 
portion of the total effects of education that are valued by citizens. We first identify a 
catalog of nonmarketed effects, many of which have been recently studied by economists, 
and then propose a procedure for estimating a willingness-to-pay value for these effects. 
Using empirical estimates of the magnitude of a selection of these effects found in the 
literature, we calculate willingness-to-pay values using our proposed procedure. These 
illustrative calculations suggest that standard estimates of the benefit of incremental 
schooling substantially understate the full value of such investments. 

Moreover, the “full value” of investments in education must also account for the significantly greater 
employment stability enjoyed by those with higher education.  For example, the most recent U.S. 
Bureau of Labor Statistics data finds individuals with an associate degree had an unemployment rate two 
percentage points lower than those with only a high school diploma (7.7 percent versus 9.7 percent) in 
August 2010; for individuals with a bachelor’s degree or higher, the unemployment rate was only 5.0 
percent in August 2010.14 

3. Failure to Account for the Social Returns to Education. Economists have long recognized the 
fact that an individual’s decision to invest in one’s own schooling yields benefits to the rest of society. 
Such external benefits arise from a number of sources, but perhaps the most relevant and immediately 
felt are the facts that better educated individuals earn higher wages, are more likely to work full-time, 
and have more stable employment.  As a result, taxes paid by individuals increase significantly with 

9 Pissarides, C.A. and G. Weber (1989), “An Expenditure-Based Estimate of Britain’s Black Economy,” Journal of Public Economics, 39, 17-32.
 
 

10 Eisenhauer, J.G. (2008), “Ethical Preferences, Risk Aversion, and Taxpayer Behavior,” Journal of Socio-Economics, 37, 45-63.
 
 

11 U.S. General Accounting Office (1994), Tax Administration: IRS Can Better Pursue Noncompliant Sole Proprietors, GAO/GGD-94-175. 
 
 
12 See http://www.bls.gov/news.release/pdf/ecec.pdf.


13 See, e.g., Smeeding, T. (1983), “The Size Distribution of Wage and Nonwage Compensation: Employer Cost versus Employee Value.” In J. Triplett (ed.) 
 
 
The Measurement of Labor Cost, University of Chicago Press; Lucas, R.E.B. (1977), “Hedonic Wage Equations and Psychic Wages in the Returns to 
 
 
Schooling,” American Economic Review, 67, 549-558; Duncan, G.J. (1976), “Earnings Functions and Nonpecuniary Benefits.” Journal of Human 
 
Resources, 11, 464-483; Haveman, R.H. and B.L. Wolfe (1984), “Schooling and Economic Well-Being: The Role of Nonmarket Effects,” Journal of Human 
 
 
Resources, 19, 377-407; Wolfe, B.L. and R.H. Haveman (2003), “Social and Nonmarket Benefits from Education in an Advanced Economy,” in Y.
 
 

Kodrzycki, (ed.) Education in the 21st Century: Meeting the Challenges of a Changing World, Boston: Federal Reserve Bank of Boston, 2003.
 
 

14 See ftp://ftp.bls.gov/pub/suppl/empsit.cpseea17.txt.
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education. Moreover, as a further consequence of higher earnings and more stable employment, better 
educated workers are less likely to rely on government transfers (e.g., welfare, food stamps, subsidized 
school meals for children) and less likely to engage in criminal behavior.   

4. Failure to Account for Uncertainty. The model presented in figure 4 ignores the fact that 
lifetime earnings with and without the investment are unknown at the time an individual is deciding 
whether to undertake an educational investment.  Thus, individuals must compare the expected benefits 
of the investment to the expected costs (which are also uncertain – though roughly calculated – since 
they depend on a variable interest rate) to decide if it is optimal to undertake an investment in 
postsecondary education. The proposed rules likewise ignore this uncertainty. The proposal will 
(attempt to) determine whether an investment decision was sound – and thus resulted in something the 
Department of Education purports to call “gainful employment” – by comparing realized costs with (a 
portion of) realized benefits. As a result, it should be clear that investments that were warranted at the 
time an enrollment decision was made, based on the best possible forecasts of future benefits and costs, 
may be viewed unfavorably in hindsight if realizations differ significantly from expectations.  In other 
words, if the ex post costs and benefits differ from the ex ante costs and benefits, an education program 
that was a wise investment at the time the decision was made may not yield immediate employment 
despite the program having prepared the student for “gainful employment” in a recognized occupation. 
Such deviations may occur, for example, due to adverse and unexpected changes in macroeconomic 
conditions, individual health, family circumstances, or from a host of other unexpected “shocks” to an 
individual’s earnings capabilities, not to mention changes in technology, trade policy, or other aspects of 
the labor market that lead to changes in demand for workers with particular skill sets.  It should be 
obvious that none of these events speaks to program quality. 

For instance, let us focus on just one aspect of uncertainty: future labor demand.  Shellenbarger (2010) 
summarizes the difficulty in forecasting future demand for workers with particular skills.15  She notes 
that even the Department of Labor’s “Occupational Outlook Handbook,” which forecasts the hot jobs 
over the coming decade, can lead students astray.  She writes: 

The forecasts have limitations. The Labor Department’s macroeconomic model 
works on two noteworthy assumptions—that the economy will rebound to long-term 
growth and that there won’t be any more big shocks like the 2007-2008 recession. Thus 
its forecasts don’t predict the big job-market swings or sudden changes in the supply of 
workers that can easily happen in a volatile economy.  

That means you could pick a job from the Labor Department’s ‘fastest-growing’ 
list when you enter college, only to find the field in a slump by the time you graduate. For 
example, a 2006 high-school graduate eyeing the government’s 2004-2014 forecast for 
nursing at that time would have read about excellent job prospects, with ‘thousands of job 
openings’ predicted because experienced nurses were expected to retire. 

While that forecast is likely to hold for the long term, the job market for students 
graduating from college this year is headed in the opposite direction: Thousands of 
experienced nurses who had been inactive or retired have been re-entering the work force 
because of the recession. 

Similarly, a high-school grad in 2000 might have picked computer 
programming—No. 8 at the time on a government list of fast-growing, high-paying 
jobs—only to graduate to the aftermath of the dot-com collapse. 

15 Shellenbarger, S., “What Will Be the Hot Jobs of 2018?” Wall Street Journal, May 26. Accessed online at: 
http://online.wsj.com/article/SB10001424052748704026204575266342935418962.html?KEYWORDS=hot+jobs+of+2018. 

15 

http://online.wsj.com/article/SB10001424052748704026204575266342935418962.html?KEYWORDS=hot+jobs+of+2018
http:skills.15


                            

 

 

 

 

And finally, no economic model can forecast growth in jobs that are still 
evolving. While the government’s latest handbook contains a supplement on ‘green 
occupations’ in emerging industries such as biofuels and wind energy, it has no data on 
many of the jobs these industries are creating, such as fuel-cell technologists. 

‘Right now, all the projections we have are about a world that existed’ in the past, 
says David Passmore, director of The Pennsylvania State University’s Institute for 
Research in Training & Development. ‘We are sitting on the precipice of the next big 
transformation’ in energy production, ‘and no one in the occupational-projections area 
knows how to handle that.’ 

Underscoring this point, Lacey and Wright (2009, p. 98) state:  

In projecting occupational growth and decline, BLS makes assumptions about the size 
and makeup of the labor force, the size of the economy, demand for goods and services, 
and other factors that affect levels of employment. Changes in laws, business and 
consumer preferences, and technology may alter the BLS projections over time.16 

Despite the difficulty in forecasting future labor demand, the proposed metrics concerning “gainful 
employment” do not allow such uncertainty.  Thus, educational programs will be penalized based on the 
current labor market situation for graduates.  This is especially problematic if the long-term employment 
prospects in a profession exceed current employment prospects.  For example, despite the current labor 
market for nurses mentioned in the quote above, few would advocate eliminating nursing programs 
today on the basis of a failure to prepare students for “gainful employment.”  This perverse consequence 
of the proposed rules arises from the narrow time horizon upon which the metrics are based.  

5. Arbitrary Usage of Summary Statistics of Distributions. The proposed measures of debt-to­
earnings ratios are based on the median annual loan payment of program completers, but average annual 
earnings of program completers.  This inconsistency is discussed briefly, but unsatisfactorily in the 
NPRM (75 Fed. Reg. at 43,667). We are of the firm conviction that the proposed rules are explicitly 
designed to have the most adverse impact on the for-profit industry. Support for this conclusion is 
provided in Figures A-1 and A-2 in the NPRM (75 Fed. Reg. at 43,647-50). In these tables, there is 
little difference in mean and median debt among completers of programs at for-profit institutions, but 
mean debt is significantly higher than median debt at public and private not-for-profit institutions.  For 
example, in 2007-08 the median federal debt of completers of an undergraduate certificate was $0, $0, 
and $7,145 for students attending public, not-for-profit, and for-profit institutions, respectively. 
Average debt, however, was $2,292, $5,145, and $7,317, respectively. Thus, the decision to use median 
debt has little effect on the “gainfulness” of programs in the for-profit sector, but paints many programs 
in other sectors in a much more favorable light. 

The use of average annual earnings of program completers to construct the debt-to-earnings ratios is 
also problematic in that it ignores other information in the distribution of earnings among completers.  
Specifically, the focus on average earnings ignores the fact that there is substantial variation in earnings 
even among individuals with the same educational background.  Thus, while a particular educational 
program may appear to not lead to “gainful employment” using average earnings to compute debt-to­
earnings ratios, the fact that a meaningful proportion of program completers do succeed in entering 
“gaining employment” may be obscured by the use of average earnings.  The fact that earnings are 

16 Lacey, T.A. and B. Wright (2009), “Occupational Employment Projections to 2018,” Monthly Labor Review, 82, 82-123. 
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highly variable (and that this variability has increased over time) even within education levels – referred 
to by economists as within-group inequality – has been consistently documented by labor economists.17 

To be precise, our objection here is not that the use of median versus mean is better or worse when 
measuring debt or earnings, but rather that the inconsistent usage of the two appears to be for the sole 
benefit of having the largest adverse effect of the for-profit sector.  Moreover, any metric that uses only 
a single statistic to summarize a vast distribution of outcomes – whether that statistic is the mean or the 
median – obscures the diversity in student experiences and outcomes, thereby judging the quality of 
programs on the basis of insufficient information. 

6. Arbitrary Definition of the Appropriate Sample of Students.  The proposed debt-to-earnings 
ratios are based on average income for all program completers regardless of whether they use loans to 
cover the costs of the program.  However, students incurring debt and those not incurring debt in order 
to attend a program do not constitute a homogeneous group.  Obviously, they differ in the fact that one 
group can afford the costs of the program without resorting to loans.  More importantly for the proposed 
rules, students not incurring debt to attend a program may be enrolled in the program for self-fulfillment 
and not its earnings potential. As a result, these individuals may not seek employment upon completion 
of the program.  If a sufficient number of non-borrowers are included in a sample, the outcome will 
biased toward a determination of “non-gainful employment.”  Further study should be carried out to 
determine the implications of aggregating borrowers and non-borrowers in the determination of “gainful 
employment.” 

7. Arbitrary Inclusion of Private Loans.  The proposed debt-to-earnings ratios measure debt as 
inclusive of both private and public loans to students. The fact that private institutions are willing to 
loan money to students to cover (a portion of) the costs of the program reveals valuable information 
about the “gainfulness” of the educational investment as determined by the private sector.  The proposed 
metric ignores this market signal.  Indeed, it arguable turns a clear market signal that a program does 
prepare students for gainful employment into an indication that the program does not do so.  

The discussion to this point has focused on the proposed debt-to-earnings measure of “gainful 
employment.”  The measure based on repayment rates is equally, if not more, troubling.  As with the 
debt-to-earnings measure, there are several issues with the proposed measure. 

1. Repayment Rates Depend on a Multitude of Factors. Repayment rates reflect not just earnings or 
employment or, better yet, “gainful employment,” but also other sources of income that are independent 
of program quality such as family wealth, marital status and spousal attributes, etc.  In addition, 
repayment rates have been shown to depend on personal attributes and post-graduation life-style choices 
that have little to do with the economic value of the educational investment.  The crucial point is that 
these other factors have enormous influence on repayment rates, yet institutions have no control over 
them.   

The NPRM addresses this point by citing the study by Guryan and Thompson (2010) and interpreting 
the results from this study as finding that “only about half of the difference in defaults could be 
explained by student characteristics” (75 Fed. Reg. at 43,654).18  This interpretation is incorrect. The 
correct interpretation is that the few observable student attributes included in the analysis – 

17 See, e.g., Couch, K.A. and M. Daly (2004), “The Improving Relative Status of Black Men,” Journal of Income Distribution (Fall-Winter 2003-2004), 56­

78.


18 Guryan, J. and M. Thompson (2010), “Report on Gainful Employment: An Executive Summary,” Charles River Associates, March 29. 
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race/ethnicity, gender, program persistence and completion status, Pell Grant receipt, family welfare 
receipt, parent or own income, and dependency status – explain about half of the difference in default 
rates. A host of other student attributes – that have nothing to do with the quality of the educational 
program attended – are not included in the analysis and could possibly explain much of the remaining 
difference in default rates. Examples include student attributes such as age at matriculation, marital 
status, number of children, prior employment history, prior educational background, work ethic, 
determination, responsibility, computer skills, communication skills, immigration status, English 
language proficiency, parents’ educational background, etc. that are not included in the authors’ 
multivariate analysis. 

For example, while not included in their regression analysis, Guryan and Thompson (2010) document 
significant differences in age at matriculation, the percentage of single parents, and parents’ educational 
background of students entering various types of institutions. See figures 6, 7, and 8. 

Figure 6. Average Age at Which Students First Enroll in Postsecondary Education, 2008 

Source: Guryan and Thompson (2010). Original data from the National Postsecondary Student Aid 
Study, 2008. 

However, even ignoring these other student attributes that may differ across students at for-profit and 
public/private not-for-profit schools and that very well may explain additional differences in default 
rates, the fact that even half of the difference in defaults (and more than half of the total number of 
defaults of students from for-profit institutions) can be attributable to student attributes in the study by 
Guryan and Thompson (2010) implies that the proposed “gainful employment” rules based on 
repayment rates are largely determined by factors beyond the control of institutions of higher education.  
If loan repayment behavior is largely driven by factors beyond schools’ control, how can loan repayment 
be considered a valid measure of “gainful employment”? 
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Figure 7. Percent of Students Who Were Single Parents Prior to Matriculation, 2008 
 
 

Source: Guryan and Thompson (2010). Original data from the National Postsecondary Student Aid 
Study, 2008. 

Figure 8. Percent of Students Whose Parents Attended at Least Some College, 2008 

Source: Guryan and Thompson (2010). Original data from the National Postsecondary Student Aid 
Study, 2008. 

Given the importance of the findings in Guryan and Thompson (2010) in evaluating the proposed 
“gainful employment” regulation, similar evidence from other studies would be comforting.  
Fortunately, Guryan and Thompson’s (2010) findings are not unique; the predictive power of student 
attributes in statistical analyses of loan defaults has been documented for several decades.  Knapp and 
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Seaks (1992) analyze default rates on federal student loans, concluding that student attributes swamped 
institutional attributes in terms of importance in explaining defaults.  The authors (p. 404) state: 

Based on a probit model of default for two thousand guaranteed student loans, we find 
that individual characteristics (including parents’ income, presence of two parents at 
home, student’s graduation, and student’s race) have a significant impact on default rates, 
while institutional characteristics (four year vs. two year college, private vs. public, 
school size, and individual school dummies) have little significant effect. The results 
imply that proposals to penalize colleges with ‘high’ default rates are premature.19 

Volkwein and Szelest (1995) combine data from three national databases, concluding: 

Our findings erode the basis for current national policies and proposed SPRE legislation 
that hold institutions accountable for the loan defaults of former students.  Loan 
repayment and default behavior can be substantially predicted by the precollege, college, 
and postcollege characteristics of individual borrowers . . . . In both populations (all 
borrowers and proprietary), we find virtually no evidence of a direct link between default 
behavior and type of institution or higher degree offered.20 

In a subsequent study, Volkwein et al. (1998) explore more deeply differences in student loan default 
rates across racial groups. Again, the authors (p. 224-5) find little role for institutional characteristics in 
explaining these differences: 

Despite the demise of in loco parentis, colleges and universities are widely believed to 
exert considerable influence on the personal actions of their students, not only while the 
students are on campus pursuing their degree programs, but also after they cease 
attending the institution and leave the campus. Current student loan policy and national 
legislation is based substantially on this belief . . . .  [W]e find only modest evidence that 
type of institution attended has an impact on student loan default. Rather, the effects of 
institution type appear to be outweighed by the level of degree earned by the borrower. 
Indeed, the small impact of institution type appears important only for White borrowers, 
but not for Blacks or Hispanics or other minorities . . . .  [B]orrowers in every racial and 
ethnic group who have similar earned degrees, marital status, and family size exhibit 
almost identical records of earned income and loan repayment. The borrower’s 
socioeconomic status, type of institution attended, grades earned, and choice of major 
appear to be less important than whether he or she has completed a degree, is married or 
single, and has dependent children or not. Blacks and Hispanics in this study, compared 
to Whites, have lower levels of degree attainment, lower levels of academic achievement, 
almost twice the number of dependent children, and almost twice the rate of separation 
and divorce. These circumstances, rather than race/ethnicity, appear to be the reasons for 
their repayment and default behaviors.21 

19 Knapp, L.G. and T.G. Seaks (1992), “An Analysis of the Probability of Default on Federally Guaranteed Student Loans,” Review of Economics and 
 
Statistics, 74, 404-411.
 
 

20 Volkwein, J.F. and B.P. Szelest (1995), “Individual and Campus Characteristics Associated with Student Loan Default,” Research in Higher Education,


36, 41-72.
 
 

21 Volkwein, J.F., B.P. Szelest, A.F. Cabrera, and M.R. Napierski-Prancl (1998), “Factors Associated with Student Loan Default Among Different Racial 
 
 
and Ethnic Groups,” The Journal of Higher Education, 69, 206-237.
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In line with these findings, Flint (1997) provides an in-depth review of studies conducted to that time.22 

The author finds that many studies fail to find any effect of postcollege income on the probability of 
default. Thus, the very premise of the proposed use of default rates to measure the quality of 
educational programs is flawed given the, at best, tenuous link between postsecondary earnings and 
repayment rates. 

Moreover, the author (p. 342-3) performs his own analysis of default, and finds: 

Though student background characteristics are strongly related to default, very little 
additional predictive success is contributed by any of the blocks of variables entered after 
student background characteristics . . . . Two blocks of variables make no significant 
contribution to the performance of the model: institutional choice and exit counseling 
characteristics. Thus, none of the variables within those blocks – including institutional 
sector, selectivity, enrollment, exit counseling sources and timing, or repayment support 
from others – contributes to the prediction of these default cases. 

In sum, a number of studies have assessed the relative importance of student versus institutional 
attributes on default rates. The totality of the evidence indicates that student characteristics swamp 
institutional variables in terms of predictive power 

2. Failure to Account for Post-Default Repayment.  Volkwein et al. (1998) find that two-thirds of 
students who defaulted on their student loan in the 1987 National Postsecondary Student Aid Study 
resumed payments on their loans, and almost one-third had completely repaid the loan. 23 This 
astounding fact implies that reaching firm conclusions on the quality of educational programs based on 
default rates at a particular point in time is premature and unwarranted.  As suggested in the model 
depicted in figure 3, only a long-term (preferably lifetime) perspective is capable of properly assessing 
the merits of educational investments.  

3. Failure to Account for Uncertainty. As in the preceding discussion regarding the flaws in the 
debt-to-earnings ratio, investments in education are undertaken despite the fact that future benefits (due 
to economy-wide shocks and individual-specific shocks) and costs (due to variable interest rates) are 
uncertain. While the decision to undertake an investment may be optimal at the time the decision was 
made, as with any investment, there is risk.  As a result, default may occur due to unforeseen “shocks” 
(e.g., recession, poor health, changes in family circumstances, changes in characteristics of the labor 
market, etc.) despite the educational program being sound.  The proposed measure based on default 
rates, however, penalizes institutions on the basis of hindsight. 

In sum, the proposed “gainful employment” rules are deeply flawed.  Most importantly, they do not 
measure the realized economic costs and benefits of educational investments, and they especially do not 
measure the expected economic costs and benefits of educational investments at the time enrollment 
decisions are made.  They possess very little connection to whether students have secured, or more 
importantly whether they have been prepared to secure, gainful employment in a recognized occupation. 

VI.		 PROPOSED DEFINITION OF GAINFUL EMPLOYMENT WILL HAVE UNINTENDED 
CONSEQUENCES 

22 Flint, T.A. (1997), “Predicting Student Loan Defaults,” The Journal of higher Education, 68, 322-354.
 
 

23 Volkwein, J.F., B.P. Szelest, A.F. Cabrera, and M.R. Napierski-Prancl (1998), “Factors Associated with Student Loan Default Among Different Racial 
 
 
and Ethnic Groups,” The Journal of Higher Education, 69, 206-237.
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Many of the goals of the proposed rules are laudable. However, any change in the rules must consider 
the incentives created.  Edward Glaeser, an economics professor at Harvard University, recently echoed 
this sentiment: 

Perhaps the single most important policy-related insight in economics is that changes in 
policies lead to behavioral responses . . . . [I]nterventions that create an offsetting 
behavioral response can push the world in the wrong direction.24 

Unfortunately, the proposed rules are likely to have unintended consequences and “push the world in the 
wrong direction.” 

First, the proposal will result in many quality educational programs no longer being eligible for Title IV 
funding. Programs that are “gainful” in terms of providing combined private and social returns that 
outweigh the costs will be ruled ineligible for Title IV funds if the “benefits” considered by the proposed 
rules do not outweigh the “costs” considered by the proposed rules (see figure 5). In addition, as 
discussed above, the proposed rules judge the “gainfulness” of programs in hindsight, ignoring the fact 
that programs may have been a wise investment at the time the enrollment decision was made, and are 
based on arbitrarily chosen single summary statistics of heterogeneous student experiences.  Eliminating 
Title IV eligibility for quality education programs is particularly damaging since it will preclude many 
individuals from being able to undertake postsecondary education (given the difficulty of switching to 
public institutions discussed previously).  Thus, President Obama’s goal of having the highest 
percentage of college graduates in the world by 2020 will be difficult to obtain if the proposal is 
implemented. 

Second, the proposed rules will have dire consequences for the racial and gender composition of 
students enrolled in postsecondary programs.  As discussed above with respect to determinants of 
student default rates, the proposed measures of “gainful employment,” as flawed as they are, confuse 
“low quality” programs with financial outcomes of high-risk and nontraditional students that are largely 
determined by choices and factors that are beyond an institution’s control.  In the study by Guryan and 
Thompson (2010) cited in the NPRM, half of the default differential across sectors of higher education 
is explained by the small set of observable student attributes the authors include in their regression 
analysis. Even stronger evidence is provided in Knapp and Seaks (1992, p. 404), who find that 
institutional characteristics “have little significant effect.”25  In short, individual student characteristics 
and choices drive default rates. Lowering default rates will therefore require increased institutional 
focus on individual characteristics that are significant predictors of future repayment rates.  Accordingly, 
the type of efforts institutions might engage in to improve program quality are unlikely to be the same as 
those that are likely to improve programs’ performance on the Department’s proposed repayment metric. 

Furthermore, the link between the “gainful employment” measures and student attributes is not confined 
to the repayment metric.  Women and minorities have historically earned lower labor market returns to 
education investments, and women are more likely to exit the labor force for family reasons.  Thus, 
programs with a higher concentration of female and minority students are less likely to meet either of 
the proposed “gainful employment” measures. 

24 See http://economix.blogs.nytimes.com/2010/08/24/when-good-policy-goes-bad/.


25 Knapp, L.G. and T.G. Seaks (1992), “An Analysis of the Probability of Default on Federally Guaranteed Student Loans,” Review of Economics and 
 
Statistics, 74, 404-411.
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For instance, Bailey et al. (2004, p. 7) write: 

The pattern is unmistakable: Employment outcomes improve as individuals complete 
more years of education. For example, sub-baccalaureate students are more likely to be 
employed, work full-time, and have higher pay rates than high school graduates. 
However, at similar levels of education, men enjoy a clear advantage over women. At the 
sub-baccalaureate level, nearly 97 percent of men are currently employed whereas 85 
percent of women are. In terms of pay rate, sub-baccalaureate men earn $3 more per hour 
than women.26 

With respect to race, the authors (p. 10) state: “Black men earn on average 38 percent less than white 
men irrespective of level of education.”   

More recent data confirms these findings.  According to the U.S. Bureau of Labor Statistics (“BLS”), 
“In 2009, women who were full-time wage and salary workers had median weekly earnings of $657, or 
about 80 percent of the $819 median for their male counterparts.”27  In terms of racial differences, the 
BLS reports: 

Hispanics and Blacks have considerably lower earnings than Asians and 
Whites. In 2009, the median usual weekly earnings of full-time wage and 
salary workers were $541 for Hispanics and $601 for Blacks, compared 
with $757 for Whites and $880 for Asians. The earnings of Black men 
($621) and Hispanic men ($569) were 65 and 60 percent, respectively, of 
the earnings of Asian men ($952). Among women, the median earnings of 
Black women ($582) and Hispanic women ($509) were 75 and 65 percent, 
respectively, of the earnings of Asian women ($779). The median earnings 
for White men and women were 89 and 86 percent of their Asian 
counterparts in 2009.”28 

In light of these statistics, institutions are likely to shift the composition of students toward a higher 
concentration of white males.  The adverse effect on college enrollments for minorities is particularly 
troubling since these groups already significantly lag behind whites. Figure 9 displays trends in college 
enrollment rates for whites, blacks, and Hispanics age 18-24.  The figures indicate that whites are 
roughly ten percent more likely to attend college than either minority group.  Moreover, it was only just 
recently that the rate of college enrollment exceeded the rate of high school dropouts among Hispanics. 

26 Bailey, T., G. Kienzl, and D.E. Marcotte (2004), “The Return to a Sub-Baccalaureate Education: The Effects of Schooling, Credentials, and Program of 
 
 
Study on Economic Outcomes,” National Assessment of Vocational Education, U.S. Department of Education.

27 See http://www.bls.gov/cps/cpswom2009.pdf.


28 See http://www.bls.gov/cps/cpsrace2009.pdf.
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Figure 9. Percentage of 18-24-Year-Olds by Race and Educational Attainment. 
 
 

Panel A (Whites) 
 

Panel B (Blacks) 
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Panel C (Hispanic) 

Source: Fry, R. (2009), “College Enrollment Hits All-Time High, Fueled by Community College 
Surge,” Pew Research Center, October 29. 

Finally, as discussed above, the proposed rules are likely to increase income inequality in the U.S. by 
limiting the postsecondary educational opportunities of individuals due to the displacement of the 
16,000 to 30,000 students that will not enroll elsewhere (as conceded in the NPRM) and the 69,000 to 
126,000 students that we do not believe will enroll elsewhere (as discussed previously).  The resulting 
increase in the relative supply of workers with only a high school diploma will depress earnings for this 
group of workers while raising the returns to postsecondary education for those fortunate to obtain such 
a degree. The consequence will be a reallocation of earnings capabilities from the less educated to the 
more educated, thereby widening of the rich-poor gap in the U.S. 

VII. CONCLUSION 

In conclusion, the proposed rules regarding “gainful employment” are flawed on many grounds.   

Conceptually, they fail to consider the proper counterfactual when designing the metrics and evaluating 
the pros and cons of the proposed rules. In terms of the metrics, “gainfulness,” even assuming it can be 
properly measured by repayment and debt-related statistics, is not measured in the NPRM based on a 
complete characterization of the costs and benefits to not only the student, but also society, over a 
student’s lifetime.  In terms of the costs and benefits of the proposed rules, many salient factors are 
ignored. First, the tax ramifications are not based on a complete assessment of the tax receipts collected 
under the status quo versus what they would be under the proposed rules. In particular, the tax 
implications of a reduction in for-profit institutions, an increase in enrollment in public institutions (if 
displaced students are, in fact, served by public institutions), and a decrease in employment prospects for 
individuals who fail to undertake postsecondary investments are ignored.  Second, the impact of the 
proposed rules on the composition of the student body in postsecondary institutions is not assessed.  
Finally, the effect of the proposed rules on the distribution of income is ignored.  While the effects of an 
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increase in the supply of credentialed workers are discussed, there is no evidence of any over-supply of 
such workers, and even if there were, the proposal fails to address the ramifications of addressing any 
such over-supply for non-credentialed workers. 

Aside from conceptual issues, the proposed rules are inefficient and likely to have unintended 
consequences. First, the proposed rules discriminate against the for-profit sector and certain other 
programs, are needlessly complex, and are burdensome to the industry and the government.  In essence, 
the proposed rules attempt to reinvent the wheel, but manage only an inferior version.  What is the wheel 
that currently exists to achieve the goals the Department of Education seeks?  Accreditation. This is the 
most efficient and direct means to ensure that consumers are protected from “sham” programs.  If the 
Department of Education is worried that accreditation is not adequately monitoring the quality of 
programs, regulations should focus on improving the accreditation process.  Proposing new metrics that 
are, at best, tangentially related to program quality, as well as costly to compute, is a poor use of public 
resources. 

Second, due to the fact that the metrics are tangentially related to program quality, the proposed rules 
will eliminate many quality educational programs.  This, at best, weak relationship between the 
proposed measures arises from the failure of the Department to account for the wide range of student 
experiences after completing schooling, the impact of a whole host of student attributes on repayment 
rates, and the effects of volatility and uncertainty in labor demand.   

Finally, the proposed rules will fundamentally alter the composition of students undertaking 
postsecondary investments.  Women and minorities, groups that have made enormous strides in 
enrollment over the past several decades, would suffer disproportionately as a result of the proposed 
changes due to their lower labor force participation rates and returns to education. 

Thank you. 

---------------------------­
Charles Diamond, Ph.D. 
 

Daniel Millimet, Ph.D. 

September 9, 2010 
 
 
New York City, NY 
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 Charles A. Diamond, Ph.D. 
Managing Director ± Economic Consulting Services 

charlie.diamond@fticonsulting.com 

3 Times Square 

11th Floor 

New York, NY 10036 

Tel: (212) 499-3664 

Cell: (646) 265-3638 

Fax: (555) 555-5555 

Professional Affiliations 
American Economic 
Association 

Western Economic 
Association International 

Southern Economic 
Association 

International Atlantic 
Economic Association 

Referee ± Binational 
Fulbright Commission 
1997 

Referee ± Economic 
Inquiry, Applied 
Economics, Management 
Science 

Education 
Ph.D. in Economics, 
Texas A&M University 

M.A. in Economics, 
Clemson University 

B.A. in Political Science, 
Clemson University 

'U��&KDUOHV�'LDPRQG�LV�D�0DQDJLQJ�'LUHFWRU�LQ�)7,¶V�(FRQRPLF�&RQVXOWLQJ�6HUYLFHV�SUDFWLFH�DQG�LV� 
based in New York. Dr. Diamond specializes in the application of microeconomic theory and 
econometric methods to employment practices and damage calculations in employment disputes. 
He has prepared economic and statistical analyses for numerous Fortune 500 corporate clients 
facing class actions involving allegations of age, race and national origin discrimination in a wide 
variety of employment practices.  Dr. Diamond assists clients with the preparation of pay equity 
studies in response to OFFCP glass ceiling audits, with quantitative assessments of FLSA and 
state wage and hours compliance, and with adverse impact analyses of workforce reductions. 

'U��'LDPRQG¶V�VFKRODUO\�UHVHDUFK�KDV�EHHQ�SXEOLVKHG�LQ�WKH�-RXUQDO�RI�/DERU�(FRQRPLFV��-RXUQDO� 
of Econometrics, and Journal of Development Studies. For over 16 years, he taught both graduate 
and undergraduate courses in labor economics, econometrics, managerial economics, and 
microeconomics. Prior to joining FTI Consulting, he was a Vice President at Analysis Group, Inc., 
before that an Associate Professor at the American University in Cairo, Egypt and taught at Texas 
A&M University, Utah State University, Clemson University, and University of Louisville. 

Dr. Diamond has been qualified as an expert in legal cases involving employment practices, lost 
corporate profits and opportunities, and product liability. 

Professional Experience 

Lost Earnings (Wrongful Death & Wrongful Termination) 

(VWLPDWHG�ORVW�OLIHWLPH�HDUQLQJV�IRU����LQGLYLGXDOV�QRW�SDUWLFLSDWLQJ�LQ�6HSWHPEHU���WK�9LFWLP¶V� 
Compensation Fund.   Work was done on behalf of multiple defendants as part of settlement 
negotiations for victims in Virginia and Pennsylvania. 

(VWLPDWHG�ORVW�OLIHWLPH�HDUQLQJV�IRU�IDPLOLHV�SDUWLFLSDWLQJ�LQ�6HSWHPEHU���WK�9LFWLP¶V�&RPSHQVDWLRQ� 
Fund. 

Estimated lost earnings derived from allegations of wrongful discharge brought by retail brokers 
and financial managers related to SEC violations in three recent mutual fund market timing broker 
cases. 

Discrimination  

Directed a statistical team analyzing test scores of candidates for admission to a state police 
academy.   Case involved charges of racial discrimination from a neutral employment practice 
resulting in disparate impact on members of a protected class.   

Directed numerous confidential pay equity studies for Fortune 500 Companies. 

Directed a statistical team studying claims of disparate impact and treatment under ADEA and 
ERISA.  

Constructed and executed a survey of eligible employee labor pool for assessment of employee 
interest in promotion to management position. 
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Wage and Hours 

Directed a statistical team involved in damages claims using statistical methods to calculate 
damages and dollar awards.  Designed reporting matrices and directed a team of consultants 
reviewing depositions and recording data on work hours and other employment behavior for more 
than 350 deponents and class members in an overtime case.    Developed a model to test 
interviewer bias.  

Supervised numerous cases using large data sets measuring employee clock-in/out with questions 
of missed breaks, missed meals and off-the-clock work. 

Supervised teams for distribution of damage awards based on statistical methods.  Created and 
applied small sample survey results and statistical Monte Carlo methods for distribution of 
settlement awards.   

Statistical Analysis 

Directed and testified in large class action involving fraudulent medical claims based on stratified 
random sampling and clustering methods. 

Directed a team involved with statistical assessment of large medical database.  Issues involved 
representativeness and impact of data collection practices. 

Analyzed and reviewed a stochastic/risk model of construction cost estimates.  The level of 
contingency funding as part of the mediated award was directly related to the proper statistical 
modeling of cost estimates. 

Directed a statistical team to study call-in service data to determine product defect incidences 
related to class certification.    

Testimony/Affidavits 
Angela Jones Alexander, Plaintiff, -against-  Ruben S. Martin III and Karen L. Yost, Defendant 
United States District Court, Eastern District of Texas, Marshall Division., Civil Action No. 2-08CV­
400.  Affidavits filed September 1 and December 2, 2009.   Deposition testimony November 12, 13, 
2009. 

CIBC World Markets Corp., Claimant-against-Michael Sassano, Respondent FINRA Arbitration, 
Case No. 2005-02827. Affidavit filed May 2, 2008.  Testimony given October 28, 2008. 

United States of America, ex rel Toni R. Barron and Vicky J. Scheel vs. Deloitte & Touche, LLP, 
Deloitte Touche Consulting Group, LLC, Deloitte & Touche Group Holding, LLC, Medicaid Claim 
Solutions of Texas, and National Heritage Insurance Company.  In U.S. District Court Western 
District of Texas San Antonio Division.  Case involved analysis of statistical evidence involving 
fraudulent claims.   Deposition testimony given January 16, 2008. 

2200 M Street LLC, Plaintiffs v. Bovis Lend Lease, Inc. et al., Defendants. U.S. District Court of 
Columbia.   Case involved statistical model and estimation of damages to luxury building 
condominium sales due to contractor error.  Testimony given in mediation October 22, 2007. 

Equal Employment Opportunity Commission et al., vs. Outback Steakhouse of Florida, INC. et al.  
In U.S. District Court for the District of Colorado.  Case involved statistical survey of employee 
interest in promotions in employment discrimination matter. Expert Report filed September 4, 2007. 
Deposition testimony given October 16, 2007. 
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Brian Kaufmann against Maxim Healthcare Services, INC.  United States District Court Eastern 
District of New York.  Expert Report filed on behalf of Defendants, January 12, 2006.  Case 
involved allegations of employment discrimination and retaliation.   Expert witness testimony in 
court given May 30, 2007. 

SR International Business Insurance Co., Ltd. vs.  World Trade Center Properties LLC et al. & 
World Trade Center Properties LLC et al. vs.  Allianz Insurance Company et al., U.S. District Court 
for the Southern District of New York, Case No. 01 Civ. 12738.  Case dealt with construction 
estimate cost escalation for tenant improvements related to World Trade Center replacement.  
Expert Report filed March 3, 2007.   Deposition testimony given April 10, 2007.  Hearing testimony 
given May 10, 2007. 

Art D. Blackcher vs. Sysco Food Services of San Francisco.  Superior Court of the State of 
California in and for the County of Alameda Unlimited Jurisdiction. Case involved racial 
discrimination and retaliatory wrongful discharge. Deposition testimony given June 8, 2006.  

SR International Business Insurance Co., Ltd. vs.  World Trade Center Properties LLC et al & 
World Trade Center Properties LLC et al vs.  Allianz Insurance Company et al, U.S. District Court 
for the Southern District of New York, Case No. 01 Civ. 12738.  Case dealt with construction 
estimate cost contingency related to World Trade Center replacement.  Expert Report filed January 
20, 2006.  Deposition testimony given February 1, 10, 2006.  Hearing testimony given April 3, 4, 
and 5, 2006. 

EEOC v. Thermal Foams, INC.  United States District Court, Western District of New York. Expert 
Report filed on behalf of defendants February 27, 2006.  Case involved allegations of 
discrimination under ADEA and wrongful termination of six individuals. 

Joseph Robinson, on Behalf of Himself and all others Similarly Situated and on Behalf of the 
General public, Plaintiff, vs. Buffalo Technology USA, INC., and DOES 1-100, inclusive, 
Defendants.  Superior Court of the State of California in and for the County of Los Angeles.  Class 
Action.  Report filed in support of opposition to certifying a class for the purpose of class wide proof 
of damages.  November 14, 2005. 

In the matter of Joann Spreen, September 11th Victim Compensation Fund. Deposition presented 
before Kenneth Feinberg, Special Master, on lost lifetime earnings due to diminished capacity. 
Affidavit on Potential Economic Loss submitted in May 2004. Deposition Given to Special Master 
Kenneth Feinberg May 24, 2004. 

In the matter of Theresa Tobin, September 11th Victim Compensation Fund. Deposition presented 
before Kenneth Feinberg, Special Master, on lost lifetime earnings due to diminished capacity. 
Affidavit on Potential Economic Loss submitted in May 2004. Deposition given to Special Master 
Kenneth Feinberg May 25, 2004. 

In the matter of Estate of David E. Retik, September 11th Victim Compensation Fund. Deposition 
presented before Kenneth Feinberg, Special Master, on lost lifetime earnings. Affidavit on Potential 
Economic Loss submitted in September 2003. Deposition given to Special Master Kenneth 
Feinberg March 23, 2004. 

In the matter of Estate of Kathleen Nicosia, September 11th Victim Compensation Fund. 
Deposition presented before Kenneth Feinberg, Special Master, on lost lifetime earnings. Affidavit 
on Potential Economic Loss submitted in February 2004. Deposition given to Special Master 
Kenneth Feinberg March 23, 2004. 
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In the matter of Estate of William Weems, September 11th Victim Compensation Fund. Deposition 
presented before Kenneth Feinberg, Special Master, on lost lifetime earnings. Affidavit on Potential 
Economic Loss submitted in July 2003. Deposition given to Special Master Ken Feinberg October 
2003. 

In the matter of Estate of Tom Kelly, September 11th Victim Compensation Fund. Deposition 
presented before Kenneth Feinberg, Special Master, on lost lifetime earnings. Affidavit on Potential 
Economic Loss submitted in January 2003. Deposition given to Special Master Kenneth Feinberg 
July 2003. 

In the matter of Robert I. Ash and Ashworth Consultants, Inc. v. The Concurs Group, Ronald 
Christman and Tauno Metisto. Affidavit on Potential Economic Loss from Termination submitted on 
or about April 8, 2003. Deposition: May 7, 2003.  

In the matter of Citizens Fidelity Bank & Trust Company v. Ink Plus, et al., No. 91-CI 06217 
(Jefferson Circuit Court (Kentucky)) regarding bankruptcy and wrongful and unlawful seizure of 
assets. Affidavit on potential economic loss from asset seizure submitted on or about October 10, 
1993.  Deposition testimony on October 15, 1993.  Trial Testimony on March 15, 1994. 

In the matter of Lowell Collard, German Irizarry, and Edgar Tatum (separately) v. Owen-Illinois 
Glass Co., et al., regarding death and diminished capacities due to asbestosis.   Affidavit on 
validity of expert reports regarding potential economic losses including household services 
submitted on or about January 24, 1994. 

In the matter of New Albany Professional Building Associates v. Floyd Memorial Hospital, et al., 
regarding lack and diminished serviceability of Professional Building.  Affidavit on potential 
economic losses due to non-serviceable property submitted on or about December 13, 1993. 

In the matter of Zoeller Company v. Cooper Industries, Inc. No. 091-01310-A-L regarding 
allegations of product liability due to faulty engineering design.  Affidavit on potential economic 
losses from faulty design submitted on or about February 29, 1992. 

In the matter of Dorman v. Brown-Forman Corporation, regarding allegations of sexual 
harassment, gender discrimination and unfair employment practices.  Affidavit on salary, 
termination, and job replacement issues submitted on or about December 30, 1991.  

In the matter of Lisa D. McNary v. Westvaco Corporation No. C 90-0232-P(J) (US District Court 
W.D. of Kentucky) regarding unfair dismissal and sexual harassment.  Affidavit on potential 
economic loss from wrongful and unlawful constructive discharge submitted on or about August 
28, 1991.  Deposition testimony on October 1, 1991. 

Publications 
On Deviations Between Neoclassical and GFT-Based True Cost-of-Living Indexes Derived from 
the Same Demand System, Journal of Econometrics 30 (1985): 45-66.  (With R. L. Basmann, J. C. 
Frentrup, and S.N. White).  Reprinted in International Symposia in Economic Theory and 
Econometrics series New Approaches to Modeling, Specification Selection, and Econometric 
Inference, edited by W.A. Barnett and A.R. Gallant.  Cambridge University Press.  1990. 

Variable Consumer Preferences, Economic Inequality, and Cost of Living: Part Two. Advances in 
Econometrics 4, (1985): 1-85. (With R. L. Basmann, J. C. Frentrup and S. N. White.) 

Estimating Employee's True Cost of Living Indexes in the Southwestern Region: Case of 
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Charles A. Diamond 

Metropolitan Denver. Southwestern Review of Business and Economics, Vol. 5, No. 1, Spring, 
(1986): 81-90.  (With P.J. Saunders.) 

Evidence on the Fit of the Log-Linear Income Model Versus a General Statistical Specification. 
Economics Letters.  Vol. 31, (1989): 293-298.  (With C. J. Simon and J.T. Warner). 

A Multinomial Probability Model of Size Income Distribution. Journal of Econometrics.  Vol. 43, 
January/February, (1990): 43-61. (With C.J. Simon and J.T. Warner).  Abstract in Journal of 
Economic Literature.  June, (1990): 1000. 

The Political Market for Real Income Redistribution through Choice of the Weights in COLAs. 
Public Choice. Vol. 64, (1990): 103-120.  (With R.L. Basmann, G.W. Scully, and D.J. Slottje). 

Cost-of-Living Indexes and Demographic Change. Applied Economics.  Vol. 22 No. 6, June 
(1990): 739-757. 

(27 pages and Lead Article). Industrial Specialization and the Returns to Labor. Journal of Labor 
Economics. Vol. 8, No. 2 April, (1990): 175-201.  (With C.J. Simon).  

(14 pages). Sewage Treatment as an Industry Subsidy. Economic Geography. Vol. 68, No. 2 
April, (1992): 174-187. (With Bruce Yandle & Anand Bhansali). 

The Effects of Relative Price Changes and COLAS on Some Welfare Indices. Models and 
Measurement of Welfare and Inequality, Wolfgang Eichhorn (ed.).  Springer-Verlag. Berlin.  (1994): 
593-611. [With Esfandiar Maasoumi, Michael Nieswiadomy, and Daniel Slottje]. 

Flexible Form Methods for Measuring Rent Gradients. Journal of Regional Science. Vol. 35, no.2, 
1995, pp.245-266. [With Mason Gerety]. 

Evidence on Substitutability of Adult and Child Labour.  Journal of Development Studies. February 
1998 vol.34, No. 3 pp. 62-70 [with Tammy Fayed]. 

Papers Presented at Professional Conferences 

Western Economic Association International Annual Conference, July 2001. Paper:  More on 
Openness and Growth:  Uniform Policy or Targeted Deregulation? 

International Atlantic Economic Association, European Conference, March 2001: Paper: Openness 
and Growth: Uniform Policy or Targeted Deregulation? 

Western Economic Association International Pacific Rim Conference.  January 2000. Paper: 
Indexing Human Capital Returns 

Western Economic Association International Pacific Rim Conference.  January 1998.  Paper: 
Contingent Pay and Performance. 

Southern Economic Association 1994 meetings. Paper: Human Capital Investment, Increasing 
Returns, and the Division of Labor: A Reinterpretation of Plato And Smith. 

Western Economic Association 1993 meetings. Paper:  Household Tastes Change in the 1980s. 

Southern Economic Association 1990 meetings. Paper: Real Income and Expenditures as Welfare 
Measures.  

American Economic Association 1988 meetings. Paper: Industrial Specialization and the Returns 
to Labor. 
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Charles A. Diamond 

Southern Economic Association 1988 meetings. Paper: Relative Price Changes, Cost-of-Living 
Adjustments and their Redistributional Effects. 

Western Economic Association 1985 meetings. Paper: Nonparametric Cost-of-Living Indexes and 
Demographic Change. 

Western Economic Association 1984 meetings. Paper: Nonparametric Cost-of-Living Indexes 
Rationalized by the Generalized Fechner-Thurstone (GFT) Direct Utility Function. 

Other Papers 

³0RGHOV�LQ�$'($�&ODVV�$FWLRQV�´���:LWK�5REHUW�)XLWH�DQG�0LFKDHO�.ZDN�. Compensation & 
Benefits Review:  The Journal of Total Compensation Strategies. September/October 2007, Vol. 
39, Number 5, pp. 53-59. 

³:K\�,V�3UHMXGJPHQW�,QWHUHVW�LQ�,3�&DVHV�%DVHG�RQ�5LVN-)UHH�7UHDVXU\�%RQGV"´��ZLWK�0LFKDHO� 
Kwak and Robert Fuite) New York State Bar Association���³%ULJKW�,GHDV�´��$�3XEOLFDWLRQ�RI�WKH� 
Intellectual Property Law Section of the New York State Bar Association. Fall 2006, Vol. 15 No. 2. 

³:URQJIXO�7HUPLQDWLRQ��'DPDJH�3HULRG�/HQJWK�DQG�0LWLJDWLRQ�´��ZLWK�'DPRQ�0RQWDO�, New York 
State Bar Association.  L&E Newsletter.  A Publication of the Labor and Employment Law Section 
of the New York State Bar Association. Spring/Summer 2005,  Vol. 30, No.1. 

³$VVHVVLQJ�&ODVV-ZLGH�&ODLPV�RI�8QIDLU�(PSOR\PHQW�&RQGLWLRQV�´��ZLWK�(OL]DEHWK�%HFNHU�. New 
York State Bar Association.  L&E Newsletter.  A Publication of the Labor and Employment Law 
Section of the New York State Bar Association. Summer 2003, Vol. 28, No.2. 

³$QRWKHU�)UHH�/XQFK��3OHDVH�´ Business Monthly. Journal of the American Chamber of Commerce 
in Cairo Egypt. December 1998. 

³&RQVXPHUV�:LQ�LQ�WKH�)UHH�0DUNHW�IRU�)ORXU�´ Business Monthly. Journal of the American 
Chamber of Commerce in Cairo Egypt. October 1998. 

³7KH�+D]DUGRXV�0RUDOLW\�RI�$VLDQ�9DOXHV�´�Business Monthly. Journal of the American Chamber of 
Commerce in Cairo Egypt.  April 1998. 

³$Q�+RQHVW�:DJH�IRU�+RQHVW�:RUN�´ Business Monthly. Journal of the American Chamber of 
Commerce in Cairo Egypt.  March 1998. 

³7KH�0\WK�RI�(TXDO�3D\�IRU�(TXDO�:RUN�´� Business Monthly. Journal of the American Chamber of 
Commerce in Cairo Egypt.  January 1998. 

³6FUDWFK�D�0RQRSRO\�DQG�6QLII�*RYHUQPHQW�´ Business Monthly. Journal of the American Chamber 
of Commerce in Cairo Egypt.  December 1997. 

³,W¶V�1RW�WKH�0DQDJHUV�´ Business Monthly. Journal of the American Chamber of Commerce in 
Cairo Egypt.  October 1997. 

³6XVWDLQDEOH�'HYHORSPHQW��0HDQV�QHYHU�KDYLQJ�WR�DVN�IRU�RXWVLGH�FDVK�´  Business Monthly. 
Journal of the American Chamber of Commerce in Cairo Egypt.  April 1997. 

³3D\LQJ�WKH�3LSHU��7LJHU-OLNH�JURZWK�GRHVQ¶W�FRPH�IRU IUHH�´  Business Monthly. Journal of the 
American Chamber of Commerce in Cairo Egypt.  March 1997. 
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Charles A. Diamond 

³/RXLVYLOOH��$�+RQJ�.RQJ�RQ�WKH�2KLR"´ Business First. (Louisville, KY) Editorial. Week of May 2, 
1994. 

³+HDOWK�5HIRUP"�7U\�&RPSHWLWLRQ�´ The Courier-Journal. (Louisville, KY) Editorial. March 12, 1993. 

Employment History 
FTI Consulting, Inc., Managing Director                                                                                  Present 

Tinari Economics, Senior Economist-Affiliate                                                                              2004  

Analysis Group, Vice President                                                                                       2002 ± 2004  

Analysis Group/Economics, Senior Associate                                                             2001 ± 2002  

The American University in Cairo, Associate Professor                                                1994 ± 2001 

University of Louisville, Assistant Professor                                                             1991 ± 1994  

Clemson University,  Assistant Professor                                                                          1986 ± 1991  

Utah State University,  Assistant Professor                                                             1984 ± 1986  

Texas A&M University, Graduate Teaching Assistant                                                1981 ± 1984  

Fluor- Daniel Construction Company,  Senior Site Consultant                                   1980  ± 1981  

Pickens County  Planning and Development Commission, Executive Director        1978  ± 1980 

South Carolina Appalachian Council of Government,  

Industrial  Development Specialist                                                                          1975 ± 1978  
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 Curriculum Vitae 
DANIEL L. MILLIMET 

CONTACT INFORMATION Telephone Numbers: 

Department of Economics Telephone: 214.768.3269 
Southern Methodist University 
Box 0496 
Dallas, TX  75275Ͳ0496 

Fax: 214.768.1821 
Email: millimet@smu.edu 
Home page: http://faculty.smu.edu/millimet 

 

EDUCATION 
 

1999  Brown University, Ph.D., Economics 
Dissertation: “Essays on Children and IntraͲhousehold Allocation” 
Advisors: Mark Pitt, Andrew Foster, Moshe Buchinsky 

1994  University of Michigan, B.A., Economics 
Highest Distinction (overall) 
High Honors (in Economics) 
Thesis: “Natural Income Accounts: The Inclusion of Environmental Capital” 

 
EMPLOYMENT & AFFILIATIONS 

 

2009 – present Professor, Department of Economics, Southern Methodist University 
2008 – present Research Fellow, IZA (Institute for the Study of Labor) 
2004 – 2009 Associate Professor, Department of Economics, Southern Methodist University 
1999 – 2004 Assistant Professor, Department of Economics, Southern Methodist University 

 
EDITORIAL ACTIVITY 

 
2008 – present Associate Editor, Empirical Economics 
2005 – present Editorial Council Member, Journal of Environmental Economics & Management 
2005 – 2007 CoͲEditor, Advances in Econometrics: Modeling and Evaluating Treatment Effects in 

Econometrics, Volume 21 (with Jeffrey Smith and Ed Vytlacil) 
 

GRANTS 
 

1. US Department of Agriculture, “Dynamics of Childhood Obesity,” CoͲInvestigator (2010Ͳ2012; PI: Rusty 
Tchernis); $224,996. 

2. US Department of Agriculture, “Effects on Childhood Obesity of Participation in Multiple Nutrition 
Assistance Programs,” CoͲInvestigator (2008Ͳ2011; PI: Rusty Tchernis); $200,000. 

3. International Council for Canadian Studies Program, Faculty Research Program 2007Ͳ2008, “Does 
Destination Matter? The Impact of InterͲ and Intranational Trade on Environmental Quality in Canada and 
the United States,” Principal Investigator (2008Ͳ2009; coͲPI: Carol McAusland); $11,000. 

4. SMU University Research Council International Travel Grant (2001). 
5. Commission for Environmental Cooperation Research Grant, “Is There a Race to the Bottom in 

Environmental Policies? The Effects of NAFTA,” CoͲInvestigator (2000; coͲPI: Per Fredriksson); $5,000. 

mailto:millimet@smu.edu
http://faculty.smu.edu/millimet
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SHORTͲTERM RESEARCH VISITS 
 

2007: Center for Applied Economics & Policy Research, Indiana University, September 3 – 7 
 

HONORS 
 

2010 Gerald J. Ford Research Fellow (SMU) 
 

2008 Kenneth J. Arrow Prize for Senior Economists (Berkeley Electronic Press) 
“The Market: Catalyst for Rationality and Filter of Irrationality,” with J.A. List. Frontiers of Economic 
Analysis & Policy, 2008, 8(1), Article 47, http://www.bepress.com/bejeap/vol8/iss1/art47. 

 
2000 Austin Robinson Memorial Prize (Royal Economic Society) 

“The Impact of Children on Wages, Job Tenure, and the Division of Household Labor.” Economic Journal, 
2000, 110, C139ͲC157. 

 
Brown University 

Honorable Mention, Joukowsky Award for Best Dissertation in the Social Sciences, 1999 
National Institute of Health NICHD Training Fellowship, 1998 – 1999 
Mellon Fellowship, 1997 
Stephen R. Ehrlich Research Fellowship, 1996 
Graduate Council Research Fellowship, 1995 
Department of Economics Assistantship, 1994 – 1995 

 
University of Michigan 

Phi Beta Kappa 
Harold D. Osterweil Prize for Best Graduating Economics Major (shared), 1994 
Honors Program in Economics, 1993 – 1994 
James B. Angell Scholar, 1993 – 1994 
Class Honors, 1992 – 1994 

 
JOURNAL PUBLICATIONS 

 
Forthcoming 
1. “Is the QuantityͲQuality TradeͲoff a TradeͲoff for All, None, or Some?” with L. Wang. Economic 

Development & Cultural Change. 
 

2010 
2. “School Nutrition Programs and the Incidence of Childhood Obesity,” with M. Husain and R. Tchernis. 

Journal of Human Resources, 2010, 45, 640Ͳ654. 
3. “Detailed Estimation of Worklife Expectancy for the Measurement of Human Capital: Accounting for 

Marriage and Children,” with M. Nieswiadomy and D.J. Slottje. Journal of Economic Surveys, 2010, 24, 
339Ͳ361. 

 
2009 
4. “On the Specification of Propensity Scores: with Applications to the Analysis of Trade Policies,” with R. 

Tchernis. Journal of Business & Economic Statistics, 2009, 27, 397Ͳ415 

http://www.bepress.com/bejeap/vol8/iss1/art47
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5. “Who Benefits from Marriage?” with D. Sarkar and E. Maasoumi. Oxford Bulletin of Economics & 
Statistics, 2009, 71, 1Ͳ33 

6. “Institutional Arrangements in Educational Systems and Student Achievement: A CrossͲNational Analysis,” 
with T. Collier. Empirical Economics, 2009, 37, 329Ͳ381 

7. “Environmental Regulation and Economic Activity: Influence on Market Structure,” with S. Roy and A. 
Sengupta. Annual Review of Resource Economics, 2009, 1, 99Ͳ117 

8. “The Mythical ‘Boy Crisis’?” with M.H. Husain. Economics of Education Review, 2009, 28, 38Ͳ48 
 

2008 
9. “Estimating HighͲDimensional Demand Systems in the Presence of Many Binding NonͲNegativity 

Constraints,” with R. Tchernis. Journal of Econometrics, 2008, 147, 384Ͳ395 
10. “Efficiency in Public Schools: Does Competition Matter?” with T. Collier. Journal of Econometrics, 2008, 

145, 134Ͳ157. 
11. “Is Gravity Linear?” with D.J. Henderson. Journal of Applied Econometrics, 2008, 23, 137Ͳ172. 
12. “The Market: Catalyst for Rationality and Filter of Irrationality,” with J.A. List. Frontiers of Economic 

Analysis & Policy, 2008, 8(1), Article 47, http://www.bepress.com/bejeap/vol8/iss1/art47. Awarded 2008 
Arrow Prize for Senior Economists. 

13. “Fertility and the Health of Children: A Nonparametric Investigation,” with D.J. Henderson, C. Parmeter, 
and L. Wang. Advances in Econometrics, 2008, 21, 167Ͳ195. 

 
2007 
14. “Time to Learn? The Organizational Structure of Schools and Student Achievement,” with O. Eren. 

Empirical Economics, 2007, 32, 301Ͳ332. Reprinted in C. Dustmann, B. Fitzenberger, and S. Machin (eds.), 
The Economics of Education and Training, Springer, 2008. 

15. “Econometric Analysis of Copyrights,” with D.J. Slottje and M.J. Buchanan. Journal of Econometrics, 2007, 
139, 303Ͳ317. 

16. “Pollution Abatement Costs and Foreign Direct Investment Inflows to U.S. States: A Nonparametric 
Reassessment,” with D.J. Henderson. Review of Economics and Statistics, 2007, 89, 178Ͳ183. 

17. “Do State Borders Matter for U.S. Intranational Trade? The Role of History and Internal Migration,” with T. 
Osang. Canadian Journal of Economics, 2007, 40, 93Ͳ126. 

18. “Strategic Competition Amongst Public Schools,” with V. Rangaprasad. Regional Science and Urban 
Economics, 2007, 37, 199Ͳ219. 

19. “Legislative Organization and Pollution Taxation,” with P.G. Fredriksson. Public Choice, 2007, 131, 217Ͳ 
242. 

20. “Changing Poverty or Changing Poverty Aversion?” with D.J. Slottje and P.J. Lambert. Research in 
Economic Inequality, 2007, 15, 251Ͳ288. 

 
2006 
21. “The Environmental Consequences of Trade: Evidence from Subnational Trade Flows,” with P. Chintrakarn. 

Journal of Environmental Economics and Management, 2006, 52, 430Ͳ453. 
22. “A Distributional Analysis of the Gender Earnings Gap in Urban China,” with L. Wang. Contributions in 

Economic Analysis & Policy, 2006, 5(1), Article 5,  
http://www.bepress.com/bejeap/contributions/vol5/iss1/art5. 

 
2005 
23. “Class Size and Educational Policy: Who Benefits from Smaller Classes?” with E. Maasoumi and V. 

Rangaprasad.  Econometric Reviews, 2005, 24, 333Ͳ368. 

http://www.bepress.com/bejeap/vol8/iss1/art47
http://www.bepress.com/bejeap/contributions/vol5/iss1/art5
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24. “Environmental Regulation and U.S. StateͲLevel Production,” with D.J. Henderson. Economics Letters, 
2005, 87, 47Ͳ53. 

25. “Robust Inference Concerning Recent Trends in U.S. Environmental Quality,” with E. Maasoumi. Journal of 
Applied Econometrics, 2005, 20, 55Ͳ77. 

26. “Job Search Skills, Employer Size, and Wages.” Applied Economics Letters, 2005, 12, 95Ͳ100. 
 

2004 
27. “The Case of the Missing Pollution Haven Hypothesis,” with J.A. List. Journal of Regulatory Economics, 

2004, 26, 239Ͳ262. 
28. “Effects of Environmental Regulation on Foreign and Domestic Plant Births: Is There a Home Field 

Advantage?,” with J.A. List and W.W. McHone. Journal of Urban Economics, 2004, 56, 303Ͳ326. 
29. “Chasing the Smokestack: Strategic Policymaking With Multiple Instruments,” with P.G. Fredriksson and 

J.A. List. Regional Science and Urban Economics, 2004, 34, 387Ͳ410. 
30. “Comparative Politics and Environmental Taxation,” with P.G. Fredriksson. Journal of Environmental 

Economics and Management, 2004, 48, 705Ͳ722. 
31. “Electoral Rules and Environmental Policy,” with P.G. Fredriksson. Economics Letters, 2004, 84, 237Ͳ245. 
32. “The Unintended Disincentive in the Clean Air Act,” with J.A. List and W.W. McHone. Advances in 

Economic Analysis & Policy, 2004, 4(2), Article 2,  
http://www.bepress.com/bejeap/advances/vol4/iss2/art2. Reprinted in D. Fullerton (ed.), The Economics 
of Pollution Havens, Edward Elgar Press, 2006. 

 
2003 
33. “Estimating Worklife Expectancies: An Econometric Approach,” with M. Nieswiadomy, H. Ryu, and D.J. 

Slottje. Journal of Econometrics, 2003, 113, 83Ͳ113. 
34. “Credit Programs for the Poor and the Health Status of Children in Rural Bangladesh,” with M.M. Pitt, 

Shahidur Khandker, and Omar Haider Chowdhury. International Economic Review, 2003, 44, 87Ͳ118. 
35. “Inequality Aversion and the Natural Rate of Subjective Inequality,” with P.J. Lambert and D.J. Slottje. 

Journal of Public Economics, 2003, 87, 1061Ͳ1090. 
36. “Corruption, Environmental Policy, and FDI: Theory and Evidence from the United States,” with P.G. 

Fredriksson and J.A. List. Journal of Public Economics, 2003, 87, 1407Ͳ1430. 
37. “Effects of Environmental Regulations on Manufacturing Plant Births: Evidence from a Propensity Score 

Matching Estimator,” with J.A. List, W.W. McHone, and P.G. Fredriksson. Review of Economics and 
Statistics, 2003, 85, 944Ͳ952. Reprinted in R. Brooks, N.O. Keohane, and D.A. Kysar (eds.), Economics of 
Environmental Law, Edward Elgar Publishing, 2008. 

38. “The Environmental Kuznets Curve: Real Progress or Misspecified Models?” with J.A. List and T. Stengos. 
Review of Economics and Statistics, 2003, 85, 1038Ͳ1047. 

39. “A Natural Experiment on the 'Race to the Bottom' Hypothesis: Testing for Stochastic Dominance in 
Temporal Pollution Trends,” with J.A. List. Oxford Bulletin of Economics and Statistics, 2003, 65, 395Ͳ420. 

40. “Assessing the Empirical Impact of Environmental Federalism.” Journal of Regional Science, 2003, 43, 711Ͳ 
733. 

41. “Effects of Air Quality Regulation on the Destination Choice of Relocating Firms,” with J.A. List and W.W. 
McHone. Oxford Economic Papers, 2003, 55, 657Ͳ678. Reprinted in J. Geoghegan and W. Gray (eds.), 
Spatial Aspects of Environmental Policy, 2006. 

42. “Industrial and Environmental Specialization,” with D.J. Slottje. Applied Economics Letters, 2003, 10, 123Ͳ 
129. 

43. “Bounding Lifetime Income Inequality Using a Cross Section of Data,” with N. Podder, D.J. Slottje, and S. 
Zandvakili. Review of Income and Wealth, 2003, 49, 209Ͳ23. 

http://www.bepress.com/bejeap/advances/vol4/iss2/art2
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44. “Environmental Abatement Costs and Establishment Size.” Contemporary Economic Policy, 2003, 21, 281Ͳ 
296. 

45. “Educational Impacts and Rising Inequality in the US,” with D.J. Slottje, S. Yitzhaki, and S. Zandvakili. 
Estadistica (Journal of the InterͲAmerican Statistical Institute), 2003, 55, 231Ͳ256. 

 
2002 
46. “Strategic Interaction and the Determination of Environmental Policy Across US States,” with P.G. 

Fredriksson. Journal of Urban Economics, 2002, 51, 101Ͳ122. Reprinted in R.N. Stavins and A. Pratt (eds.), 
The Political Economy of Environmental Regulation, 2004. 

47. “An Environmental PaglinͲGini,” with D.J. Slottje. Applied Economics Letters, 2002, 9, 271Ͳ274. 
48. “Is there a 'California Effect' in US Environmental Policymaking?” with P.G. Fredriksson. Regional Science 

and Urban Economics, 2002, 32, 737Ͳ764. 
49. “Environmental Compliance Costs and the Distribution of Emissions in the US,” with D.J. Slottje. Journal of 

Regional Science, 2002, 42, 87Ͳ105. 
 

2000 
50. “The Impact of Children on Wages, Job Tenure, and the Division of Household Labor.” Economic Journal, 

2000, 110, C139ͲC157. 
 

PAPERS (UNDER REVISION) 
 

1. “Estimating Treatment Effects Without an Exclusion Restriction: With an Application to the School 
Breakfast Program,” with R. Tchernis. NBER WP No. w15539. Revised version of IZA DP No. 3632. Journal 
of Applied Econometrics. 

2. “Imposing and Testing for Monotonicity Nonparametrically in First Price Auctions,” with D.J. Henderson, 
J.A. List, C.F. Parmeter, M.K. Price. Journal of Econometrics. 

 
BOOK CHAPTERS 

 
1. “It's All in the Timing: Assessing the Impact of Bilateral Tax Treaties on US FDI Activity,” with A. Kumas, in 

L. Sachs and K.P. Sauvant (eds.), The Effect of Treaties on Foreign Direct Investment: Bilateral Investment 
Treaties, Double Taxation Treaties, and Investment Flows, Oxford University Press, 2008. 

2. “Inequality Aversion, Income Inequality, and Social Policy in the US: 1947 – 1998,” with D.J. Slottje and P.J. 
Lambert, in G. Betti and A. Lemmi (eds.), Advances on Income Inequality and Concentration Measures:  
Collected Papers in Memory of Corrado Gini and Max O. Lorenz, Routledge Publisher, 2008. 

3. “Using Statistics in Copyright Cases,” with M. Nieswiadomy and D.J. Slottje, in D.J. Slottje (ed.), Economic 
Damages in Intellectual Property: A HandsͲOn Guide to Litigation, New York: John Wiley & Son Publishing, 
2006. 

4. “Strategic Competition in Environmental and Fiscal Policies: Theory and Evidence from the United States,” 
with P.G. Fredriksson and J.A. List, in L. Marsiliani, M. Rauscher, and C. Withagen (eds.), Environmental 
Policy in an International Perspective, Kluwer Academic Publishers, 2003. 

5. “Environmental Regulation and Productivity Growth: An Analysis of U.S. Manufacturing Industries,” with T. 
Osang, in C. Böhringer and A. Löschel (eds.), Empirical Modeling of the Economy and the Environment,  
ZEW Economic Studies, Vol. 20, Springer, 2003. 

6. “Is There a Race to the Bottom in Environmental Policies? The Effects of NAFTA,” with P.G. Fredriksson, 
The Environmental Effects of Free Trade, Committee for Environmental Cooperation of North America, 
Montreal, 2002, 241Ͳ261. 
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7. “Measuring the Effects of Environmental Regulations on Manufacturing Plant Births: A New Empirical 
Paradigm” with J.A. List, in L. Marsiliani, M. Rauscher, and C. Withagen (eds.), Environmental Economics 
and the International Economy, Kluwer Academic Publishers, 2002. 

 
MANUSCRIPTS 

 
1. “The Elephant in the Corner: A Cautionary Tale About Measurement Error in Treatment Effects Models.” 
2. “Do National Borders Matter? Intranational Trade, International Trade, and the Environment,” with C. 

McAusland. 
3. “Assessing the Pollution Haven Hypothesis in an Interdependent World,” with D.M. Drukker. 
4. “The Economic Consequences of Electoral Accountability Revisited,” with D.M. Sturm and J.A. List. 
5. “Reassessing the Effect of Bilateral Tax Treaties on U.S. FDI Activity,” with A. Kumas. 
6. “Subnational Trade Flows and StateͲLevel Energy Intensity,” with P. Chintrakarn. 
7. “The Robustness of Parametric Estimates of Pollution Abatement Costs on Manufacturing Plant Births 

Across U.S. States,” with J.S. Racine. 
8. “Inferring Treatment Status when Treatment Assignment is Unknown: Detecting Collusion in Timber 

Auctions,” with J.A. List and M.K. Price. 
9. “Bounding the Impact of Market Experience on Rationality: Evidence from a Field Experiment with 

Imperfect Compliance,” with J.A. List. 
 

MISCELLANEOUS 
 

1. “What is the difference between ‘endogeneity’ and ‘sample selection bias’?” Frequently Asked Questions 
(FAQ) for Stata, Inc., http://www.stata.com/support/faqs/stat/bias.html. 

2. Supplemental quantitative and econometric questions for Ehrenberg and Smith, Modern Labor Economics, 
8th and 9th Editions, AddisonͲWesley website. 

 
CONFERENCE PRESENTATIONS & SESSIONS ORGANIZED 

 
2010: Texas Camp Econometrics XV, Montgomery, TX, February 20 – 21 

American Economic Association, Atlanta, GA, January 3 – 5 
2009: Fifth IZA Conference on Labor Market Policy Evaluation, Georgetown University, Washington, D.C., 

October 2 – 3 
Econometric Society Winter Meetings, San Francisco, CA, January 3 – 5 
Association of Environmental and Resource Economics Winter Meetings, San Francisco, CA, January 

3 – 5 (session chair only) 
2008: Western Economic Association International, Honolulu, HI, June 29 – July 3 (session organizer, chair) 

Texas Camp Econometrics XIII, Kerrville, TX, February 16 – 17 
International Economic & Finance Society (at ASSA), New Orleans, LA, January 4 – 6 (discussant only) 

2007: NBER Summer Institute (Public Policy and the Environment), Cambridge, MA, July 23 – 24 
Texas Camp Econometrics XII, Houston, TX, February 17 – 18 
American Economic Association, Chicago, IL, January 5 – 7 

2006: Southern Economic Association, Charleston, SC, November 18 – 21 
“Use of Econometrics in Informing Public Policymakers,” Rice University, Houston, TX, April 22 – 23 
Econometric Society Winter Meetings, Boston, MA, January 6 – 8 

2005: Conference on Econometrics and Experimental Economics, Princeton, NJ, April 1 – 2 
2004: Econometric Society Summer Meetings, Providence, RI, June 17 – 20 

11th International Conference for Panel Data, College Station, TX, June 4 – 6 

http://www.stata.com/support/faqs/stat/bias.html
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Society of Labor Economists, San Antonio, TX, April 30 – May 1 
Texas Camp Econometrics IX, Fort Worth, TX, February 28 – 29 
American Economic Association, San Diego, CA, January 4 Ͳ7 

2003: Western Economic Association International, Denver, CO, July 11 – 15 
Texas Camp Econometrics VIII, Fredricksburg, TX, February 22 – 23 

2002: Association for Public Policy Analysis and Management, Dallas, TX, November 7 – 9 
2001: European Science Foundation, Conference on “The International Dimension of Environmental 

Policy,” Acquafredda di Maratea (Italy), October 6 – 11 
Western Economic Association International, San Francisco, CA, July 4 – 8 
Texas Camp Econometrics VI, Montgomery, TX, February 17 – 18 

2000: Commission for Environmental Cooperation, Symposium on Assessing the Environmental Effects of 
Trade, Washington, D.C., October 11 – 12 

Texas Camp Econometrics V, Boerne, TX, February 26 – 27 
1999: Royal Economic Society, Nottingham, England, March 29 – April 1 

Econometric Society Winter Meetings, New York, NY, January 3 – 5 
 

SEMINARS 
 

2009: University of Kentucky, Clemson University 
2008: University of Illinois, Georgetown University, University of California – Riverside 
2007: Indiana University 
2006: Indiana University, North Carolina State 
2005: Texas A&M University, Iowa State University, University of California – Santa Barbara 
2004: Rice University 
2003: University of Florida, University of Texas – Arlington, Georgetown University, Syracuse University, 

Michigan State University 
2001: University of Maryland, University of Texas – Dallas 
1999: University of California – San Diego, Southern Methodist University, Saint Louis University, Brandeis 

University, Columbia University, West Virginia University 
 

TEACHING EXPERIENCE 
 

Professor, Southern Methodist University 
Ph.D.: Econometrics II, Econometrics III, Microeconometrics, Labor Economics 
Master’s: Economics of Human Resources, Third World Development, Applied Econometrics 
Undergraduate: Economics of Education, Labor Economics, International Trade Theory, Principles of 

Macroeconomics 
 

Ph.D. Student Supervision 
Current Students: Sanjeev Kumar (chair), Aditi Roy (chair), Manan Roy (chair), Aditi Sengupta, 

Narongchai Thitinanpong 
2010: Jayjit Roy, “Empirical Essays in International Trade” (chair; first job: Appalachian State 

University) 
Jian Hu, “Essays on Financial Markets Using Copula Models” 

2009: Mehtabul Azam, “Essays on the Wage Structure in India” (chair; first job: World Bank) 
2008: Muna Husain, “Essays on Gender Differences in Education” (chair; first job: Kuwait University) 

Abdullah Kumas, “Withholding Tax Rates, Foreign Direct Investment, and Bilateral Tax Treaties” 
(chair) 
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2007: Pandej Chintrakarn, “Essays on Consequences of Economic Integration” (chair; first job: Stock 
Exchange of Thailand) 

Ozkan Eren, “Essays on Treatment Effect Models with Applications to Unionization and 
Educational Outcomes’’ (coͲchair; first job: University of Nevada – Las Vegas) 

Dipanwita Sarkar, “Essays on Differentials in Earnings Distributions across Population 
Subgroups” (chair; first job: University of Louisiana – Monroe) 

2006: Trevor Collier, “Essays on the Economics of Education” (chair; first nonͲSMU job: University of 
Dayton) 

Le Wang, “Essays on the Economics of Family” (chair; first job: PostͲDoctoral Research Associate, 
University of Minnesota Population Center) 

Liye Zhu, “Three Essays on the US Health Insurance Market” (chair; first job: 
PriceWaterhouseCoopers) 

Jeff Brimhall, “Empirical Applications of Corporate Finance and Industrial Organization” 
Jeffry Jacobs, “Three Essays in Micro and Macro Determinants of Development” 

2005: George Kaltchev, “Three Essays in Corporate Governance” 
Khawaja A. Mamum, “Three Essays on Cigarette Addition, Taxation and Health” 

2004: Vasudha Rangaprasad, “Essays on the Determinants of School Quality and Student 
Achievement” (chair; first job: Center for Disease Control) 

Limin Lin, “Structural Change Analysis and Forecasting of Time Series Data in Three Empirical 
Applications” 

2003: Keith Phillips, “An Analysis and Application of Statistical Techniques to Predict and Measure 
Business Cycles” 

 
Teaching Fellow, Brown University 

Undergraduate: Intermediate Microeconomic Theory, Introduction to Labor Markets 
 

Teaching Assistant, Brown University 
Ph.D.: Microeconomic Theory 
Undergraduate: Intermediate Microeconomic Theory, Economic Development, Statistics & Econometrics 

 
UNIVERSITY SERVICE 

 
SMU Center for the Environment, Executive Board member, 2007 – present 
Dedman College (Division II) Advisory Committee for Promotion to Associate Professor, member, 2007 – 

present 
Academic Research Computing Committee, member, 2007 – present Director 
of Undergraduate Studies, Department of Economics, 2006 – present   
Dedman College Dean Search Committee, 2009 – 2010 
University Commencement, Faculty Marshal, 2009 
Texas Camp Econometrics XIV, Conference Organizer, 2009  
Center for the Study of the Presidency Committee, member, 2007 
Recruiting Committee, Department of Economics, 2005 – 2007 
Mustang Madness, Participant, October 2006, November 2006, February 2007 
Undergraduate Committee, Department of Economics, 2005 – 2006 
Faculty Senate Subcommittee on the Economic Status of Faculty, 2004 – 2006 
APEC Review Committee of the Department of Mechanical Engineering, 2004 
40th Women’s Symposium, Panel Member, 2004 
Texas Camp Econometrics IX, Conference CoͲOrganizer, 2004 



 
Daniel L. Millimet 9 

August 2010 
 

Seminar Coordinator, Department of Economics, 2002 – 2005 
 

PROFESSIONAL EXPERIENCE 
 

Referee for: Agricultural and Resource Economics Review, American Economic Review, American Journal of 
Agricultural Economics, American Journal of Political Science, Canadian Journal of Economics, Demography, 
Ecological Economics, Econometric Reviews, Economic Development and Cultural Change, Economic 
Inquiry, The Economic Journal, Economics of Education Review, Education Finance and Policy, Empirical 
Economics, Environment and Development Economics, Environment and Planning A, Environmental and 
Resource Economics, European Economic Review, European Journal of Development Research, European 
Journal of Operational Research, International Journal of Industrial Economics, International Regional 
Science Review, International Review of Environmental and Resource Economics, International Tax and 
Public Finance, Journal of the American Statistical Association, Journal of Business and Economics Statistics, 
Journal of Comparative Economics, Journal of Development Economics, Journal of Econometrics, Journal of 
Economic Growth, Journal of Economic Education, Journal of Economic Surveys, Journal of Environment 
and Development, Journal of Environmental and Ecological Statistics, Journal of Environmental and 
Ecological Statistics, Journal of Environmental Economics and Management, Journal of Environmental 
Management, Journal of the European Economic Association, Journal of Forensic Economics, Journal of 
Human Resources, Journal of Policy Analysis and Management, Journal of Political Economy, Journal of 
Population Economics, Journal of Public Economics, Journal of Public Economic Theory, Journal of Regional 
Science, Journal of the Royal Statistical Society (Series A), Journal of Urban Economics, Oxford Bulletin of 
Economics and Statistics, Population Studies, Regional Science and Urban Economics, Regional Studies, 
Review of Economic Studies, Review of Income and Wealth, Review of International Economics, 
Scandinavian Journal of Economics, Social Choice and Welfare, Social Service Review, Southern Economic 
Journal, World Development, Dutch Programme for Educational Research, Dutch Social Science Research 
Council, Economic and Social Research Council, National Science Foundation, Social Science and Humanities 
Research Council of Canada, AddisonͲWesley, Houghton  Mifflin, Routledge Press, Wiley Consultant, World 
Bank, project on the “Social Action Project in Pakistan о An Evaluation,” 1998 – 1999 Consultant, World 
Bank, project on the “Impact of Targeted Credit Programs on Consumption Smoothing and 
Nutrition in Bangladesh,” 1996 – 1997 

 
PROFESSIONAL MEMBERSHIPS:  
American Economic Association, Canadian Economics Association, Econometric Society, Society of Labor 
Economists, Royal Economic Society 
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I. Executive  Summary  

The Department of Education’s (ED) proposed “gainful employment” (GE) regulations represent an 
effort to ensure that students attend quality programs and that both students and taxpayers receive 
good value for their joint investment in post-secondary education.  This comment in no way challenges 
these admirable policy goals; indeed, our aim is to point out that the regulations as proposed may 
accidentally frustrate these policy goals.  In their current form, the regulations are likely to: 

� Cause 400,000 students to leave post-secondary education each year 
� Reduce lifetime incomes for these students by approximately 15%, leading to $400MM in 

lost annual tax revenues 
� Cause 90,000-100,000 job losses 
� Lead to a $5.3B annual burden on taxpayers due to lower tax receipts from students who 

leave post-secondary education, employees who lose their jobs, along with higher subsidies 
for public colleges 

The analysis that yielded these conclusions focused on three key questions: 

1)	 When data limitations in the Missouri sample driving ED’s analysis are taken into account, how 
many students will find themselves enrolled in ineligible programs? 

a.	 Whereas ED’s analysis estimated that 9.6%1 of students under GE jurisdiction would be 
enrolled in ineligible programs, our analysis concludes that 30% will be enrolled in 
ineligible programs—constituting over 1 million students 2 

b.	 This change is primarily driven by: 1) the inclusion of private loans into debt levels 
(required by regulations) and; 2) the inclusion of completers who make zero income into 
income levels 

2) How many students enrolled in ineligible programs are likely to find suitable alternatives? 
a.	 Whereas ED concluded that 90% of students enrolled in ineligible programs would 

continue their post-secondary education, our analysis concludes that approximately 
60% is a reasonable estimate—meaning that approximately 400,000 students would be 
caused to leave post-secondary education 

b.	 We believe ED’s original transfer assumptions were optimistic for the following reasons: 
o	 With 30% of programs set to close, the assumption that one-third of affected 

students will re-enroll in the same institution is not feasible 
o	 For many major programs, such as Medical Assistant Services, Cosmetology, and 

Culinary Arts, over 60% of program capacity is currently in for-profit institutions, 

1 U.S. Department of Education, “Notice of Proposed Rulemaking,” p. 131 
2 An additional 26% of students would fall into ‘restricted’ status.  While the ultimate ability of institutions to meet 
the stringent requirements of restricted status is unclear, it is reasonable to assume that some relevant proportion 
of these 26% of students would ultimately lose Title IV eligibility 

2 




 

 
  

 
 

 
 

   
 

  
 

  
   

 
  

 
  

 
 

 
 

 
  

 
  

                                                           

 

 
  

 

making it difficult for community colleges to absorb capacity in the near term in 
many areas 

o	 In many regions, community colleges are located outside of reasonable 
commuting distances of for-profit campuses, which will reduce re-enrollment 
rates 

o	 Community colleges are already struggling with budget constraints and lack of 
faculty resources, likely hampering efforts to absorb students displaced by GE 

3)	 What will be the likely employment, income and budgetary impacts on the US economy and 
taxpayers should GE be implemented?3 

a.	 We conclude that taxpayers will face an incremental burden of $5.3B should the 
regulations be implemented in their current form.  This burden will be caused by a 
combination of factors: 

i.	 45,000 - 50,000 direct college and university job losses due to program closures 
ii.	 45,000 - 50,000 secondary job losses due to program closures (e.g. suppliers to 

post-secondary institutions) 
iii.	 Increased unemployment rates and reduced wages among students no longer 

enrolled in post-secondary studies 
iv.	 Increased demands on public colleges 

In sum, despite an admirable purpose, the result of ED’s proposed gainful employment approach would 
be the following: $5.3B in annual taxpayer burden to reduce $1.9B in possible losses stemming from 
federal student loan defaults.4 

The details behind all analyses referenced above are included in the main body of this public comment. 

3 Economic impacts are built for subsequent years of the GE regulations with zero students completing their 
degree in an ineligible program. The first year has an inflated number of students remaining in post-secondary 
education because they can finish out the degree before the regulations are put into effect 
4 Of the $38B in loans disbursed by the government, approximately $1.9B is never repaid. 88% of loans are never 
defaulted (US ED Federal Student Aid 2009 Annual Report), 7% of loans are defaulted and eventually repaid 
(Student Aid Administration FY10 Budget), while ~5% are never recovered, and hence constitute the federal loan 
expenditure at risk 

3 




 

 
  

 
  
 

  
 

 
 

  
   

 
 

  
  

 
 

 

  
 

 
 

  

  
 

 
 

  

                                                           
  

 
 

 
  

 

II.  Addressing Methodology  Gaps  in ED’s Missouri  Analysis  

The Missouri sample used by ED has several data limitations, each of which, when included, could 
increase or decrease the estimated impact.  In this analysis, we have revised debt-to-income calculations 
to account for these data limitations where reasonable methodology and high-quality supplemental 
data could be found.  These factors include: 

- Demographic factors—Missouri age, ethnicity, gender, income levels and debt levels differ from 
national averages 

- Omitted data—the Missouri sample did not include out-of-state students, students without 
federal loans, students who earned no income, or any private loan data 

- Timing—projecting likely GE impact should take into account changing macroeconomic 
conditions, such as recent increases in debt levels and income levels per employed worker, as 
well as worsened economic conditions that have increased unemployment rates 

Debt Level Adjustments 
- ED’s proposed regulations specify that all loans be included in the calculation, but the Missouri 

sample only includes federal debt 
o	 Adjusted calculations use debt figures grossed up to include private loans.  Estimates are 

based on the National Post-Secondary Student Aid Survey (NPSAS)5, which reports that 
private loans constitute 6%-25% of total student debt, depending on the type of 
institution and degree type 

-	 ED’s Missouri data omitted students with zero federal loans 
o	 Adjusted calculations include an estimate for students with no federal loans.  Interviews 

with loan officers indicate that ~10% of students have no federal loans but do have 
private loan debt.6 The remaining 90% of omitted students are assumed to have no debt 

- Missouri debt levels differ from national averages. These differences vary by institution type 
o	 Adjusted calculations scale the debt level by the difference between Missouri tuition 

and national tuition by institution type7. By adjusting debt to national levels, 
demographic biases in the Missouri sample are accounted for 

-	 Missouri debt levels reflect 2008 levels.  In forecasting impact, the calculations should account 
for increased debt levels in recent years 

o	 Adjusted calculations scale the debt level to likely 2010 levels.  According to NPSAS, the 
total debt burden per student increased by 8.2% annually from 2004 to 2008. Using this 
benchmark, debt levels were increased by the same annual rate for 2008-20108 

5 U.S. Department of Education, National Post-Secondary Aid Study, 2008 
6 Interview with executive at SimpleTuition, Inc., a longtime private student loan industry leader, conducted August 
30, 2010 
7 U.S. Department of Education, Integrated Post-Secondary Education Data System, 2007-2008 
8 Although total student loan data is not available for time periods since 2008, the Bureau of Labor Statistics 
Education Price Index tracks inflation rates for college tuition and fees, and technical and business school tuition 
and fees. On a seasonally adjusted basis, the college tuition and fees price index has increased by 9.6% since the 
end of 2008. On a seasonally adjusted basis, the technical and business school tuition and fees price index has 

4 




 

 
   

 

  
   

   

 
  

  
 

  
 

  
 

 

 
 

 
   
 

 
 
 
 

                                                                                                                                                                                           
 

 

 
 

 

 
 

 

Income Level Adjustments 
Missouri income levels omitted roughly 24% of students for whom no income was reported. The level 
of omitted data varies significantly by school.  Where possible, adjusted calculations added back an 
estimate for omitted income data.  Remaining unexplained missing income data continues to be omitted 

- While the Missouri data accounts for students unemployed for part of a year, the Missouri data 
does not account for students unemployed for an entire year. BLS estimates that 1.7% of the 
workforce is unemployed and seeking a job for greater than one year9. As such, 1.7% of 
students are added back in with zero income 

- The Missouri data does not include students who left the workforce. BLS estimates that 17% of 
25-34 year olds are not part of the labor force.  As such, 17% of students are added back in with 
zero income10 

- The Missouri data does not include students who left the state for post-completion 
employment.  Public data does not exist to estimate this population.  However, since omitting 
this group would artificially depress income levels, 10% of students were added back to the 
sample as average earners for four-year institutions, and 3% were added back for two-year 
institutions, based on estimates from the BPS 2004/06 survey of out-of-state enrollments by 
institution type11 

- Missouri income levels are not representative of national averages 
o	 Adjusted calculations reflect comparison of county-level Missouri average wages to 

national averages12. By adjusting income to national levels, inherent demographic 
biases in the Missouri sample are accounted for.  Income levels moved up or down 
differently depending on the county in Missouri  

-	 Missouri income levels reflect 2008 levels.  In forecasting likely GE impact, calculations should 
account for current income levels 

o	 Income is grossed up to reflect 2008-2010 wage inflation of 3% 13during that time 
o	 Income is adjusted to reflect an increase in the unemployment rate between 2008-2010 

from 10% to 15% among 20-24 year-olds14 

increased by 6.8% since the end of 2008: U.S. Department of Labor, Bureau of Labor Statistics, Consumer Price 
Index, Series ID CUSR0000SEEB01, Series ID CUSR0000SEEB04 
9 16.3% of workers were unemployed for at least 52 weeks, and the 2008 average unemployment rate was 10.2% 
10 This estimate is likely low due to the fact that females represent a majority of for-profit students, and have a 
higher non-participation rate in the workforce. However, as an undetermined quantity of those not in the 
workforce are likely absent for less than one year, and therefore included in the Missouri data, the gender 
adjustment was not made 
11U.S. Department of Education, National Center for Education Statistics, 2003-04 Beginning Postsecondary 
Students Longitudinal Study, First Follow-up (BPS:04/06) 
12 U.S. Department of Labor, Bureau of Labor Statistics, Quarterly Census of Employment and Wages and 
Occupational Employment Statistics 
13 U.S. Department of Labor, Bureau of Labor Statistics, Current Employment Statistics 
14 U.S. Department of Labor, Bureau of Labor Statistics, Current Population Survey 

5 




 

 
   

 
 

 
 

 

 

 
  

 
 

        

      

       

 
Percentage of Students  

 Disclosure   Restricted  

30%  28%  

84%  0%  

 33%  26% 

 Ineligible  

32%  

0% 

 30%
 

Institution Type Subject to Gainful  
 Eligible  

Employment Regulation  

For-Profit  10%  

Public  16%  

Total 	  11% 

 
 
 
 
 
 

                                                           

 

Repayment Rate Adjustments 
- While repayment rate adjustments cannot be made at the institution level, it is important to 

account for the fact that Missouri for-profit institutions fail the repayment test far more 
frequently than the national average 

o	 Overall GE ineligibility rates are adjusted to reflect that while 76% of Missouri programs 
subject to GE fail the 35% repayment test, only 47% of national OPEIDs subject to GE fail 
the test 

Conclusions 
When these various adjustments are made, the  percentage of students in ineligible programs  rises  
from 9.6% to 30%, leading to over 1MM students enrolled in ineligible programs15 . 

Institution Type Subject to Gainful 
Employment Regulation 

Eligible 

Number of Students 

Disclosure Restricted Ineligible 

For-Profit  324,792 954,266 911,285 1,025,836  

Public  39,971  203,539   0 0 

Total 	 364,763 1,157,805 911,285 1,025,836
 

15 The percentage of students that fall in each eligibility bucket was applied to national estimates of for-profit 
enrollments and public certificate enrollments. For-profit enrollment headcount is based on a figure released 
August 2010 by ED (http://nces.ed.gov/pubs2010/2010161.pdf). Public certificate enrollment was estimated using 
the Missouri dataset based on the percentage of students in public certificate programs 
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III.	   Estimating the Social and Economic Impact of GE  Implementation  

Estimating the social and economic impact depends largely on two critical questions: 
1.	 What percentage of students displaced by GE is likely to continue post-secondary education? 
2.	 How will GE implementation impact the economy and taxpayers? 

a.	 What is the impact of students who leave post-secondary education? 
b.	 What is the impact of employees who are laid off? 
c.	 What is the impact of the higher public cost of public college enrollments? 

What percentage of students displaced by GE is likely to continue post-secondary education? 

- ED estimates that 48%16 of ineligible students will re-enroll within the for-profit sector.  This 
estimate is likely too optimistic 

o	 Revised calculations reveal that 30% of students will be enrolled in ineligible programs, 
meaning that capacity will often not exist to absorb this proportion of the displaced 
students, putting an increased burden on community colleges 

-	 In many geographies, community colleges are in locations with unattractive commuting 

distances for students displaced by GE 


o	 It is unreasonable to expect many students to drive 20-plus minutes to a new school 
o	 See Appendix for examples 

-	 For many programs, community colleges lack the program expertise to quickly ramp up to serve 
displaced students 

Completions in Associate's Degrees and Not-for profit For-profit  
Certificates for Specific Programs 17  2- years–or less 2-years-or less 

Medical Assistant Services  22,243 90,929 

Cosmetology  12,696 78,469 

Vehicle Maintenance 27,121 26,326 

Culinary Arts 8,596 14,488 

- Community colleges are already struggling with budget pressures and lack of faculty resources, 
calling into question their ability to handle significant additional capacity 

o	 “Community colleges remain on the receiving end of the ‘do more with less and do it 
better’ mantra that typically accompanies budget cuts and economic upheaval.”18 

o	 According to a 2010 survey of community college presidents, 62% of responding schools 
reported enrollment growth of over 10%. This compares to only a quarter of 

16 U.S. Department of Education, “Notice of Proposed Rulemaking,” p. 131
 
17 National Center for Education Statistics-Integrated Postsecondary Education Data System
 
18 Campus Computing Project, “Winter 2010 Survey of Community College Presidents,” March 30, 2010, 

http://www.campuscomputing.net/winter-2010-survey-community-college-presidents (Accessed 9/8/10)
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respondents last year reporting growth of 10% or more. While the number of 

community colleges reporting budget cuts declined slightly over last year, the number of 

campuses experiencing budget cuts exceeding 10% more than doubled, from 7% to 18% 

o According to another recent survey, at least 20 states indicate that their comm unity 

colleges do not have "sufficient capacity to serve current and projected numbers of 

older returning adults ... including five megastates-California, New York, North Carolina, 

and both of Georgia's systems (University System and Technical Colleges), and many 

with fast-growing Latino populations such as Arizona and Nevada, and states with high 

unemployment such as Michigan" 19 

o Public flagship university enrollments have been capped in 12 states, including the 

nation's five largest states: California, Texas, New York, Florida, and lllinois20 

o Public regional university enrollments have been capped in 7 states, including four of 

the nation's five largest states: California, Florida, Illinois, and New York 21 

ED estimated that 30% of students in ineligible programs would be able to complete the 

program the following year. While this may be true, it underestimates the full magnitude of the 

impact in subsequent years because there will be no students completing many programs 

While it is difficu It to quantify the exact amount of students likely to cease their post-secondary 

education, based on the factors above, ED's estimate of 10% is likely too low. Approximately 40% seems 

more likely, which would translate into 400,000 displaced students based on revised GE calculations 

presented earlier. 

Original ED Revised Revised Student 

Assumptions Assumptions Impact Estimates 

Students Enrolled in Ineligible Programs 9.6% 30% 1,025,836 

Outcome or These Students Shareof9.6% Shareof30% 

0 Students Completing Programs 34% 0% 
QJ - .... .c QJ ro ..._ 
... "' c "' c ~ 

Students Enrolling in Another Program at 

the Same Institution 
30% 25-30% 230,000-310,000 

QJ ...., 
-0 0 E ... 
Vl 

Students Enrolling at Another Institution 

in the Same Sector 
18% 15-20% 150,000-220,000 

.... Students Leaving Sector 8% 10-15% 85,000-130,000 
"' c 
QJ 

-0 :::s 
... 
Vl 

QJ -0 
tlD ~ c: -
0 0 -' .... 
0 c: z lJ.J 

Net : Students Caused t o Leave Post-

secondary Educat ion 
10% 30-50% 300,000-500,000 

19 Education Policy Center, "Funding and Access Issues in Public Higher Education: Findings from the 2009 Survey 
of the National Council of State Directors of Community Colleges," 
http ://www.insidehighered.com/content/download/317858/4098893/version/1/file/report.pdf (Accessed 9/8/10) 
20 

Ibid. 
21 

Ibid. 
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How will GE implementation impact the economy and taxpayers? 

What is the impact of students who  leave post-secondary education? 
- The 400,000 students no longer enrolled would experience 15% lower income levels in their 

careers due to decreased earning power and increased likelihood of unemployment 
o	 Using for-profit ethnicity-weighted  quintile wage data from the Bureau of Labor 

Statistics, high school graduates earn 13% less per year than individuals with some 
college or an associate’s degree

22 nd 2

23 

o	 Using for-profit ethnicity-weighted unemployment rates from the Bureau of Labor 
Statistics, high school graduates have a 2% higher unemployment rate than individuals 
with some college or an associate’s degree24 

The decrease in income levels for students that leave post-secondary education will decrease tax 
revenues by $400MM25 

What is the impact of employees who are laid off?  
- Approximately 45,000 - 50,000 jobs would be lost directly due to institutions closing post-GE 

implementation 
o	 Using benchmark data from 6 publicly traded for-profit institutions, it is estimated that 

there are 9.2 full time equivalent students for every employee at for-profit institutions 
-	 Approximately 45,000 - 50,000 additional jobs would be lost from secondary impact of program 

closures 
o	 Examples of secondary impacts would be job losses from primary suppliers to 

institutions.  This analysis was conducted using the Bureau of Economic Analysis RIMS II 
model multipliers26 

The loss of 90,000  – 100,000 jobs  will cause a $2.9B decline  in tax revenues27  
 
 
 

                                                           
 

 
 

 
  

 
 

  
  

  
 

22 National Center for Education Statistics-Integrated Postsecondary Education Data System (IPEDS) 
23 Bureau of Labor Statistics, Table 8: Quartiles and selected deciles of usual weekly earnings of full-time wage and 
salary workers by selected characteristics, 2009 annual averages, 
http://www.bls.gov/news.release/wkyeng.t08.htm (Accessed 9/8/10) 
24 Bureau of Labor Statistics, Table 7: Employment status of the civilian noninstitutional population 25 years and 
over by educational attainment, sex, race, and Hispanic or Latino ethnicity, http://www.bls.gov/cps/cpsaat7.pdf 
(Accessed 9/8/10) 
25 Assumes federal tax rate of 15.2% and state/local tax rate of 7.6%. Congressional Budget Office, Total income 
and total federal tax liabilities for all households, by household income category, 1979-2005  
26 The BEA Regional Input-Output Modeling System estimates how much a one-time or sustained increase in 
economic activity in a particular region will be supplied by industries located within the region 
27 90,000 – 100,000 job impact was converted to a $10.1B GDP impact using the RIMS II multipliers. CBO estimates 
18.7% federal tax burden as a percent of GDP in 2012 and a 9.8% gross-up for state and local taxes as a percent of 
GDP. Using these reported tax rates, the total tax revenue decline is calculated 
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What is the impact of the higher cost of community college  enrollments?  
- The shift in  service base from for-profits to community colleges will result in an additional $2B  

in increased tax burden  
o	 The cost per completion is much lower in the for-profit sector than not-for-profit. The 

cost to taxpayers is Federal Funding and State/Local Funding, which is comprised of 
grants that do not get paid back. Student loans are included in the Tuition and Fees 
segment; 95% 28of which are paid back 

Cost per Completion (inclusive Public and Private  
of all institution types)29 Private For Profit Not-for-Profit 

Tuition and Fees $ 20,770 $14,593 

Federal Funding (includes Pell) $6,441 $9,585 

State/Local Funding $184 $22,049 

Other  $1,499 $10,649 

Total $28,895 $56,876 

In sum, the economic impacts directly attributable to GE are likely to include:
 

Job Losses Increased Tax Burden 

90,000 - 100,000 $5.3B 

28 5% of loans are never recovered 
29 Revenue by type and institution analyzed and aggregated by type of institution. Pell grants manually moved 
from Tuition and Fees to Federal Funding to accurately reflect the amount of government funding. National Center 
for Education Statistics-Integrated Postsecondary Education Data System. 
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IV. Appendix A – Background  

The Department of Education (ED) proposed to define ‘gainful employment’ (GE) through a combination 
of principal repayment rate and debt to income metrics30: 

To estimate the national impact, ED applied these metrics to a sample of students in Missouri.  The 
Missouri results can be summarized as: 

- 84%  of students eligible for Title IV 
- 8% of students restricted for Title IV 
- 8% of students ineligible for Title IV31 

30 U.S. Department of Education, “Frequently Asked Questions,” 
http://www2.ed.gov/policy/highered/reg/hearulemaking/2009/ge-faq.doc (Accessed 9/8/10) 
31 U.S. Department of Education, “Notice of Proposed Rulemaking,” p. 129 
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The above estimate refers to the results published by ED in the NPRM, but is not reflective of only 
students attending programs that would be subject to the proposed GE rules. When the analysis is 
applied only to the 34,927 students in the public Missouri dataset under GE jurisdiction—specifically all 
for-profit programs and any not-for-profit certificate programs—a different story emerges: 

-	 5%  of students in programs eligible for Title IV 
-	 51% of students in programs eligible, but with warnings for Title IV 
-	 31% of students in programs restricted from Title IV 
-	 14% of students in programs ineligible for Title IV32 

ED also estimates that 90% of students in a program that becomes ineligible due to GE would continue 
as students33: 

-	 34% would complete programs 
-	 30% would enroll in another program at the same institution 
-	 18% would enroll at another institution in the same sector 
-	 8% would enroll at an institution in another sector 
-	 10% would leave post-secondary education34 

V. 	Appendix B – Additional Methodology  Issues  

When no reliable methodology could be found to address a data issue, no adjustment was made.  It is 
worth noting the following data issues that were not treated: 

1.	 Cosmetology programs were not included in the Missouri data. Cosmetology programs fail the 
GE repayment test at twice the frequency of the average program.  If properly included, impact 
estimates would increase 

a.	 Cosmetology programs comprise approximately 38% of Missouri’s for-profit programs35 

b.	 Nationwide, there are 27,253 students with federal loan balances in repayment from 
institutions with the word “cosmetology” in their institution name, according to ED’s 
repayment rate data36 

c.	 For the 188 institutions with the word “cosmetology” in their institution name included 
in ED’s repayment rate data, the weighted-average repayment rate is 40%37 

32 Ibid. Figures add to 101% due to rounding
 
33 Numbers refer to the NPRM’s scenario 2 for transfer assumptions
 
34 U.S. Department of Education, “Notice of Proposed Rulemaking,” 

http://www2.ed.gov/legislation/FedRegister/proprule/2010-3/072610a.pdf (Accessed 9/8/10), p. 43,632
 
35 U.S. Department of Education, “Gainful Employment Analysis: Missouri Methodological Notes,” 

http://www2.ed.gov/policy/highered/reg/hearulemaking/2009/ge-analysis-missouri.doc (Accessed 9/8/10), p.4
 
36 U.S. Department of Education, “Cumulative Four-Year Repayment Rate by Institution,” 

http://www2.ed.gov/policy/highered/reg/hearulemaking/2009/ge-cumulative-rates.xls (Accessed 9/8/10)
 
37 Ibid. 
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2.	 Over 90% of omitted students were accounted for in the analysis.  If the remaining omitted 
students were included, the impact on the GE estimates would be unclear 

3.	 Repayment rate data supplied by ED is available only at the institution level38. The impact of 
applying a program-level analysis would have unclear impact on GE estimates 

4.	 Missouri’s mix of degree type (i.e. certificate programs vs. bachelors’ programs) differs from the 
nation. Nearly 60% of the Missouri for-profit students are in certificate programs39, while more 
than the 37% are nationally40. Although certificate programs tend to have higher ineligibility 
rates, it is difficult to quantify the effect of this bias since it is partially accounted for when the 
Missouri sample is adjusted to reflect the national distribution of repayment rates  

VI. 	Appendix C – Selected  Drive Time Maps  

The following maps illustrate selected MSAs in which a number of for-profit institutions will be declared 
ineligible or restricted based on current GE repayment rate thresholds.  The existing community colleges 
(represented by a square on each map) indicate that it is often the case that community colleges are 
either a 20 minute drive away from the nearest for-profit institution or outside of city limits.  Should ED 
enforce its stated repayment rate thresholds, the lack of nearby community colleges would make it 
challenging for many students to continue their post-secondary education 

Key to interpreting the following maps:  
 
Drive times: Drive time estimates are based on the distance from the nearest public institution.  The 
shade of rings corresponds to the drive time; the lightest band of rings represents areas that are in a 15 
minute drive time radius from the nearest public institution, the second band of rings represents a 17.5 
minute drive time, and the darkest band of rings represents a 20 minute drive. 

Symbols:  
An X indicates a for-profit institution that will be declared ineligible or restricted based on GE repayment 
rate thresholds 

A circle indicates a for-profit institution that will remain eligible for Title IV funding based on GE 
repayment rate thresholds  

38 U.S. Department of Education, “Cumulative Four-Year Repayment Rate by Institution,” 
http://www2.ed.gov/policy/highered/reg/hearulemaking/2009/ge-cumulative-rates.xls (Accessed 9/8/10) 
39 U.S. Department of Education, “Data Used to Model the Effects of the Program Integrity (Gainful Employment) 
NPRM,” http://www2.ed.gov/policy/highered/reg/hearulemaking/2009/ge-data-model.xls (Accessed 9/8/10) 
40 U.S. Department of Education, Integrated Postsecondary Education Data System, 2008-2009 

13
 

http://www2.ed.gov/policy/highered/reg/hearulemaking/2009/ge-data-model.xls
http://www2.ed.gov/policy/highered/reg/hearulemaking/2009/ge-cumulative-rates.xls


 
 

 
 

  
 

 

 
 
 

  

A square indicates a 2-year public institution (assumption is that these will remain in operation after ED 
passes GE regulations) 

Atlanta, GA: Most of the centrally located for-profit institutions will be declared ineligible or restricted 
based on GE repayment rate thresholds.  Half of remaining community colleges are located outside of 
city limits with a 20-plus minute drive time.  
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Charleston, WV: All of the for-profit institutions will be declared ineligible or restricted based on GE 
repayment rate thresholds.  Two community colleges are located in the Charleston MSA; only one is 
located within 20 minutes drive time. 
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Detroit, MI: Community colleges are located at a distance of 17-20 minutes drive time from for-profit 
institutions that will be declared ineligible or restricted based on GE repayment rate thresholds. 
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Nashville, TN: The majority of for-profit institutions on the east side of the city will be declared ineligible 
or restricted.  The closest community colleges are 20-plus minutes away. 
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Student Aid Policy Analysis 

Impact of Gainful Employment on Public and For-Profit Colleges 
according to the Missouri Data Set 

Mark Kantrowitz 
Publisher of Fastweb.com and FinAid.org 

October 11, 2010 

EXECUTIVE SUMMARY 

The US Department of Education has estimated that the proposed gainful employment regulations will 
cause 5% of programs (representing 8% of student enrollments) to become ineligible for federal student 
aid and 7% of programs (representing 8% of student enrollments) to become restricted. This is consistent 
with the overall statistics from the Missouri data set published by the US Department of Education on 
August 13, 2010, which shows that 6.2% of programs will become ineligible and 9.0% will become 
restricted. However, the Missouri data yields different results when disaggregated by type of college: 

	 The impact on public colleges will be negligible, causing 0.3% of programs to become ineligible 
and 2.7% to become restricted. 

	 The impact on for-profit colleges will be much more severe, causing 26.1% of programs (15.6% 
if exiter-weighted) to become ineligible and 30.1% (33.2% if exiter-weighted) to become 
restricted. Only 43.8% (51.2% if exiter-weighted) would be fully eligible. 

 At for-profit colleges, 15.9% of Certificate programs, 38.0% of Associate’s degree programs and 
21.7% of Bachelor’s degree programs will become ineligible. 

 At for-profit colleges, 20.3% of Certificate programs, 35.4% of Associate’s degree programs and 
47.9% of Bachelor’s degree programs will become restricted. 

The Missouri data, however, may not be predictive of national statistics. There are some aspects of the 
Missouri data set that suggest that the national statistics may be more severe and there are some aspects 
that suggest that the national statistics may be less severe. 

The Missouri data may also be used to understand the impact of changes in the debt-service-to-income 
ratio and loan repayment rate thresholds on program eligibility: 

 Each 1% increase in the debt-service-to-income ratio threshold from 6% to 15% decreases the 
percentage of programs that are ineligible by about 4%. 

 Each 1% increase in the debt-service-to-income ratio threshold from 6% to 15% increases the 
percentage of programs that are fully eligible by about 6%. 

	 Increasing the loan repayment rate threshold above 45% has no impact on the status of for-profit 
college programs because for-profit colleges with a high loan repayment rate almost always also 
satisfy the debt-service-to-income ratio thresholds. Only at lower loan repayment rates do the 
debt-service-to-income ratios differentiate among for-profit colleges. Increases in the loan 
repayment rate thresholds, however, would affect the eligibility of programs at public colleges. 
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IMPACT OF THE MISSOURI DATA ON FOR-PROFIT AND PUBLIC COLLEGE PROGRAMS 

The US Department of Education estimated that the gainful employment proposals1 will result in 5% of 
programs becoming ineligible and 7% becoming restricted, with 8% of students enrolled in programs that 
would become ineligible and 8% of students enrolled in programs that would become restricted. These 
estimates are for all programs affected by the proposed rule, including all programs at for-profit colleges 
(except for liberal arts programs) and only non-degree certificate programs at public and non-profit 
colleges, representing roughly two-thirds and one-third of student enrollments in affected programs, 
respectively. The impact on public college programs is much less severe and the impact on for-profit 
college programs is much more severe, however, than suggested by the overall averages. 

The following table lists the percentage of affected programs that are ineligible (triple fail), restricted or 
fully eligible based on the Missouri state data released by the US Department of Education on August 13, 
2010.2 The US Department of Education states that the Missouri data is “an appropriate and generally 
applicable lens to assess the potential effects nationally” because “the state’s distribution of educational 
institutions is broadly similar to the nation.” (The Missouri data does not include data about non-profit 
colleges, but vocational programs at non-profit colleges represent only about 5% of the national data.) 

Program Status 
For-Profit Colleges 

# Programs # Exiters 
Public Colleges 

# Programs # Exiters  
All Colleges 

# Programs # Exiters 
Ineligible 26.1% 15.6% 0.3% 0.1% 6.2% 4.1% 
Restricted 30.1% 33.2% 2.7% 0.7% 9.0% 9.2% 
Fully Eligible 43.8% 51.2% 97.0% 99.2% 84.8% 86.6% 

Thus the Missouri state data suggests that the gainful employment proposals will have a negligible impact 
on public colleges but a much more severe impact on for-profit colleges. If the Missouri data is predictive 
of national performance, a quarter of programs at for-profit colleges will be ineligible, affecting almost 
one sixth of students enrolled at for-profit colleges. An additional three-tenths of programs at for-profit 
colleges will be in the restricted zone, affecting about one third of students enrolled at for-profit colleges. 

The following table provides additional detail according to degree program at for-profit colleges. It 
demonstrates that Associate’s degree and Bachelor’s degree programs are affected more severely than 
Certificate programs. Nearly two-fifths of Associate’s degree programs and more than a fifth of 
Bachelor’s degree programs at for-profit colleges will be ineligible. More than a third of Associate’s 
degree programs and almost half of Bachelor’s degree programs will be in the restricted zone. 

For-Profit Colleges
Program Status 

Certificate Associate's Degree Bachelor's Degree 
# Programs #Exiters3 # Programs  # Exiters  # Programs  # Exiters 

Ineligible 15.9% 9.0% 38.0% 27.6% 21.7% 15.1% 
Restricted 20.3% 22.3% 35.4% 51.3% 47.9% 45.8% 
Fully 63.8% 68.7% 26.6% 21.1% 30.4% 39.1% 

1 Program Integrity: Gainful Employment, Notice of Proposed Rulemaking (NPRM), Federal Register 75(142):43616‐
43708, July 26, 2010.

ifap.ed.gov/eannouncements/081310ReleaseGainfulDataTechDocNPRM.html and 
www2.ed.gov/policy/highered/reg/hearulemaking/2009/integrity‐analysis.html 
3 The term 'exiters' includes students who drop out and students who graduate. 
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In contrast, the following table demonstrates a minimal impact on Certificate, Associate’s degree and 
Bachelor’s degree programs at public colleges. 

Public Colleges
Program Status 

Certificate Associate's Degree Bachelor's Degree 
# Programs # Exiters  # Programs  # Exiters  # Programs  # Exiters 

0.0% 0.0% 0.0% 0.0% 0.5% 0.1% 
Restricted 0.0% 0.0% 2.1% 0.4% 3.9% 1.0% 
Fully 100.0% 100.0% 97.9% 99.6% 95.6% 98.9% 

MISSOURI DATA MAY NOT BE PREDICTIVE OF NATIONAL STATISTICS 

The Missouri state data may not be nationally representative. 

National statistics may demonstrate a more severe impact on for-profit colleges than the Missouri state 
data suggest. Missouri has 27.5% minority student enrollment, compared with the national average of 
41.0%. As demonstrated in a previous paper, the percentage minority student enrollment correlates 
strongly with average loan repayment rates.4 Accordingly, the national average loan repayment rates may 
be about 5.3% lower than in Missouri, potentially yielding a similar reduction in eligibility especially at 
colleges with significant minority student enrollment. Missouri is also more heavily weighted toward 
graduate student enrollment with 18.8% graduate student enrollment compared with 14.0% nationally. 
Missouri also has lower enrollment in for-profit colleges (5.2% vs. 7.8%) and the for-profit college 
enrollment is more heavily weighted toward 2-year colleges, with the for-profit college enrollment split 
50% at 4-year colleges vs. 62% nationally, 38% at 2-year colleges vs. 22% nationally, and 12% at less- 
than-2-year colleges vs. 16% nationally. The Missouri data also excludes non-profit colleges and 
cosmetology programs. The Missouri data set also excludes small programs with 5 or fewer exiters. 

On the other hand, the Missouri data includes data for only 41 of the 136 colleges in Missouri. The 
average loan repayment rate for colleges excluded from the Missouri data set is 48.5%, higher than the 
45.2% average for Missouri colleges included in the Missouri data set. The overall average loan 
repayment rate for Missouri is 47.0%. The following table illustrates the loan repayment rates by college 
type for colleges included and excluded from the data set, and overall. 

Loan Repayment Rate(Missouri Colleges) 

College Type Included Excluded Total College Type I Excluded Total 
Public 4-year 53.9% 56.5% 54.2% on-Profit 4-year NA 48.1% 
Public 2-year 37.6% 41.4% 37.9% on-Profit 2-year NA 48.0% 
Public (All) 52.0% 54.6% 52.3% on-Profit (All) NA 48.1% 
For-Profit 4-year 22.6% 52.5% 23.3% All4-year 46.9% 48.9% 48.0% 
For-Profit 2-year 27.9% 16.7% 26.8% All2-year 34.2% 35.3% 34.3% 
For-Profit (All) 23.7% 36.2% 24.7% All Colleges 45.2% 48.5% 47.0% 

Even adjusting for the colleges that were excluded from the Missouri data set, the average loan repayment 
rates in Missouri are lower than in the nation as a whole. For example, the national average loan 

4 Mark Kantrowitz, The Impact of Loan Repayment Rates on Minority Students, September 27, 2010. 
www.finaid.org/educators/20100927gainfulemploymentimpactonrace.pdf 
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repayment rate for all colleges is 51.3%, compared with 47.0% in Missouri, the national average loan 
repayment rate for public colleges is 53.7%, compared with 52.3% in Missouri, and the national average 
loan repayment rate for for-profit colleges is 36.4%, compared with 24.7% in Missouri. 

Given that the Missouri demographics suggest that the national gainful employment metrics will have a 
more severe impact on for-profit colleges than the Missouri data set, while the loan repayment rates in 
Missouri are lower than the national averages, it is unclear whether the Missouri data set is predictive of 
national statistics. 

IMPACT OF CHANGES IN THRESHOLDS ON PROGRAM ELIGIBILITY/INELIGIBILITY 

The following chart shows the percentage of for-profit colleges in the Missouri data that are ineligible 
according to changes in the debt-service-to-income thresholds, assuming a 30% threshold for the debt- 
service-to-discretionary-income metric and a 35% threshold for the loan repayment rate metric. 

Percentage of For-Profit College Programs that are Ineligible by
Debt-Service-to-Income Thresholds,  Assuming

a 30% Debt-Service-to-Discretionary-Income Threshold and a 
35% Loan Repayment Rate Threshold 
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This demonstrates that the debt-service-to-income threshold has a significant impact on the percentage of 
for-profit college programs that are ineligible for thresholds between 6% and 20%, inclusive. Each 1% 
increase in the threshold from 6% to 15% decreases the percentage of programs that are ineligible by 
about 4%. At a 6% threshold 49.4% of programs (46.0% of exiters) are ineligible. This drops to 40.9% of 
programs (33.8% of exiters) at an 8% threshold, 34.7% of programs (25.9% of exiters) at a 10% 
threshold, 26.1% of programs (15.6% of exiters) at a 12% threshold and 11.9% of programs (5.8% of 
exiters) at a 15% threshold. 
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The next chart shows the percentage of for-profit colleges that are fully eligible according to changes in 
the debt-service-to-income thresholds, assuming a 20% threshold for the debt-service-to-discretionary- 
income metric and a 45% threshold for the loan repayment rate metric. 

Percentage of For-Profit Colleges that are Fully Eligible

by Debt-Service-to-Income Thresholds, Assuming
 

a 20%  Debt-Service-to-Discretionary-Income

Threshold and a 45% Loan Repayment Rate
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This demonstrates that the debt-service-to-income threshold has a significant impact on the percentage of 
for-profit college programs that are fully eligible for thresholds between 6% and 20%, inclusive. Each 1% 
increase in the threshold from 6% to 15% increases the percentage of programs that are fully eligible by 
about 6%. At a 6% threshold 37.8% of programs (33.0% of exiters) are fully eligible. This increases to 
43.8% of programs (51.2% of exiters) at an 8% threshold, 54.5% of programs (67.3% of exiters) at a 10% 
threshold, 67.6% of programs (81.5% of exiters) at a 12% threshold and 86.4% of programs (93.8% of 
exiters) at a 15% threshold. 

The next two charts, on the other hand, demonstrate that changes in the loan repayment rate threshold do 
not have a significant impact on eligibility. For example, there is no difference in the percentage of for- 
profit colleges that are eligible or ineligible for loan repayment rate thresholds above 45%. Colleges with 
a high loan repayment rate almost always also satisfy the debt-service-to-income ratio thresholds. The 
debt-service-to-income thresholds only differentiate among colleges at lower loan repayment rates. 

The first chart shows the percentage of programs at for-profit colleges that are ineligible according to 
changes in the loan repayment rate threshold, assuming a 12% threshold on the debt-service-to-income 
metric and a 30% threshold on the debt-service-to-discretionary-income metric. The chart shows a sharp 
increase from 21% to 25%, reaching 23.3% ineligible programs (14.7% of exiters) at the 25% loan 
repayment rate threshold. It then levels off, with 26.1% ineligible programs (15.6% of exiters) at the 35% 
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threshold and 28.4% ineligible programs (16.8% of exiters) at the 45% threshold. (There is no change in 
the percentage ineligible programs or the exiter-weighted percentage ineligible programs after the loan 
repayment rate reaches 41%.) 

Percentage of For-ProfitCollegeProgramsthatare Ineligible by Loan
Repayment Rate Thresholds, Assuming a 12% Debt-Service-to-Income
Threshold and a 30% Debt-Service-to-Discretionary-Income Threshold 
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The second chart shows the percentage of programs at for-profit colleges that are ineligible according to 
changes in the loan repayment rate threshold, assuming an 8% threshold on the debt-service-to-income 
metric and a 20% threshold on the debt-service-to-discretionary-income metric. The chart shows a sharp 
increase from 21% to 25%, reaching 38.6% ineligible programs (33.2% of exiters) at the 25% loan 
repayment rate threshold. It then levels off somewhat, with 50.0% ineligible programs (46.3% of exiters) 
at the 35% threshold and 56.3% ineligible programs (48.8% of exiters) at the 45% threshold. (There is no 
change in the percentage ineligible programs after the loan repayment rate reaches 45% and the exiter- 
weighted percentage ineligible programs after the loan repayment rate reaches 41%.) 

Percentage of For-ProfitCollege Programsthatare Ineligibleby Loan
Repayment Rate Thresholds, Assuming an 8% Debt-Service-to-Income
Threshold and a 20% Debt-Service-to-Discretionary-Income Threshold 
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Thus, any proposals calling for an increase in the 45% loan repayment rate threshold would be ineffective 
at regulating for-profit colleges, as increasing the loan repayment rate threshold above 45% does not have 
a significant impact on program eligibility at for-profit colleges, assuming that the national data reflects 
the trends in the Missouri data. Most for-profit colleges with a loan repayment rate of 41% or higher also 
satisfy the debt-service-to-income ratio thresholds. Changing the 35% loan repayment rate threshold 
would have more of an impact, but still relatively modest compared with changes in the debt-to-income 
ratio thresholds.5 

There is, however, more differentiation when public colleges are included alongside for-profit colleges in 
the analysis. For example, the triple fail rate for all colleges in the Missouri data set is 6.2% (4.1% exiter- 
weighted) when the loan repayment rate threshold is 35%, assuming a 12% debt-service-to-income 
threshold and a 30% debt-service-to-discretionary-income threshold. The triple fail rate increases to 7.5% 
(4.7% exiter-weighted) when the loan repayment rate threshold is 45% and to 9.2% (5.6% exiter- 
weighted) when the loan repayment rate threshold is 55%, and starts leveling off around 10.3% (6.4% 
exiter-weighted) when the threshold reaches 65%. Similarly, the triple fail rate is 12.1% (12.3% exiter- 
weighted) when the loan repayment rate threshold is 35%, assuming an 8% debt-service-to-income 
threshold and a 20% debt-service-to-discretionary-income threshold. The triple fail rate increases to 
15.2% (13.4% exiter-weighted) when the loan repayment rate threshold is 45% and to 21.2% (17.5% 
exiter-weighted) when the loan repayment rate threshold is 55%, and starts leveling off around 24.7% 
(20.0% exiter-weighted) when the threshold reaches 65%. Thus increasing the 45% loan repayment rate 
threshold would make more public college programs ineligible without affecting the eligibility of for- 
profit college programs. 

IMPACT OF MISSOURI DATA ON PROGRAMS BY CIP FAMILY 

The following table shows the failure rates in the Missouri data set according to CIP Family. Only four of 
the CIP families have 50 or more programs in the data set (highlighted in yellow). This means a 
difference in just one program failing in the other CIP families yields a change in the triple fail rate of at 
least 2% and by 21% on average. Thus, aside from Business, Health Professions, Engineering and 
Education, the Missouri data set is unlikely to be predictive regarding program eligibility on a national 
level since small changes in the number of programs failing can have a big impact on the triple fail rate. 

number Fail 
Missouri Data Set of Fail Debt Fail Debt 

Programs
in Data 

All
   Three 

Service 
to 

Service to 
Discretionary

Fail �loan 
Repayment

CIP Family Set Tests Income Income Rate 
Communications Technologies/Technicians and Support Services 4 75.0% 75.0% 75.0% 100.0% 
Precision Production 3 33.3% 33.3% 66.7% 66.7% 

Mechanic and Repair Technologies/Technicians 14 28.6% 28.6% 28.6% 57.1%

  Legal Professions and Studies 12 25.0% 41.7% 33.3% 50.0% 
Computerand Information Sciencesand Su ort Services 46 17.4% 26.1% 26.1% 43.5% 
Security and Protective Services 22 13.6% 18.2% 22.7% 40.9% 
Business, Management, Marketing,and RelatedSupportServices 103 9.7% 11.7% 19.4% 25.2% 
Parks, Recreation, Leisure, and Fitness Studies 11 9.1% 18.2% 45.5% 9.1% 

5 Note that the analysis in this paper is focused on current data. After the gainful employment regulations become 
effective, there may be changes in loan repayment rates and debt‐to‐income ratios. Also, the loan repayment rates 
in the Missouri data set are institutional loan repayment rates, not program specific loan repayment rates. It is 
possible that program‐specific loan repayment rates may be more or less likely to differentiate among programs. 
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Health Professions and Related Clinical Sciences 159 7.5% 13.2% 42.1% 50.3% 
Psychology 15 6.7% 6.7% 46.7% 6.7% 
Engineering Technologies/Technicians 30 3.3% 10.0% 6.7% 40.0% 
Social Sciences 35 2.9% 17.1% 40.0% 2.9% 
Engineering 54 1.9% 5.6% 3.7% 22.2% 
Education 59 0.0% 1.7% 0.0% 5.1% 
Visual and Performing Arts 37 0.0% 27.0% 73.0% 8.1% 
Liberal Arts and Sciences, General Studies and Humanities 22 0.0% 0.0% 4.5% 31.8% 
Agriculture, Agriculture Operations, and Related Sciences 19 0.0% 0.0% 5.3% 5.3% 
Communication, Journalism, and Related Programs 19 0.0% 5.3% 42.1% 5.3% 
English Language and Literature/Letters 18 0.0% 22.2% 50.0% 0.0% 
Public Administration and Social Service Professions 17 0.0% 0.0% 5.9% 5.9% 
Biological and Biomedical Sciences 16 0.0% 6.3% 25.0% 0.0% 
Family and Consumer Sciences/Human Sciences 14 0.0% 7.1% 42.9% 7.1% 
History (new) 10 0.0% 10.0% 70.0% 10.0% 
Physical Sciences 9 0.0% 0.0% 33.3% 0.0% 
Foreign languages, literatures, and linguistics 7 0.0% 0.0% 71.4% 0.0% 
Philosophy and Religious Studies 7 0.0% 28.6% 85.7% 0.0% 
Natural Resources and Conservation 6 0.0% 16.7% 100.0% 0.0%

  Mathematics and Statistics 5 0.0% 0.0% 0.0% 0.0% 
Personal and Culinary Services 5 0.0% 0.0% 40.0% 100.0% 
Construction Trades 4 0.0% 0.0% 25.0% 75.0% 
Multi/Interdisciplinary Studies 4 0.0% 0.0% 50.0% 0.0% 
Transportation and Materials moving 2 0.0% 0.0% 50.0% 0.0% 
Area, Ethnic, Cultural, and Gender Studies 1 0.0% 100.0% 100.0% 0.0% 
Health-related Knowledge and Skills 1 0.0% 0.0% 100.0% 100.0% 
Science Technologies/Technicians 1 0.0% 0.0% 0.0% 0.0% 

A similar analysis of the Missouri data according to CIP4 code descriptions is included in the appendix at 
the end of this paper. The Missouri data set is even less predictive of national trends when the data is 
disaggregated by CIP4 code, since the sample sizes are smaller. 

The following table shows a comparison of the program triple fail rate with the exiter-weighted program 
triple fail rate for the 13 programs with non-zero triple fail rates. Most programs have a lower triple fail 
rate when exiter-weighted, except for computer and engineering programs. That suggests that larger 
computer and engineering programs are more likely to fail all three metrics than smaller programs. 

Missouri Data 

Set CIP Family 

Exiter 
Weighted
Triple Fail
Rate 

Program
Triple 
Fail 
Rate 

Communications Technologies/Technicians and Support Services 47.0% 75.0% 
Computerand Information Sciencesand Su ort Services 22.7% 17.4% 
Precision Production 17.5% 33.3%

  Legal Professions and Studies 13.6% 25.0%

  Mechanic and Repair Technologies/Technicians 13.3% 28.6% 
Engineering T echnologies/Technicians 12.2% 3.3% 
Security and Protective Services 10.9% 13.6% 
Health Professions and RelatedClinicalSciences 6.8% 7.5% 
Engineering 5.4% 1.9% 
Parks, Recreation, Leisure, and FitnessStudies 4.7% 9.1% 
Business, Management, Marketing,andRelatedSupportServices 2.5% 9.7% 
Psychology 1.1% 6.7% 
Social Sciences 0.7% 2.9% 
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CUMULATIVE DEFAULT RATES BY DEBT-TO-INCOME RATIOS IN THE MISSOURI DATA 

The following chart shows the cumulative default rates in the Missouri data set for programs with a debt- 
service-to-income ratio above various thresholds. Curiously, it demonstrates a peak at the 8% debt- 
service-to-income threshold. While default rates tend to increase with increasing debt-service-to-income 
ratios, as shown in a previous paper,6 the data becomes sparse and noisy above a 14% debt-service-to- 
income ratio. This causes the cumulative default rate to become diluted as the threshold increases. The 
noisy data has more of an impact with higher thresholds because it is given greater weight in the overall 
cumulative default rate, since the more reliable data is removed as the threshold increases. With national 
data the peak would likely shift higher or perhaps be replaced with a graph that increases monotonically. 

Default Rates for MissouriDebt-Service-to-IncomeRatios> Threshold 
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The next chart shows the percentage of all defaulting borrowers corresponding to each debt-service-to- 
income ratio threshold. For example, 46% of all defaults occur with an 8% or higher debt-service-to- 
income threshold, 27% with a 10% threshold, 15% with a 12% threshold and 5% with a 15% threshold. 

Percent of Defaults for Each Debt-Service-to-Income Threshold 
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6 Mark Kantrowitz, Relationship of Default Rates to Debt and Income, August 17, 2010. 
www.finaid.org/educators/20100817affordabilitymeasures.pdf 
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METRIC-SPECIFIC MISSOURI FAILURE RATES 

The Missouri data suggests that 93.8% of for-profit college programs (96.0% if exiter-weighted), 28.3% of 
public college programs (24.3% if exiter-weighted) and 43.3% overall (43.0% if exiter-weighted) will fail 
to satisfy the 45% loan repayment rate threshold. The Gainful Employment NPRM, on the other hand, 
reported that 40% of for-profit colleges7 and 18% of public colleges8 would fail to achieve a 45% loan 
repayment rate threshold. Thus the failure rates for the Missouri data set differ significantly from the 
estimates presented by the US Department of Education in the Gainful Employment NPRM. 

The following table presents a summary of the failure rates for each of the three gainful employment 
metrics. 

Metric Failure 
Rates  M issouri 
Data Set 

Loan 
Repayment

Rate 

Debt Service 
to Income 

Ratio 

Debt Service 
to Discretionary

Income Ratio Triple Fail Rate Gainful Employment 
< 35% <45% > 12% > 8% > 30% >20% 35/12/30 45/8/20 Eligible Restricted Ineligible 

For-Profit Colleges 75.6% 93.8% 32.4% 61.4% 64.2% 79.0% 26.1% 56.3% 43.8% 30.1% 26.1% 
Public Colleges 11.0% 28.3% 6.7% 20.1% 20.9% 28.8% 0.3% 3.0% 97.0% 2.7% 0.3% 
All Colleges 25.7% 43.3% 12.6% 29.5% 30.8% 40.3% 6.2% 15.2% 84.8% 9.0% 6.2% 

APPENDIX: FAILURE RATES BY CIP4 CODE 

The following table presents an analysis of the failure rates in the Missouri data according to CIP4 codes. 
None of these results are statistically significant at the national level. 

Failure Rates by CIP4 Code 
Missouri  Data Set 

CIP4 Code Description 

Number 
Of 
Programs 
in
Data Set 

Fail All 
 Three 
Tests 

Fail 
Debt 
Service 
to 
Income 

Fail Debt 
Service to Fail Loan 
Discretionary Repayment 
Income Rate 

Environmental Control Technologies/T echnicians 1 100.0% 100.0% 100.0% 100.0% 
Computer Software and Media Applications 4 75.0% 75.0% 75.0% 75.0% 
Graphic  Communications 4 75.0% 75.0% 75.0% 100.0% 
Specialized Sales, Merchandising and Marketing Operations 2 50.0% 50.0% 50.0% 50.0% 
Business Operations Support and Assistant Services 10 40.0% 40.0% 60.0% 60.0% 
Vehicle Maintenance and Repair Technologies 5 40.0% 40.0% 40.0% 60.0% 
Computer Systems N etworking and Telecommunications 11 36.4% 45.5% 54.5% 81.8% 
Legal  Support Services 9 33.3% 33.3% 44.4% 66.7% 
Electrical/ Electronic M aintenance and Repair Technology 3 33.3% 33.3% 33.3% 66.7% 
Precision M etalWorking 3 33.3% 33.3% 66.7% 66.7% 
Allied Health andMedical Assisting Services 24 25.0% 25.0% 75.0% 70.8% 
Heating,Air Conditioning,Ventilation and Refrigeration Maintenance 
Technology/ Technician (HAC, HACR, HVAC, HVACR) 

4 25.0% 25.0% 25.0% 50.0% 

Hospitality Administration/ Management 4 25.0% 25.0% 50.0% 25.0% 
Computer/Information Technology Administration and M anagement 5 20.0% 40.0% 20.0% 60.0% 
Health and Physical Education/Fitness 5 20.0% 20.0% 40.0% 20.0% 
Health and MedicalAdministrative Services 26 19.2% 26.9% 69.2% 65.4% 
Criminal Justice and Corrections 20 15.0% 20.0% 25.0% 40.0% 

7 Federal Register 75(142):43634, Column 3, July 26, 2010: “therefore 40 percent of the 2,086 proprietary 
institutions with programs that prepare students for gainful employment or 834 institutions would have a loan 
repayment rate less than 45 percent”
8 Federal Register 75(142):43635, Column 1, July 26, 2010: “therefore 18 percent of the 2,139 public institutions 
with programs that prepare students for gainful employment or 385 institutions would have a loan repayment rate 
less than 45 percent” 
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Sociology 9 11.1% 22.2% 66.7% 11.1% 
Business Administration, Management and Operations 29 10.3% 13.8% 20.7% 31.0% 
Psychology, General 13 7.7% 7.7% 46.2% 7.7% 
Somatic Bodywork and Related Therapeutic Services 15 6.7% 6.7% 86.7% 80.0% 
Accounting and Related Services 21 4.8% 4.8% 14.3% 14.3% 
Nursing 39 0.0% 0.0% 0.0% 28.2% 
Liberal Arts and Sciences, General Studies and Humanities 22 0.0% 0.0% 4.5% 31.8% 
Allied Health Diagnostic, Intervention, and Treatment Professions 20 0.0% 0.0% 10.0% 55.0% 
English Language and Literature, General 15 0.0% 26.7% 53.3% 0.0% 
Teacher Education and ProfessionalDevelopment,SpecificLevelsand
Methods 

14 0.0% 0.0% 0.0% 14.3% 

TeacherEducation and ProfessionalDevelopment, SpecificSubjectAreas 14 0.0% 0.0% 0.0% 0.0% 
Biology, General 13 0.0% 7.7% 23.1% 0.0% 
Dental Support Services and Allied Professions 13 0.0% 0.0% 53.8% 76.9% 
Business/Commerce, General 10 0.0% 0.0% 0.0% 10.0% 
Communication and M edia Studies 10 0.0% 0.0% 20.0% 0.0% 
Design and Applied Arts 10 0.0% 10.0% 40.0% 30.0% 
Fine and Studio Art 10 0.0% 30.0% 80.0% 0.0% 
History 10 0.0% 10.0% 70.0% 10.0% 
Social Work 10 0.0% 0.0% 10.0% 0.0% 
Political Science and Government 9 0.0% 22.2% 33.3% 0.0% 
Special Education and Teaching 9 0.0% 0.0% 0.0% 0.0% 
Computer and Information Sciences, General 8 0.0% 0.0% 12.5% 0.0% 
Chemistry 7 0.0% 0.0% 14.3% 0.0% 
Economics 7 0.0% 0.0% 0.0% 0.0% 
Information Science/Studies 7 0.0% 0.0% 0.0% 28.6% 
Management Information Systemsand Services 7 0.0% 14.3% 14.3% 28.6% 
Marketing 7 0.0% 0.0% 0.0% 14.3% 
Music 7 0.0% 28.6% 71.4% 0.0% 
Romance Languages, Literatures,and Linguistics 7 0.0% 0.0% 71.4% 0.0% 
Civil Engineering 6 0.0% 0.0% 0.0% 0.0% 
Drafting/Design Engineering Technologies/Technicians 6 0.0% 0.0% 0.0% 66.7% 
Educational Administration and Supervision 6 0.0% 0.0% 0.0% 0.0% 
Human Development, Family Studies, and Related Services 6 0.0% 0.0% 50.0% 16.7% 

Industrial  Production  Technologies/Technicians 6 0.0% 0.0% 0.0% 33.3%

  Mechanical Engineering 6 0.0% 0.0% 0.0% 0.0% 

Student Counseling and PersonnelServices 6 0.0% 16.7% 0.0% 16.7% 
Agricultural Business and Management 5 0.0% 0.0% 0.0% 0.0% 
Communication Disorders Sciences and Services 5 0.0% 0.0% 20.0% 0.0% 
Computer SystemsAnalysis 5 0.0% 20.0% 20.0% 20.0% 

Electrical  Engineering Technologies/Technicians 5 0.0% 20.0% 20.0% 40.0% 
Finance and Financial M anagement Services 5 0.0% 0.0% 0.0% 0.0% 
Mathematics 5 0.0% 0.0% 0.0% 0.0% 
Philosophy 5 0.0% 40.0% 80.0% 0.0% 
Public Administration 5 0.0% 0.0% 0.0% 0.0% 
Animal Sciences 4 0.0% 0.0% 25.0% 0.0% 
Anthropology 4 0.0% 25.0% 75.0% 0.0% 
Computer Engineering T echnologies/Technicians 4 0.0% 25.0% 0.0% 75.0% 
Drama/Theatre Arts and Stagecraft 4 0.0% 50.0% 100.0% 0.0% 
Education, General 4 0.0% 0.0% 0.0% 0.0% 
Electrical, Electronics and Communications Engineering 4 0.0% 0.0% 0.0% 0.0% 
Parks, Recreation and Leisure Studies 4 0.0% 25.0% 75.0% 0.0% 
Plant Sciences 4 0.0% 0.0% 0.0% 0.0% 
Agriculture, General 3 0.0% 0.0% 0.0% 33.3% 
Apparel and Textiles 3 0.0% 33.3% 66.7% 0.0% 

Computer Programming 3 0.0% 0.0% 0.0% 33.3% 
Film/Video and Photographic Arts 3 0.0% 0.0% 100.0% 0.0% 

Geography and Cartography 3 0.0% 33.3% 33.3% 0.0% 

Health Professions and Related Clinical Sciences, Other 3 0.0% 0.0% 0.0% 33.3% 
Industrial Engineering 3 0.0% 0.0% 0.0% 0.0% 
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Journalism 3 0.0% 33.3% 66.7% 33.3%

  Multi/Interdisciplinary Studies, Other 3 0.0% 0.0% 66.7% 0.0% 
Public Relations, Advertising, and Applied Communication 3 0.0% 0.0% 33.3% 0.0% 
Wildlife and Wildlands Science and Management 3 0.0% 33.3% 100.0% 0.0% 
Biochemistry, Biophysics and Molecular Biology 2 0.0% 0.0% 0.0% 0.0% 
Chemical Engineering 2 0.0% 0.0% 0.0% 0.0% 
Computer Engineering, General 2 0.0% 0.0% 0.0% 0.0% 
Computer Science 2 0.0% 50.0% 0.0% 50.0% 
Construction  M anagement 2 0.0% 0.0% 0.0% 0.0% 
Cosmetology and Related Personal Grooming Services 2 0.0% 0.0% 100.0% 100.0% 
Criminology 2 0.0% 0.0% 0.0% 0.0% 
Culinary Arts andRelated Services 2 0.0% 0.0% 0.0% 100.0% 
Culinary Arts andRelated Services 2 0.0% 0.0% 0.0% 100.0% 
Curriculum and Instruction 2 0.0% 0.0% 0.0% 0.0% 
Dance 2 0.0% 100.0% 100.0% 0.0% 
Education, Other 2 0.0% 0.0% 0.0% 0.0% 
Electrical and Power T ransmission Installers 2 0.0% 0.0% 0.0% 50.0% 
Engineering-Related Fields 2 0.0% 0.0% 0.0% 0.0% 
Fire Protection 2 0.0% 0.0% 0.0% 50.0% 
General Sales, M erchandising andRelated MarketingOperations 2 0.0% 0.0% 50.0% 100.0% 
Health Services/Allied Health/Health Sciences, General 2 0.0% 0.0% 100.0% 50.0% 
Heavy/Industrial Equipment Maintenance  Technologies 2 0.0% 0.0% 0.0% 50.0% 
Housing and Human Environments 2 0.0% 0.0% 0.0% 0.0% 
Human Services, General 2 0.0% 0.0% 0.0% 50.0% 
Law 2 0.0% 100.0% 0.0% 0.0%

  Mechanical Engineering Related Technologies/T echnicians 2 0.0% 0.0% 0.0% 0.0%

  Medicine (MD) 2 0.0% 100.0% 100.0% 0.0% 
Natural Resources Conservation and Research 2 0.0% 0.0% 100.0% 0.0% 
Parks, Recreation and Leisure Facilities Management 2 0.0% 0.0% 0.0% 0.0% 
Radio, Television, and Digital Communication 2 0.0% 0.0% 100.0% 0.0% 
Rehabilitation and Therapeutic Professions 2 0.0% 50.0% 0.0% 0.0% 
Religion/Religious Studies 2 0.0% 0.0% 100.0% 0.0% 
Social and Philosophical Foundations of Education 2 0.0% 0.0% 0.0% 0.0% 
Speech and Rhetorical Studies 2 0.0% 0.0% 0.0% 0.0% 
Advanced/Graduate Dentistry and OralSciences  (Cert) 1 0.0% 0.0% 0.0% 0.0% 
Aerospace, Aeronautical and Astronautical Engineering 1 0.0% 0.0% 0.0% 0.0% 
Agricultural Mechanization 1 0.0% 0.0% 0.0% 0.0% 
Agricultural/Biological Engineering and Bioengineering 1 0.0% 0.0% 0.0% 0.0% 
Air Transportation 1 0.0% 0.0% 100.0% 0.0% 
Applied Horticulture and Horticultural Business Services 1 0.0% 0.0% 0.0% 0.0% 
Archeology 1 0.0% 0.0% 100.0% 0.0% 
Architectural Engineering 1 0.0% 0.0% 0.0% 0.0% 
Area Studies 1 0.0% 100.0% 100.0% 0.0% 
Atmospheric Sciences and M eteorology 1 0.0% 0.0% 100.0% 0.0% 
Building/Construction Finishing, Management, and Inspection 1 0.0% 0.0% 0.0% 100.0% 
Business, Management,  Marketing,and Related Su��ortServices, 1 0.0% 0.0% 0.0% 0.0% 
Cell/Cellular Biology and Anatomical Sciences 1 0.0% 0.0% 100.0% 0.0% 
Ceramic Sciences and Engineering 1 0.0% 0.0% 0.0% 0.0% 
Civil Engineering Technologies/ Technicians 1 0.0% 0.0% 0.0% 0.0% 
Clinical/ Medical  Laboratory Science and Allied Professions 1 0.0% 0.0% 0.0% 0.0% 
Communication, Journalism, and Related Programs, Other 1 0.0% 0.0% 100.0% 0.0% 
Construction Engineering Technologies 1 0.0% 0.0% 0.0% 0.0% 
Data Processing 1 0.0% 0.0% 0.0% 0.0% 
Dentistry (DDS,D�D) 1 0.0% 100.0% 0.0% 0.0% 
Dietetics and Clinical N utrition Services 1 0.0% 0.0% 100.0% 0.0% 
EngineeringTechnology, General 1 0.0% 0.0% 0.0% 0.0% 
Entrepreneurial and Small Business Operations 1 0.0% 0.0% 0.0% 0.0% 
Family andConsumer Economics and RelatedStudies 1 0.0% 0.0% 0.0% 0.0% 
Family and Consumer Sciences/Human Sciences, General 1 0.0% 0.0% 100.0% 0.0% 
Food Science and Technology 1 0.0% 0.0% 0.0% 0.0% 
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Foods, N utrition, and Related Services 1 0.0% 0.0% 0.0% 0.0% 
Forestry 1 0.0% 0.0% 100.0% 0.0% 
Funeral Service and Mortuary Science 1 0.0% 0.0% 0.0% 100.0% 
Geological and Earth Sciences/Geosciences 1 0.0% 0.0% 100.0% 0.0% 
Gerontology 1 0.0% 0.0% 0.0% 0.0% 
Ground Transportation 1 0.0% 0.0% 0.0% 0.0% 
Health-Related Knowledge and Skills 1 0.0% 0.0% 100.0% 100.0% 
Industrial and Organizational Psychology 1 0.0% 0.0% 0.0% 0.0% 
Insurance 1 0.0% 0.0% 0.0% 0.0%

  LegalProfessions andStudies, Other 1 0.0% 0.0% 0.0% 0.0%

  ManagementSciencesandQuantitative Methods 1 0.0% 0.0% 0.0% 0.0% 
Nuclear and Industrial Radiologic   Technologies/Technicians 1 0.0% 0.0% 0.0% 0.0% 
Optometry (OD) 1 0.0% 100.0% 100.0% 0.0% 
Pharmacy, Pharmaceutical Sciences, and Administration 1 0.0% 100.0% 0.0% 0.0% 
Philosophy and Religious Studies, Other 1 0.0% 0.0% 100.0% 0.0% 
Plumbing and Related Water Supply Services 1 0.0% 0.0% 100.0% 100.0% 
PublicAdministration and Social Service Professions, Other 1 0.0% 0.0% 0.0% 0.0% 
Public Health 1 0.0% 0.0% 100.0% 0.0% 
Quality Controland SafetyTechnologies/Technicians 1 0.0% 0.0% 0.0% 0.0% 
Social Psychology 1 0.0% 0.0% 100.0% 0.0% 
Technical and Business Writing 1 0.0% 0.0% 100.0% 0.0% 
Veterinary Medicine (DV) 1 0.0% 100.0% 100.0% 0.0% 
Visual and Performing Arts, General 1 0.0% 0.0% 100.0% 0.0% 
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PAGE O"' t>AGESORDER FOR SUPPLIES OR SERVICES 
1 3IMPORTJ.\NT: Merk all packages and papers with contract and/or order numbers. 

1 DAH OF OROER I'· CONTflACT NO. (lftTl)y/ s. SHJr TO OPE YN 

MAY21 2010 ED-OrE-1O-P-0025 
 a. NAME OF CONSIGNEE 

-3. ORDER '110 14 REOUISI I CNIAcHRENCE NO. 

EOOOPE-10-000052 b. STREET AOOflESS 
ATTN; Yvonne Navalaney S :SSU!NG OFFICE (Adtftu,.,, cc11:~'JJ()t>J&JIC<t le>/ OPEYN 1990 K Street NW Room 7155U S Department o· Educauon. OPE, ATTN: Yvonne Navalaney, 

c. CITY ,cl. STATE ,e.ZIP CODE1990 K Street NW Room 7156 
Washing.on. DC, ?.0006-8503, USA Washington DC 20006-8503 

7. TO: onm1AAQ TIN: 300249E22 I SHIP VIA 
• NAtv!E OF COl\TAACTORDUNS 780871158 
tl:GHER EDUCATION, MISSOURI DEPARTMENT OF 

8. TYPE OF CADER 
b COMPAIW NAME 

c . SrREET AOORESS l2SI o 0 b DELIVERY ·• Exc~pt 'or t:~lt>gPt>RCHASF 
tf1'1lt\JCliollS OJ\ thtJ rt..1V1-f'\tt. lhi.)I.3515 AMAZONAS DR t1":1vwy order is s.Jbioct 10ACFERENCE YOUR ­
n~1111r.t1ons containod 011 tho~ tt<lc 

Pl~~u !umish tha loflol'lil '$\ 011 tho only of this form Or>cf iu ••$uutJ uul>i~c; 
:ern\S ;md cond111on~ Jr>11c1rlod on uuth 10 lh• tern>~ 1ind condfllo1u or the 
sid~$ of t 'li• 01dar M on 1ho o\ta<:i•od abo,·e·••umb01ed crm:inct 
$hO•ll, II wny, lllc!ucing def \•cty ~ 

ii"crrv lu SllllE r· ZIP CODE-­
fnd1c1>tcdJEFFERSON CITY MO 651096821 

9 . A~COUNHJG MIO IJ'PRO?RIATl01' 01\lf, 10 Rf:Q\JISlrlONING C~HCI:: 
Obligated Amount: $5.000.00 See Schedule 


OOPE 


12. F.O.U PO!Nl 1 l SlJS<t~ESS CLASSIFICATION (r.fMck .~f'PfOPflntC boxfcsJl 

Destination 0 a. SMALL D b. Oil 1l:R THAN SMALL D c. DISA[)VANTAGl:O D u SERVICE· 
DISAaLEO 
VETERAN· 

fMERGtNG SMAt.lD d. WOM~N OWNtl) D c. Hl.J8Zonc D I OWNC:ORUS NESS 

p PlACe Of 
 M . GOVERNM!:tr Bii NO. ,b. oe~NER TO F.o.e POINT ON 15 PIS~OIJNT TERMS 

OR BfFORE IOiltCJ Net30& Jl~SPCCTIC·N .b ACCCPTA!l;C[ 1
I • 

http:5.000.00
http:Washing.on


REPORT OF REJECTIONS --- -·~.......----------------------,....---.----~·-...------~-~~-------
QUANTITY m:MNO I sum1:s OR SFRV:CES UNIT RCASON I OH fit:JeCTION 
REJf;Cn:o 

t----­
~~···.........'~~~~~~~~- ·------1---·----­-­- - -----­

' ' 

.--­ ---­-----1-----1-­

- -----·· -­ ·------­

SUPPLEMENTAL INVOICING INFORMATION 

If desired, this order [or a copy thereof} may be used by the Contractor as the Con1ractor's invoice, instead of a separa!e 11wo1ce. 
provided the follow1n9 statement, (signed and datedl is on (or attached to) the order: "Payment 1s requested •n the amount of 
$ . No other invo:ce will be submitted." However, if the Contractor wishes to :;ubmit an invoice the following information 
mUS'f'"Oeprov:ded; contract number lif any), order number, item numbcr(s), description of supplies or service, sizes, quantities, unit 
prices, and extended totals. Prepaid shipping costs will be indicated as a separate item on the invoice. Where shipping costs 
exceed $10 (except fo' parcel post), the bi lling must be supported by a btll oi lading or receipt. When several orders are invoiced 
to an ordering activity during the same billing period, consolidated periodic billings are encouraged. 

RECEIVING REPORT 

Quantity 1n the ·ouantrty Accepted" column on 1he face of this order has been: 0 inspected, 0 accepted. 0 received by me 

and conforms to contract. Items listed below have been 1ejected for the reasons indicated. 

SHIPMEN rl !>AtmAL jDArE RECEIVED SIGf\ATURf Of' AUlKORW:I> l>.S. GOV'T RCP 

!\UMBER I ~tNAl 
G~OSS WElGH1' jRfCEIVEO ,,T rm: 

I 

OPTIONAL FORM 347 1REV 3120051 BACK 



SCHEDULE Continued ' 
---·------------~-- -~·-...----~- ·-----­

ITEM NO. SUPPUESJSe.RVICfS QUANTITV 
·---~ !-----'--- - - . 

UNIT AMOUNT S

Accounting and Appropriation Data: 

0202X2010.A.2010.EPAC0000.6B3.2572A.OAC.OOO.OOO 

Cos! Appl!ed· $5,000.00 

000000 

0001 ·For Data Analysis Services of Student Data by lhe 

Missouri Department of Higher Education - MDHE 

conlact is fimothy J. Wittmann. Agreed upon cos; of 

services NT£ $5000. 


1.00 SE 5,000.CO 5.000.00 

'·----·-· ···.:..------ ­
PAGE 30F 3 
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DATA HANDLING SERVICE AGREEMENT 

THIS DATA HANDLJNG SER VICE AGREEMENT(" Agreement") is made this 2J st day of 
May, 2010, between the Missouri Dcpnrtment ofHighel' Educntion, with its principal place of 
l~usiness at 3-S 15 Amozonas Drive, Jefferson City, MO 65109 (MDHE) and the U.S. 
Department ofEducation, with its principal place ofbusiness a( 400 Ma1yland Avenue, SW, 
Washington, D.C. 20202 (the "Depa111nent") (collecti1iely, the "Parties"). 

This Agreement is being made to pennit the Depai1mcnt's to obtain wage data analysis 
for certain students that received federal student aid funds, in co1mection with steps the 
Department is taking to propose regl1lations that will he implemented under the Higher 
Education Ac! of 1965, as amended. 

l. Term. The tem1 of this Agreement shall be for 12 months from the date hereof; 
provided, however, that any party may tenninate this Agreement for any reason upon tbi1ty (30) 
days prior written notice to the other parties. Notwithstanding the above; any party may 
terminate this Agreement inunedialely without notice jf: 

(a) Any law is passed or a court of competentjurisdiction or regulatory agency issues or 
interprets any law, consent decree, or government regulatory agency opinion to cause 
the Services described hereunder to be a violation ofapplicable laws or regulations; 

(b) l\IIDHE has mateiial!y breached any of its ol>ligations hereunder; or 
(c) The Departinent has materially breached any of its obligations hereunder. 

2. Di:1ckgrom1d. MD.HE and the Department each maintain distinct databases that 
conti1in in.fonnation needed for MDI IE to pcrfomi a data analysis the Education has nsked 
MDHE to peform: 

(a) MDHE maintains separate and distinct databases consisting of Missouri public and 
proprietary sector student records. The University of Missouri is under con(ract with 
MDHE to maintain a secure data se1vcr for the storage and traasmii;sion ofsensitive 
data. This server houses encrypted U£ wage records, which MDHE may access using 
security protocols m.ilhorizcd by the Missouri Department ofLabor anti Industrial 
Relations under MDIIB's confract with said entity. The University of Missouri is also 
uuder contract with MDHE to execute security protocols ensuring that natural 
identifiers are never explicitly associated with wage records provided by the Missouri 
Department ofLnbor and Industrial Relations. 

(b) Tl1e Depnrtment maintains the Notional Sti.1dent Loan Oata System ("the Student 
Loau Dala Systcm"), which is £1 repository of information about student loans or 
grants made, insured, or guaranteed by tl1e Federal Government. 

(c) ':'nc Deparnncnt mamtains the Sh1dent Aid Internet Gateway (SAIG) ns n secure 
system that provides access to certain srudent information for authorized usel's 
through the ED Connect software. 

(d) 	MDHE has employees that are autho1izcd to use the ED Connect so.flwarc and SATG 
system to obtain student information from the Department. 
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3. Services. In providing nssistaace to the Department for research related to 

student ciebt and wages, the Parties agree as follows: 


(a) 	MDHE will provide infonnation to rhe Department as detailed in Exhibit A. 
(b) 	The Department will provide information to MDHE as detailed in E."<hibit B. 
(c) 	 MDh"E will use the infonnation from the Department to perfonn a data analysis and 

provide the results of that analysis lo the Department as detailed in Exhibit C. 
(d) MDHE may undertake additional analysis of this data for the duration ofthis 

Agreement so long as the additional researd1 is provided to the Depar1menl. Any 
other use of the infonnation from !he Department by MDHE is not authorized without 
prior written consent from the Department. 

(e) MDHE staff that have access to the Department infomiation, including staff from the 
University ofMissouri, will apply for an appropriate security clearance fro1n the 
Department within 10 days after ihe date this Agreement is signed. MDHE must 
monitor the applications for the Department clearance, and immediately tcmunate 
access to that infom1ation for any staffthat do not obtain the Department clearance. 

4. Authority. The Department is autboiized to disclose Privacy Act data from its 
system of records entitled "Natioaal Student Loan Data System" (18-11-06) as published at 64 
Fed. Reg. 72395-97 (December 27, 1999), as a routine use to support research and poHcy 
analysis to State agencies. Tlus disclosure is also at1thorized under 20 U.S.C. §1092b 

MDHE wiJJ not disclose data in individually identifiable fonn for any of the analysis using 
information from the Departmcnl provided in connection wilh this Agreement. 

5. Conditious_Qµ_:MDHF~ usa of dRtA provldcd by the Depar tment. 

(a) MDHB will use both !he NSLDS data which the Department provides and the data to 
which MDHB merges the NSLDS data for research and statistical purposes only. 
Demographic and/or merged data that MDHE prepares under the Agreement will be 
in the form ofstatistical summaries that do not permit the identification ofan 
individual or family. 

(b) Except as otherwise required by law, MDHE agrees that it will not provide the 
NSLDS data supplied by the Department hereunder, including any data inadvertently 
disclosed nndel' subparagraph (c), below, to any third party, will hold such data in 
strict confidence, will only disclose suth data to those employees within its 
organization with a need 10 k.uow, and will not copy or duplicate such information in 
any mam1er whatsoever wlless required to carry out the purposes of this Agreement 
and only with the prior consent ofthe Department. For purposes of this Agreement, 
tile services pcrfonned by the University ofMissouri staff referenced in Paragraph 
2(a) above do not constitute providing or disclosing the infonnalion to a third pa11y. 
This restriction docs not apply to the results of the MHED analysis described in 
Paragtaph 3(d). 

(c) lfMDHE discovers that there has bceh a b1·each of personally identifial>l~ infonnation 
in the NSLDS dala provided by the Dcpa1 t01e11t, it will report that breach to the 
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Department within one hour ofdiscovery of the breach, using the contact infonnation 
provided in Exhibit D. MDim will return lo the Department any info1mation and/or 
oedia inadvertently disclosed ancVor supplied by the Depil!tment t.ereunder. Ifthe 
Department dcte1mi11es that its procedures require notification to affected borrowers, 
MDHE will carry out the notificalion. Jn tiddition, if the Department determmes that 
an offer ofcredil .monitoring to affected borrowers is appropriate, MDHE agrees to 
provide them with a credit monitoring service. 

6. Charges. The Department will pay MHDE for services under this Agreement up 
to but JlO more than $5,000 to reimburse for approximately 50 hours of programming, daca 
cleaning, and data ru1alys1s. 

7. Disclaimer :rnd Limitntio11 of Liability. 

EXCEPT AS EXPRESSLY STA":'ED IN THIS AGREEMENT, THERE ARE NO 
EXPRESS WARRANTIRS BY ANY PARTY AND NO IMPLIED WARRANTIES OR 
CONDITIONS, INCLUDING THE JMPLIBD WARRANTIES OF MERC.HANTAI3ILITY OR 
FlTNESS FOR PARTICULAR PURPOSE. 

NO PARTY HERETO SHALL BE LTABLE TO THE OTHERS FOR ANY INDIRECT, 
INCIDENTAL, SPECJl\L OR CONSEQURNTrAL DAMAGES (INCLUDING, BUT NOT 
LIMfl'ED TO, DAMAGE TO BUSINESS REPUTATlON, LOST BUSINESS, LOST 
PROFITS, WHETHER FORESEEABLE OR NOT, EVEN lF SUCH PARTY HAS DEEN 
ADVJSED OF THE POSSI13ILITY OF SUCH DAMAGES), HO\\'EVER CAUSED, 
WHETHER BY THE NEGLIGENCE OF SUCH PARTY OR OTHERWISE, AND ARISING 
OUT OfTHIS AGREEMENT OR THE USE OF ANY MATERJALS AND SERVICES 
PROVIDED HEREUNDER. 

8. Indepcudent Contrnctor. Nothing contained in this Agreement shall be 
interpreted to evidence a joint venture, parlnersh.ip, or principal/agent relationship as between or 
among MDHE and the Department. No Party shall have ony right or authority to act for, or to 
assume, create or incur any obligation, liability, or responsibility ofany kind~ whether express or 
implied, agamst, in the name of, or on behalfof the other Party. 

9. Waiver. TJ1e waiver by one Party ofany covenant, condition, obligation, 
rcprescntallon, warranty, or promise in this Agreement shall not invalidate this Agreement or be 
deemed a waiver by such Pat1y of1my other covenant, condition, obligntion, rcprese11t11tion, 
warranty, or promise. The waiver by a Party of tl1e time for perfonui11g any act or condition 
hereunde! docs not constitute a waiver of the act or condition itself. The rights and remedies 
provided each J>any shall be cumulative and in addition to any other rights and remedies 
provided by law OJ otherwise. 

JO. Separate Contrncts. Nolhing in this Agreemeut shall abrogate any rights or 
obligations ofa Party or tlte Parties under conn acts in effect as of the date tllat this Agreement 
enters into force or in any way limit recovery under any representations, wan-antics, or 
indemnities p1ovided in those contrncts. This Agreement contains tbc entire and exclusive 
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agreement of the Parties with res1)ect to its subject matter. This Agreement supersedes any 
agreements and understandings, whether written or oral, entered into by the Parties prior to its 
effective date a11d relating to its subject matter. 

11. Mo<lificittiou. No modification or claimed waiver ofany of the provisions hereof 
shall be valid unless in writing and signed by authorized representatives ofeach of the Parties. If 
any provision of this Agreement is held illegal or unenforceable, snch provision shall be severed 
and the remainder of the Agreement shall remain in full force and effect. This Agreement may 
not be assigned by any Party by operation of law or otherwise. The Parties acknowledge it is 
their intent that this Agreement is being executed in accordallcc wilb afl applicable Jaws at the 
time of signing, and agree to work with one auother to modify th.is Agreement and ratify any 
activity perfo1med under the Agreement if subsequent amcndmenls are required fort.his purpose . 

.12. PnbJfoftv. Neither MHBD nor the Department may use the nrune of the other 
party in any advertising, promotional mateiial, or other publication, or othel"'.Vise publicize or 
conunnnicate its relnlionsbip with one another without prior writteu consent of the other party. 

13. Notfocs. AH notices and other communications required <>r permitted to be given 
under this Agreement sl1all be in writing and shall be effective when delivered personally, or 
upon deposit in the U.S. mail, postage prepaid1 addressed to the other party at their respective 
nddresses set forth on the fl!St page hereof, unless by such notice a different address shall have 
been designated for giving notice hereunder. 

14. Counterparts. Th.is Agreement may be executed in counterparts. 

IN WITNESS WHEREOF, lhe Pttrties have executed tlus Agreement as of lhc date first 
written above. 

MDffE Depattmcnt ofEducation 

By --­ --~---

Dr. Robert·Stei.u 
Commissioner ofHigher Education 
Missouri Department ofHigher Education '? 

3515 AmazonasDrive 
Jefferson City) MO 65 l09 
Phone: 573-751-1876 

By: 
Davi ergeron 
ActLng Deputy Assistant Secretary 

fol' Poltcy, Planning aud Iimovalion 
Office of Postsecondary Education 
U.S. Department ofEducation 
1990 K Sn-eet, NW 
Washington,. DC 20006 
Phone: 202-502-7950 

Date: ------------~ Date: ~-'/"""LO
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Exhibit A to the Data Handling Service Agreement 

Information originating from l\.IDRE 


MDHE will provide NSLDS with the following data clements for the study through the ED 

Connect software U$ing the SAIG system: 

SSN 

First Name 

Last Name 

DOB 

School Code (6-digit OPElD) 

Begin Date for Aid Infonuation 

End Date for Aid Jnfonnation 


Exhibit B to tl1e Data Haudllng Service Agreement 

Department ofEducation Data Elements 

The Department wilJ use the information provided by MDHE to obtain a data match from the 

NSLDS on the following items: 


*~MatchCriteria 

'1' - match on the Social Security Nnubmer (SSN), first 3 letters of the first name, and Date of 

Birth{DOB) 

121 ~match on SSN and first 3 letters of the fast name only 


13' - match on SSN and DOB only 

'4' ·match on SSN only 

'5' - no match 


The loan types included in the extract are FFEL and Direct subsidized, unsubsidized, and Grad 
PLUS. 

A row ofdata will be provided for the da1a elemetns outlined above for the sn1dentllxm-ower 
provided at the OPEID and time frame provided. 

A row ofdata wiH be provided for the data elements outlined abO\'C for the studentlbon·owcr 
provided at the OPEID that is NOT within tl1e time fram provided. 

Additional rows ofdata will be provided for the data elements outlined above for the 
studentlborrowCl· provided for other aid information NOT at the OPEID provided. 

For the students identified by MDHE, NSLDS will make the following infonuation available to 
MDHE through tbe ED Connect software using the SAIG system, with the following ir.fonnation 
set out in an excel template that the parties have agreed to use: 

Student/Bonower SSN 
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Colum11 R - 'Number ofFederal Borrowers': Flag ('Y' or blank) indicting whether or not the 
student received a loan at that institution 

Column S - 1Median Cumulative Federal Loan Amount': A cummulative dollar disbursed for the 
borrower. 

Column T - 'Median Cumulative Federal Loan A.mount at Awarding Institution': A cummulative 
dollar disbursed for the borrower at the 8-digit OPEID for the time period {either provided or 
retrieved from the loan) 

Colu1ru1 V ·'Number in Default': A count of botrowers Defaults 

Column W - '~umber in Repayment': A Count of borrowe1s in Repayment 

Column X - 'Number ofPell Recipients': Flag ('Y' or blank) indicated whether or not the student 
received a Pell Grant at that institution 

Column Y ·'Cumulative Pell Awarded': A cummuliativc dollar ofPell GJant disbursed for the 
student at the 8-digit OPEID for the time period (either provided or retrieved from the grant)* 

Additional Fjeld - 'MatcJi/Discrepancy Flag': Flag to indicate ifa match"'*' was made for the 
stcdent/borrower provide ('Y') or ifthe studcnt/bo1rower received aid at the same provided 
institution, but outside the time .frame provided ('D'). Values for field are 'Y', 'D', or blank 

Additional Field - 'Match Crite1ia'**: The level ofmatch made for the student/borrower provided 
151by DHE. Values for field are 'J ', '2', '3', '4', or 

Additional Field - 'Begi11 Date': Either provided or extracted for the begin date ofthe time period 
for which aid is received Additional Field - 'End Date': Either provided or extracted for the end 
date of the time period for which aid is received 

Exhibit C to the Data Hnttdliug Service Agreement 
MDHE system secul'ity nud data am1lysis. 

MDHE will use flle following procedures with the infonnation obtained from the Department: 

Confidentiality/Limitation ofUse 

Confidential Information will be stored in an nrea that is physically safe from access by 
una:.ithorized persons at aJI times. Confidentiiil Information that is maintained .in electronic 
fonnat, will be stored on a secure server iu the stale data storage center in such a way that 
unauthorized pe1-sons cannot obtain the information by any means. Access vfa individual user 
terminals wm be liluited to pr.ima1y research investigators. Tenninal access is restlictcd by 
strong password. 
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Description of Analyses: 

ED.Analysis 

N.IDJIE will utilize federnl borrowing (NSLDS) data matched to students wbo have exited a 
Missouri postsecondary institution as a basi!> for aggregate reporting to ED. For every unique 
combination of(1) institution/OPE ID and sector, (2) award level, (3) four-digit classification of 
instmctioual program, and (4) graduate (completer) I non-graduate (drop-out/stop-out) status, 
MDHE will report aggregate Missouri wage and employment outcomes, as weU as federal 
borrowing dala, including medians and percentiles. Minimum repo1ting standards are met ifand 
only ifa given group of students contains at least 6 observations; if this standard is not met for a 
particular group or groups, statistics on those groups wiU be censored. 

MDHE-Specific Analysis 

MDHE may continue to perfonn student loan and wage data anlaysis oil the information 
provided by the Department for the term of this Agreement. Confidential data will be stored in 
the secure state data storage center described above. The additional MDHE analysis will consider 
additional policy variables related to the presence or absence ofa slate :.-cholarship. The end 
result would be a summary table containing aggregate federal borrowing, emp!oymenf, and 
educational outcomes infonnation by .institution, crossed with other categorical variables. 
Statistics calculated on groups containing fewer than 6 students will be censored, and the final 
report will contiin only aggregate, rather than individually-identifiable student data. The MDHI> 
specific analysis will be provided to the Department throughout the tenn of this Agreement. 

For both the BD and MDHE~specrnc analyses, MDHE may require technical assistance from 
University of Missouri contractors fol' the purpose of encrypting identifiers. This process 
requires secure transmission ofidentitiabi~ MDHE and NSLDS data, t1sing an SCP or Telnet 
client, ro a password-protected FTP server. This se1ver may only be accessed using authorized 
cre<lentials from a tenninal with an approved IP address, and data are encrypted during file 
uploads to and downloads from the server. Once tl1e data is securely stored on the 1"11> server, 
any identifying infonnatiOJl (SSNs) will be immediately encrypted using a substitution nlgorithm 
<iccessible only by authorized Universily of Missouri researchers, resulting in a smrogate key in 
place ofany identifying .infonnation. The process will destroy the dataset containing confidential 
infonnation after a ve1y brief work period, eliminating any con:fideutial information from the 
se1ver. The original, identifiable student records associated with NSLDS data will be stored in 
MDHE's secure data server for the either the tenn of this Agreement or through the conclusion 
of the MDHE-specHic analyses, whichever comes first. 
Disposition ofData 

MDHE will dispose of individual federal borrower. data in the timefi:nme end manner prescribed 
by ED. MDHE will notify the Depa11mcnt when the NSLDS data has heen destroyed. 

Deliverablt lo ED 
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The aggregcte <lllta described above will be stored in a summary table fom1at and transmitted to 
ED using either the ED Connect software described above or any otl1er procedure deemed 
appropliate by ED. Since tbe summary data will not contain ittdividually-identificd information, 
transmission via electronic mail may be permissible. 

Exbil>it D to the Data H:mdllng ServJce Agreement 
Department of Education Contact for Data Brenell 

Barbara Cobbs 
FSA NSLDS System Security Officer 
Federal Student Aid 
U.S. Department of Educnlion 
830 First Street, N.E. 
Washington, D.C. 20202 
(202) 377-3555 
Barbara,cobbs@cd.gov 
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SOLE SOURCE JUSTIFICATION 

Data Analysis with the Missouri Department of Higher Education 

The Missouri Department of Higher Education (MDHE) is the only State in the U.S. that has a 
postsecondary student unit record data system with for-profit institutions and a UI wage record match. 

They arc working on behalf of the Department of Education (ED) to generate data that provide the only 

source of information available on the relationship among borrowing, program of completion, and 

subsequent wages -- permitting ED to understand debt in to income in public and for-profit institutions. 

The Missouri Department of Higher Education is providing ED with a file ofapproximately 80,000 exiters 

from their institutions of higher education (graduates and dropouts). The Department are matching the 

file to our NSLDS data, and returning it to them. MOHE is takine this and matching it to its 

postsecondary student unit data, and then linking it to UI wage data, carrying out an analysis of the 

data, and returning to ED tables that will be used in its analysis. MDHE is undertaking about 80 hours of 

meetings, planning, data transfer, data matching, data cleaning, data analysis, and table creation for ED. 

This work is being directed by T;mothy Wittmann of the Missouri Department of Higher Education. His 
contact details are below. 

Timothy J. Wittmann 

Research Associate 

Missoun Department of Higher Education 

3515 Amazonas Drive 

Jefferson City, MO 65109 
Ph: (573) 522 2385 
Fax: (573) 751-6635 

timothy.wrttmann@dhe.mo.gov 

y.1ww.dhc.mo.gov 

http:y.1ww.dhc.mo.gov
mailto:timothy.wrttmann@dhe.mo.gov
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	September.9, .2010 
	Jonathan.Guryan.Matthew. Thompson.Charles.River.Associates1545 .Raymond.Diehl Road.Suite.260Tallahassee, .FL. 32308 
	The. Honorable. Arne DuncanSecretary,.U.S.. Department. of. Education. 400. Maryland. Ave.,. SWWashington,. DC. 20202 
	Re:.Docket. ID.ED‐2010‐OPE‐0012,.Gainful.Employment. 
	Dear Secretary .Duncan: 
	We .thank .you .for.the .opportunity .to publicly comment. on. the proposed.rule .regarding gainful employment.that was described.in. the NPRM dated.July. 26,. 2010.. We were retained. by .the .Career College .Association .to conduct an .independent .analysis. of .the.rule. Over the. past .several months,.we have .collected .data.relevant.to. the.rule’s. impact.and .formulated. an assessment. of. the rule.. We. describe our findings and.recommendations. below. 
	We.hope.our comments. are helpful.to. the. Department.as.it. works to develop rules. and policies that.are. in. the .best. interest. of.students. 
	Sincerely, 
	Figure
	Jonathan .Guryan,.Ph..D Matthew. Thompson, .Ph.. D Associate.Professor of .Human. Vice‐President Development. and. Social. Policy. Charles.River.Associates and of Economics.Northwestern University 
	Figure
	1545 Raymond Diehl Road Suite 260 Tallahassee, Florida 32308 850-402-4200 850-402-4201 fax 
	Docket ID ED‐2010‐OPE‐0012 Comment on the proposed rule regarding Gainful Employment described in the NPRM released by the Department of Education on July 26, 2010 
	Introduction 
	Introduction 
	We.wish.to.comment.on.the.proposed.rule.regarding.the.definition.of.gainful. employment.that.was.described.in .the.NPRM.released.by.the.U.S. Department. ofEducation.on.July.26,.2010.. Our.comment.is.organized.into.four. parts...In.the.first.part,.we.describe.the.standard. way. that.academic.economists. analyze.and.understand .the.investment.that.students make when. they choose. to.further.their.education beyond secondary school. We. point.out.inconsistencies between.this.standard.way.of thinking.about.educa
	In.this.first.part,.we. also.discuss.what.academic.economic.studies.show. about.the.increasing.and .significant. importance.of.postsecondary.schooling.for.labor.market.success,. and.the.need.for.growth. in.capacity.in.the.higher education. sector...We. explain. that if.the.earnings .benefits. from.postsecondary. schooling.are.in.line.with.what.academic.studies.suggest,.the currently .proposed .rule. will.be. detrimental.to.many.students. We .also.contrast.the .recent.slow. rate. of.growth in. the.number.of.
	In.the.second.part,.we describe.the. data analysis we have. conducted.to.. assess.the.possible.effect.of.the.proposed.rule.on both. schools .and.students... To.do. that.analysis,. we.collected.a .large.amount.of.individual.student‐level.data.from.for‐.profit.schools.. Those.results.suggest.the.proposed.gainful.employment.rule.couldcause.a.significant.reduction.in.the. number. of students entering.postsecondary.schooling.over.the.next decade,. which.stands.in.contrast.with.the.President’s.call.for.a.large.in
	There.is.also.considerable.variation.in.the.difference.between. the.two. measures,.inpart.due.to.the.smaller.sample.sizes.in.the.Missouri .data... To. the.extent.that.our. earnings .estimates.are higher.than .what.would. be.used.in .practice,.our. estimates.understate.the.likely.impact.on. for‐profit.programs.and.students,. possibly.significantly.
	Our.most.conservative.estimates. suggest.that.nearly.1.2.million fewer.students.would. enter.postsecondary. schooling. over.the.next.decade.as. a result. of.the.proposed.rule.. This.would.include.more.than.700,000. female. students,. morethan.200,000.non‐Hispanic.black.students,. and. nearly.200,000.Hispanic.students... If.less.conservative.but.reasonable.assumptions. are.used,.the.impact.on.students.could.be.significantly.higher.. For.example, one reasonable .set of .assumptions.yields. estimates.suggestin
	‐

	In.this.second.part,. we.also.discuss .our.concern .that the rule may.generate.a.discriminatory.incentive.for. schools.to.avoid.serving. low‐income.students.. We.hope.that.all.of. these.effects.on.students.will.be.viewed.in.light.of.the.President’s.commendable.call.to .produce.8 million. more.college.graduates.over.the next.decade,.the.increased.importance.of.postsecondary. education.for.economic well‐being,.and.the.vast.current.undersupply.of. education .capacity at. the.postsecondary. level. 
	In.the.third.part,.we.discuss.concerns.we.have. regarding.specific.details.of.the.way.in.which.the.rule.would. likely.be implemented. These .include. problems related.to.the.treatment. of.small. programs.– .which.are.more.common.than.one. might.think.–.and.related.to.the .use .of.social. security.or. IRS. earnings.records.
	We.conclude.with.some specific.suggestions.for.how.the.rule. – if.one.resembling the .proposed.rule .were.implemented. –.might.be.changed.to. address.some.of.the.concerns.we.raise.. Though.we.offer.these.specific.suggestions,. they.should. not.be.interpreted.as.fully addressing.the .conceptual.problems. we.raise. throughout. our.comment.
	Based.on.our. review.and .analyses, we.are.most.concerned.that.the.current. proposal.has.the.potential .to.greatly restrict.access.to.individuals.who. have.traditionally. had.limited.access.to. postsecondary education when.the.consensus.among.top.researchers in.this. area.is.that.the.returns.to.education.might.be.quite.high.. More.research.should. be.done. before.taking.action.that.has.the. potential to. restrict.access.to.many of.the.types .of.students .that tend .to.benefit. the. most.from. additional. sc

	Part I: The rule contrasted with the standard economic analysis of schooling 
	Part I: The rule contrasted with the standard economic analysis of schooling 
	In.this.section,. we.first. review.the.standard. analysis.that.is.used.by.academic.economists.to.examine postsecondary.educationdecisions,. and.include.a .discussion.of.how.the. Department’s.proposed.rule.deviates.from.this. approach.. Next,.we. examine.the.basis.of .the Department’s.use.of.an. 8 .percent. debt‐to‐earnings.threshold, .and.describe.how.it.may.be.at.odds.with.optimal.education.decisions for.students,. given.the.benefits.of. postsecondary. education...We.then.argue.that.the.Department.should.f
	A. The standard economic analysis of schooling 
	A. The standard economic analysis of schooling 
	Based.on.the.standard. economic.analysis.of.the.costs.and.benefits.of.schooling,.we.believe.the.focus. of the Department.of.Education. should.be.on. ensuring.access.to.education.for .all.students.for .whom.the.benefits.are.likely.to.outweigh.the.costs...The standard. economic.analysis.of.the.schooling. decision.does.not.depend. on.the.level of.earnings. Instead,. it. focuses on.the increase in.earnings.resulting.from.the.schooling... We.believe.the.proposed.rule.does.not.appropriately.focus.on.benefits,.and
	The.standard economic. analysis.of.schooling.considers.the.choice.of.whether.In.this.standard. way of. thinking,.individuals.weigh.the. costs.and.benefits. of. schooling.. The.costs.are.the. earnings.foregone.if.one .attends. school.full.time,. and.tuition/fees.. The. benefits.include.increased.earnings.in.future.years.. Individuals.choose. to.get.more..education.so .long.as.the.benefits. are.larger .than.the.costs. 
	an.individual.should.obtain. an.additional.year of.education.
	1.. 

	Education is .an investment,. meaning. that.the.costs.are.paid.up. front.and.the. benefits.come.in.the.future...To .properly. weigh.the.costs.and.benefits,. one.must.discount.benefits.that. will.not. be.realized.for. many.years. To. simplify. things,.use 
	Capital by. Gary. Becker (University. of Chicago), who won. the Nobel Prize. in Economics. for. this. and other. work. 
	Capital by. Gary. Becker (University. of Chicago), who won. the Nobel Prize. in Economics. for. this. and other. work. 
	1 
	The. standard reference. is. Human 


	the.interest. paid.on.savings.accounts.or.the.expected.return.on personal.investments.as.the.discount.rate. 
	Now consider .the .education .choice of .two .students: .one .who .has enough. personal .or family .wealth to .pay .tuition .costs .out of savings, the. other. who. must borrow.to.finance.the.tuition.costs. 
	For.someone.who.would.pay.tuition.costs.out.of.savings,.the.decision.comes.down.to.comparing.the. present.value.of. increased.lifetime.earnings.(the.benefits). to.If.the.benefits. are. greater. than.the.costs,.then.the .student.should.continue .in.her .schooling.. If.the.
	the.foregone.earnings. while.in.school.and.the. tuition.(the.costs).
	2.. 
	costs.are.larger.than.the benefits, she.should. end.her.schooling.and.begin.working.
	3 

	Compare.this.decision.with.someone.who.must.borrow.to.pay.the.tuition.costs.. This.student.must.consider.as.costs.the additional .interest.payments. associated.with.the.loan... Those .payments.must.be. paid.in.the.future. If.the.interest.rate.on.the.loan.were.equal.to.the.interest.rate. used.for. discounting.(in this.case.the.interest.paid.on.savings),.then. the. decision .would .be. the. same for. both.students. Since.the.unsubsidized.interest.rate.charged .on.student. loans.is. typically higher.than.the.i
	In.short,. because.borrowing.interest.rates.are. higher.than.savings.interest.rates,. the.cost.of.schooling.is.higher.for.those.who.must. borrow.to.pay for.higher.education...Because.these.students.almost.by. definition come. from.poorer.families,. this.problem .creates.access.differences.that.relate.to.wealth,. socioeconomic. status,and.race...Subsidies.for. student .loans.are.meant.to narrow.the. difference.between.borrowing.and.saving.interest.rates.so.that.the .costs.of.education.are.less.related.to. fa
	Therefore,.any.restriction.of access .to.debt.financing.for.higher.education.will.have.the.effect.of. decreasing.access.more. for.poor .and.minority.students... This. is .completely at odds.with .the .intent and.spirit. of.the.Higher. Education.Act.
	The.proposal’s.focus.on. the.ability.of.students.to.pay.back.their.loans.quickly.leads.it.to.focus.on.the.level.of. earnings. This. will.have.the effect.of.differentiallypunishing.students.with.poor. labor .market.prospects.and.who.would gain the most from.higher.education... Students.with.poor. labor.market.prospects.would. have.low.earnings,.and.likely.high.unemployment.rates,.without.any.higher.education.Among.these.students,. the.ones.who.would.benefit.greatly.from.additional.focused 
	s. not necessarily. include living expenses while attending. school. Many. of these. expenses,. particularly for financially. independent. students,. would be incurred regardless. of the. education decision.. However,. students will. often take. loans to. cover. part, or. all,. oftheir. living expenses. 
	s. not necessarily. include living expenses while attending. school. Many. of these. expenses,. particularly for financially. independent. students,. would be incurred regardless. of the. education decision.. However,. students will. often take. loans to. cover. part, or. all,. oftheir. living expenses. 
	s. not necessarily. include living expenses while attending. school. Many. of these. expenses,. particularly for financially. independent. students,. would be incurred regardless. of the. education decision.. However,. students will. often take. loans to. cover. part, or. all,. oftheir. living expenses. 
	2 
	Note the. cost. of education doe



	While. it is. necessary. to. consider. as. a cost. the. interest she. does not earn on the .money she takes .outof. saving. to pay tuition, these interest. payments. are. discounted. because. they. would. have. happened in the future. If we .use the savings account interest rate as the discount. rate, the discounting eliminates this. from. consideration. 
	3 

	schooling.may.end.up.in occupations.with.low earnings. But, these. earnings.may.be.much.higher.than.the.student’s.personal.alternative... The.proposal.would.limit.how.much.this.student.could.borrow based.on.the.low.level.of.earnings,.and.not.based.on.the.large.gains.that.would.be .realized.from. the.doors.opened by.education.
	The.standard economic. analysis.of. education implies.that. the.decision. of.whether.to.continue.schooling.beyond.high.school.should be.based.on.a .comparison. of.the.lifetime.benefits and.the .lifetime.costs.of.that.schooling.. These.costs.and.benefits.should. both.be.properly. discounted. to account for the. fact.that.many.of the.benefits.and.some.of.the.costs.occur.far.in.the. future... Even when.the. benefits .only. slightly.exceed.the.costs,.when.properly measured, it.benefits. the.student.to.continue.
	The.proposed.gainful.employment. formula is. different. from.this. ideal in.a.number.of.ways...Most.significantly,.the.proposed.formula.focuses.on. the.level.of.earnings.in. the.first.few years. after. completion.of.the.schooling.. While.the.Department.of.Education’s.intent .is.likely.to.ensure.that.students are. able.to.afford. the.necessary. loan.payments.in.those.early. years after schooling,.it.must.be.noted. that.any.deviation.from. a comparison.of.lifetime .benefits.to .lifetime costs.has.the. potenti
	As.stated.above,. the.proposed.gainful.employment .rule.focuses.on.a. comparison.of.earnings .in.the.early.years.after. school.completion.with.estimated.annual.student.loan.payment amounts.. The.reason. for basing program. eligibility.on. this .comparison presumably is to .protect.students.from.finishing.school .with. loans. that.they.cannot.afford. to.repay.in.those.early.years.after.completion.
	Two.points.should.be.addressed. with.respect.to.the.way.the.rule .achieves. this .goal...First,.the allowable.debt/earnings.ratio.should.not be.based.on.guidelines.that.are.developed. to.be .appropriate.for. the.average.consumer.. Student.borrowing.is.different.from.consumer.borrowing.both.because.students.tend .to be.at.a.point.in.their.working.careers.when.earnings.are.about.to.grow.substantially,. and becauseschooling.is.something.that.tends.to.cause. increases in earnings. On.average. earnings .grow.sha
	Two.points.should.be.addressed. with.respect.to.the.way.the.rule .achieves. this .goal...First,.the allowable.debt/earnings.ratio.should.not be.based.on.guidelines.that.are.developed. to.be .appropriate.for. the.average.consumer.. Student.borrowing.is.different.from.consumer.borrowing.both.because.students.tend .to be.at.a.point.in.their.working.careers.when.earnings.are.about.to.grow.substantially,. and becauseschooling.is.something.that.tends.to.cause. increases in earnings. On.average. earnings .grow.sha
	and.they.should. recognize.the.fact.that.because. earnings.tend.to.grow.in the.earlyworking. years.it.makes. sense.to. borrow.more.in these.years.than .in.later years. 

	Second,.the. calculation. of.annual .debt.payments.should.be.based on.the.repayment. amounts.that.students have.the.option. to.choose.. The proposed.rule.calculates.annual.loan.payments.assuming.a.10‐year.repayment.period.. However,.all.students .with.Title.IV loans.have.the.options either of extending.the repayment. period. to.between.12. and.30.years.through.the choice .of an .“extended. repayment”,.or.of.reducing.the.payments.they .must.make.in.the.early. years.after. school. completion. through .the cho
	In.addition,.students.with.low. earnings, the.ones.that.the.proposed.gainful. employment.rule.is.meant.to.protect,.have.the. option.of.reducing.their.Title IV.payments.to.a.lower.percentage.of their earnings.through .the.choice. of.“incomebased.repayment”.. For.many.students,. and.particularly.for.those .with. lower.than.average.earnings.in.the.years.for. which.earnings.are.measured.for.the gainful.employment.rule,.it.is.advisable .to.choose.one.of.these.options.
	‐

	If.the.goal.of.the.proposed.gainful.employment. rule.is.truly.to .ensure.that students.can.afford.their .loan.payments.upon.completing.schooling,.the.rule.should.compare.their.earnings.to.the.amounts.they.are.required.to.pay. If.students.choose.to.pay.back.their.loans.over.a shorter.period.than they .have to,.it.cannot.be.argued.that.those.students.are.unable.to.afford.the.payments. The .correct.test,.absent. measuring.the.gains.resulting.from,.or.quality.of the.program,. is.whether.students. finish.school.
	If.it.were.logistically.difficult.for.the.Department of .Education.to.determine. which.of.these.repayment.options.offers.the .lowest.annual.payment.for. each. borrower,.a .simple.adjustment.to. the.rule. would.be.to.extend.the.repayment.length.used.in.the.formula.to.15.or. 20. years.. The.allowable.repayment. period varies.between.12 and.30.years.and.depends.on. the.total.amount of.the. Title.IV.loan.. At. aminimum,.this.modification.would reflect.a .more.realistic.loan payment.amount.that.an.individual.wou
	Another.fundamental.flaw.in.the. proposed.rule that.should be.addressed.is.that.it.does.not.focus.on.program.quality.. Standard. economic.analysis.clearly.indicates.that .good. schooling decisions.should. be.based.on a .comparison of.the. costs.of.education.to. their.benefits. Students.should. think. very.differently.about.taking.on.a given.amount.of.debt.if.it.is.to.pay.for.a .program that.is.likely.to.add.to their.earnings.than.if.it.is.to.pay.for a .program. that.is.not.. In.other.words,.if.the.goal. of.
	Another.fundamental.flaw.in.the. proposed.rule that.should be.addressed.is.that.it.does.not.focus.on.program.quality.. Standard. economic.analysis.clearly.indicates.that .good. schooling decisions.should. be.based.on a .comparison of.the. costs.of.education.to. their.benefits. Students.should. think. very.differently.about.taking.on.a given.amount.of.debt.if.it.is.to.pay.for.a .program that.is.likely.to.add.to their.earnings.than.if.it.is.to.pay.for a .program. that.is.not.. In.other.words,.if.the.goal. of.
	amounts.. For.a .high‐quality.program,.it.can. be .a good idea to finance tuition.costs through. debt.... For.example,.medical.students.commonly.take.on. very. large.debt.amounts.yet.end.up.better.off.for it once.the.effect.on.lifetime.earnings is.taken.into.account...The.reason.this.is.a.good. investment.for.them.is.that medical.school.typically.leads.to.large.increases .in. lifetime.earnings.(though .those.increases.often. are.not.attained.until.many.years.after.school.is completed). 


	B. The basis for an 8 percent debt to earnings threshold 
	B. The basis for an 8 percent debt to earnings threshold 
	The.Department’s.choice.of.an.8. percent.threshold. for.the. debt. to.earnings.ratio.is.not.a.number.that.is.implied .by. any.standard. economic. model, or. supported.by.research.as.the.Department.suggests. The.standard economic.analysis.of.the.educational.investment decision. does.not.imply .a.limit.on.annual.debt.payments. related.to.annual.earnings.. Rather, .experts.who.study.the.economics.of education.use.a.model.based.on.a.comparison.of.costs.with.benefits,.including.the.gains.to. earnings.resulting.f
	While.the.Department. has.stated.that.the.8. percent threshold is .based on. research,.as.economists. we.wish. to .make.it.clear.that.this.number.is.not.based.on.economic.theory.. In.fact,.as.we.have.described,.economic.theory implies.a.quite.different.set.of.guidelines.for. making.good.decisions.regarding .schooling. 
	Based.on.statements.in. the.NPRM, .the.8.percent.threshold. appears.to.come. from.two.sources:.home .lending.guidelines.and.a report.by.Sandy Baum.and.Saul. We.will.address.the.use of.the.Baum.and.Schwartz.study.first,. then.return.to.the.home.lending.guidelines.. In.the.report.to.which.the.Department.of.Education.refers,.Baum.and.Schwartz.do.not.support.the.use.of. an.8.percentthreshold. for.student. debt.payments.. Rather,. Baum.and.Schwartz. explicitly.criticize.a blanket.use.of.such.a rule.. Quoting.fro
	Schwartz.
	4. 

	“In.sum,.we.believe.that using.the. difference. between the front‐end.and.
	back‐end.ratios.historically.used.for mortgage. qualification.as a benchmark.
	for.manageable.student.loan.borrowing. [which Baum and Schwartz have just 
	explained is the origin of the 8 percent rule] has. no.particular.merit.or. 
	justification...This.is .not. to.say.that.8.percent. is. an.unreasonable.number. 
	Some. of.the.problems. listed.below.suggest.that higher.limits.might.be.
	appropriate,.while.others.suggest .the.opposite..It.is.simply to say.that.any.
	benchmark.needs.stronger.justification.than has.thus.far .been forthcoming.”.
	(Baum.and.Schwartz,.2006,.p..3)
	Just.prior.to.this.statement,. Baum.and.Schwartz.explain.some.of .the.reasons. why. the.8.percent.rule. is.not.appropriate. for student. lending guidelines.. One.of.those.reasons.derives.directly.from.an.economic.model.related.to.the.one we.have.described.in.our.comment... That.model.points out .that because earnings.tend to 
	z. 2006.. “How Much. Debt is. Too Much?. Defining. Benchmarks. for Manageable Student Debt.”. New York: The. College Board. 
	z. 2006.. “How Much. Debt is. Too Much?. Defining. Benchmarks. for Manageable Student Debt.”. New York: The. College Board. 
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	increase.most.sharply.in.the.early.years.after. school. completion,. it.is.optimal.to.domore.borrowing.in.those.years.than.in.later.years.. They.explain: 
	“To.the.extent.that. they are.grounded. in.empirical.analysis,.the.ratios [which 
	were used to determine the 8 percent rule].reflect the.default.experience.of.all.
	homeowners,.not.the. experience.of.young. people who have. recently.left.
	school.. The life‐cycle. model.suggests.that .the .ability.and.willingness.of. 
	young.people.to.maintain.any.given .debt‐service. ratio.is.greater.than.that.of.
	older.cohorts... The.front‐end.and.back‐end.ratios,.based.on.current.income,.
	do.not.take.into.account.the.higher.future.income.of.some.borrowers. and.
	especially.of student loan .borrowers.”. (Baum. and.Schwartz,.2006,.p.3) 
	We .suggest .that the Department not .use .the.Baum.and.Schwartz.study.to. support.the.choice.of.an.8.percent. threshold, when.in. fact.that .study.concludes.that. the.general.use.of.such. a.rule.is.a.bad.idea.
	Baum.and.Schwartz.argue.that.the 8 percent.rule.that.was .commonly.used.at. one.time.by.home.mortgage.underwriters.(but, .which.they.point out.is.not. commonly .used. now) is. not. appropriate.for.all. student.borrowers.. This.leads.us.back.to.the. fact.that.the.8 percent.number.was.originally. taken .from. home.mortgage. standards.. Baum.and.Schwartz.explain.that this .number appears.to.come from.guidelines.for.the.fraction.of.annual.earnings. that.should.be.devoted.to non‐housing.debt.for. the.average.hom
	However,.borrowing.for schooling .costs.is.different.. Borrowing. for. schooling costs.is.different.because.schooling.tends.to.cause.earnings.to .increase.. A rule.limiting. the.ratio.of.student.debt.payments. to. annual.earnings. that.does.not.takeinto.account.the.fact .that.additional.schooling can.increase .those very .earnings. has. the.potential to.hurt,.not.protect,. borrowers. 

	C.. The benefits of education and its relevance for the proposed gainful employment rule 
	C.. The benefits of education and its relevance for the proposed gainful employment rule 
	It.is.informative.to.describe.what. the.vast.set.of.studies.by.academic.researchers.has.found.regarding.the benefits .of postsecondary. schooling... There. are.dozens,.if.not.hundreds,. of.studies.of. this.sort.that.have.published.in.peer‐reviewed.academic.journals.. Education.is. widely.recognized.as.a .source.of.social. mobility. Though .the.United. States.is.regarded as.a.“land.of.opportunity,”.correlations.in.earnings.between.fathers.and.sons.are actually.quite.high.. To.understand.how..much.social.mobi
	national.average.
	5 

	Sons:. New. Estimates. of Intergenerational Mobility. in the United States Using. Social. Security Earnings Data,”. Review. of Economics. and. Statistics. 2005. 
	Sons:. New. Estimates. of Intergenerational Mobility. in the United States Using. Social. Security Earnings Data,”. Review. of Economics. and. Statistics. 2005. 
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	What’s.more,. studies.find.less.social.mobility.among.families.with.low.net.worth,.suggesting.that.the inability. to borrow. restricts.social mobility.. In.otherwords,.restrictions.on.borrowing (coming.from. poorly. functioning.credit.markets and.high.interest.rates).makes.being.born. into.an.impoverished. household a significant. barrier .to.social.mobility... All.of. this.argues.strongly.that.it.is.as. important. as .it.has.ever been.to.assure.that.all. students.who.will.benefit.have.access.to.higher.educ
	The.general.consensus.from.studies.that.examined.data.from .various.periods. over.the.past.50.years.is .that.each .year.of.schooling.causes.the.average.student to enjoy.a.gain .in.annual.earnings of.between. 7 and 15 percent. ..This.means.that.the. average.student.earns. between.7.and .15.percent.more.each.year.for.the. rest.of.his. career, for every additional .year.of. schooling.he.completes.. Because.the.gainsaccrue.per.year.of.schooling,.students.that.complete. 4‐year. college.programs.onaverage.see.gai
	Another.consistent. finding.is.that. these.returns to.education.have.been. rising.in.the.U.S..fairly.consistently.since.the.early.1980’s.. The.7.percent.estimates.tend.to.come.from. data.representing.earnings.from.earlier.periods,.while.estimates between. 10. and.15.percent.are. more.likely. to.come from.more.recent.data.Postsecondary. schooling.is.more. important.than.it.has.maybe ever been – .certainly.since.the.1920’s.–.for labor.market.success... Put.differently,. the.gap.in.earnings.and.economic.wellbe
	Consider.if. the.earnings .return. were. only.5.percent.per.year.. A .student.who attended a .2‐year program.would earn. 10.percent.more.each.year. for.the rest.of.his.career...That.student. could.spend.10 .percent.of. his. annual .earnings .on student.loan. payments.and.not.be.any.worse.off during.those.10. years. than.if .he.had not. attended.school.. Then.for.all. of the .remaining.years.of.his.working.life,.he.would.earn.10. percent.more.with.no.costs.. And. yet,.a .program .that.educated. students.like
	If.for‐profit.schooling.leads.to.8 .or.10 percent earnings increases, still.significantly.less.than.the .average. return.to.schooling, restricting.student.borrowing.to.fall.in.line.with.the.guidelines.implied.by. the. proposed rule.reduce. lifetime.earnings.for .those.students.... Whether.the.proposed.gainful.employment.rule.hurts.or.helps.students.depends.directly.on.the.earnings.benefits.from. postsecondaryschooling. 
	D. The focus should be on quality of education and value‐added by schools, not on measures that punish schools for serving non‐traditional students 
	Though.more.study.needs.to.be.done,.there.is.reason. to. suspect. that.at least.on.some.easily.observable.dimensions.the.quality of. for‐profit postsecondary 
	Though.more.study.needs.to.be.done,.there.is.reason. to. suspect. that.at least.on.some.easily.observable.dimensions.the.quality of. for‐profit postsecondary 
	programs.is similar.to,. and.on.some.dimensions. better than open .enrollment.publicand.not‐for‐profit.programs.. Consider,.for. example,.a.comparison.of. graduation.rates.from.the.Integrated.Postsecondary. Education.Data.System.(IPEDS),.the.official.graduation.rates.reported.by .the.Department.of.Education. 

	Table 1. Graduation Rates by Cohort and Type of Institution. 
	Public Institutions Not-For-Profit Institutions For-Profit Institutions Year Total Male Female Total Male Female Total Male Female 
	Percent Completing Bachelor's Degrees Within 4 Years After Start 
	1996 Cohort 
	1996 Cohort 
	1996 Cohort 
	26.0 20.8 30.3 48.6 43.6 52.6 
	21.8 
	22.3 
	21.1 

	1997 Cohort 
	1997 Cohort 
	26.4 21.1 30.7 48.9 44.4 52.5 
	19.1 
	20.9 
	16.6 

	1998 Cohort 
	1998 Cohort 
	26.8 21.4 31.2 49.8 44.9 53.8 
	19.9 
	22.2 
	17.5 

	1999 Cohort 
	1999 Cohort 
	27.9 22.5 32.4 50.2 45.4 54.0 
	22.1 
	23.3 
	20.4 

	2000 Cohort 
	2000 Cohort 
	29.0 23.6 33.5 50.3 46.0 53.7 
	25.7 
	30.1 
	20.7 

	2001 Cohort 
	2001 Cohort 
	29.4 24.0 33.9 50.9 45.8 55.0 
	18.6 
	21.8 
	15.2 

	TR
	Percent Completing Bachelor's Degrees Within 6 Years After Start 

	1996 Cohort 
	1996 Cohort 
	51.7 48.1 54.7 63.1 60.4 65.4 
	28.0 
	28.0 
	27.9 

	1997 Cohort 
	1997 Cohort 
	52.8 49.3 55.7 63.0 60.4 65.1 
	24.0 
	25.4 
	22.2 

	1998 Cohort 
	1998 Cohort 
	53.2 49.8 56.1 63.7 60.8 66.0 
	24.5 
	26.4 
	22.5 

	1999 Cohort 
	1999 Cohort 
	54.1 50.5 57.0 64.0 61.3 66.3 
	29.1 
	29.5 
	28.6 

	2000 Cohort 
	2000 Cohort 
	54.8 51.3 57.7 64.5 61.7 66.7 
	32.6 
	35.5 
	29.1 

	2001 Cohort 
	2001 Cohort 
	55.0 51.7 57.8 64.4 61.4 66.7 
	24.5 
	27.6 
	21.1 

	2001 Open Admissions 
	2001 Open Admissions 
	31.2 27.4 34.4 34.9 32.8 36.8 
	24.5 
	27.6 
	21.1 

	TR
	Percent Completing Certificates or Associate's Degrees Within 150 Percent of N
	ormal Time 

	1999 Cohort 
	1999 Cohort 
	22.9 21.6 24.2 44.7 43.6 45.7 
	61.0 
	63.2 
	59.1 

	2000 Cohort 
	2000 Cohort 
	23.6 22.2 24.8 50.1 49.5 50.7 
	59.1 
	59.3 
	58.9 

	2001 Cohort 
	2001 Cohort 
	22.9 21.7 24.0 54.8 57.0 51.9 
	58.7 
	58.9 
	58.5 

	2002 Cohort 
	2002 Cohort 
	21.9 20.9 22.8 49.1 51.1 47.3 
	57.1 
	56.6 
	57.4 

	2003 Cohort 
	2003 Cohort 
	21.5 20.8 22.2 49.0 49.6 48.5 
	57.2 
	58.0 
	56.8 

	2004 Cohort 
	2004 Cohort 
	20.3 19.6 21.0 44.4 43.2 45.4 
	58.2 
	58.1 
	58.3 


	Source: National Center for Education Statistics 
	It.has.also.been.reported. publicly.that.repayment.rates.are.lower.among.for‐.profit.students.than. among.public. or private not‐for‐profit.students... The data.released.by.the.Department.of.Education.show.repayment .rates .of 36,. 56. and.54,. respectively.for.these.groups.of .students.. However,.virtually all.of .the.difference.between.for‐profit.and.public.colleges.is.explained.by.the.fact that.for‐profit.college.students.are.more.likely.to.receive.Pell.grants... Receipt.of .Pell.grants.is. income‐. depe
	If.one.splits.all.schools.into.two.groups. –.those. where.more.than.50. percent.of.the.students.receive.Pell.grants,.and. those. where.less.than. 50. percent.of.the.students.receive. Pell.grants .–. and then compare for‐profit .and. public. colleges,.there.are.not.large.differences.in.repayment.rates... Among.2‐year.schools, in.the.high‐Pell.group,.the.repayment.rate.at.for‐profits is.33.0. percent,. compared.with.36.2.percent.at.publics...Among.2‐year.schools,.in.the.low‐Pell group, .the.repayment.at. for‐
	If.one.splits.all.schools.into.two.groups. –.those. where.more.than.50. percent.of.the.students.receive.Pell.grants,.and. those. where.less.than. 50. percent.of.the.students.receive. Pell.grants .–. and then compare for‐profit .and. public. colleges,.there.are.not.large.differences.in.repayment.rates... Among.2‐year.schools, in.the.high‐Pell.group,.the.repayment.rate.at.for‐profits is.33.0. percent,. compared.with.36.2.percent.at.publics...Among.2‐year.schools,.in.the.low‐Pell group, .the.repayment.at. for‐
	schools,.in.the.high‐Pell.group the.repayment.rate.at.for‐profits is.29.1.percent, compared.with.35.6.percent.at.publics. And among 4‐year or. above.schools,.in.the.low‐Pell.group.the.repayment. rate.at.for‐profits is 38.5 percent,. compared.with.57.5. percent.. It.is.not.surprising .that.the.largest. difference is among.4‐year. low‐Pellschools.. These.public.schools.are.the.most.likely.among.the.comparisons.just.listed.
	to.have.selective. admissions.policies.
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	Table 2. Average Repayment Rate by Sector and Pell Designation. 
	Table
	TR
	High Pell 
	Low Pell 

	Sector 
	Sector 
	Average of Estimated Repayment Rate Percent of OPEIDs in Sector 
	Average of Estimated Repayment Rate Percent of OPEIDs in Sector 

	Private for-profit- 2-year Private for-profit- 4-year or above Private for-profit-less-than 2-year Private not-for-profit- 2-year Private not-for-profit- 4-year or above Private not-for-profit-less-than 2-year Public- 2-year Public- 4-year or above Public- less-than 2-year 
	Private for-profit- 2-year Private for-profit- 4-year or above Private for-profit-less-than 2-year Private not-for-profit- 2-year Private not-for-profit- 4-year or above Private not-for-profit-less-than 2-year Public- 2-year Public- 4-year or above Public- less-than 2-year 
	33.0% 73% 29.1% 56% 35.5% 73% 46.0% 41% 36.9% 17% 39.9% 51% 36.2% 26% 35.6% 16% 50.9% 70% 
	46.5% 27% 38.5% 44% 48.6% 27% 65.4% 59% 62.1% 83% 58.7% 49% 43.3% 74% 57.5% 84% 46.9% 30% 


	Note: High Pell is defined as having a Pell Percentage of 50% or more. 
	Source: Data released by the Department of Education on August 13, 2010. 
	Why.is.Pell.receipt.so.strongly. related.to.repayment.rates?. There.are.likely.. at .least .two .reasons...First,. the repayment.rate. as.defined.by. the.Department.of.Education.counts.a.student. as.not. repaying.if. he goes into forbearance.or.deferment,. two.options.legally.available.to. students,. and. Pell.students .are.more.likely.to.qualify. for.those.options...Second,.because .they qualify.based.on.low.family.income and.family.wealth.Pell.students.have. fewer.outside. resources.to.draw.on.when.they.f
	These.two.comparisons.illustrate .that.comparisons between for‐profit. colleges.and.the.rest.of. the.higher.education.sector.need.to.be .thoughtful.to.be. informative... For‐profit.colleges.are.almost.all.open .enrollment,.meaning.they.do not.restrict.admission.based.on.the. student’s.income.or.academic.record.. For‐profit.colleges.also.are.far.more.likely.to.enroll.“non‐traditional.students.”. Students.at for
	‐

	mic. factors of. the individual student and. her. family.. Pell eligibility does. not reflect other. individual characteristics. such. as aptitude,. skill,. ability. or. desire. Pell eligible students at institutions. with. high admission. standards. likely. differ. from Pell. eligible. students atinstitutions. with. less. restrictive,. or. open,. enrollment. policies. Thus,. other. individual. characteristics are important factors to. consider when. examining differences in measures. such as repayment. rat
	mic. factors of. the individual student and. her. family.. Pell eligibility does. not reflect other. individual characteristics. such. as aptitude,. skill,. ability. or. desire. Pell eligible students at institutions. with. high admission. standards. likely. differ. from Pell. eligible. students atinstitutions. with. less. restrictive,. or. open,. enrollment. policies. Thus,. other. individual. characteristics are important factors to. consider when. examining differences in measures. such as repayment. rat
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	profit.colleges.are.more. likely. to.be.the.first. in. their.family .to.attend.college,. morelikely.to.be.working.adults,.more. likely.to.be.female.and.more. likely.to be.racial.and.ethnic.minorities.. As.many.of .these .are. groups. that.have. historically. been.denied. access.to.higher.education,. it.would.be.a .mistake. to.punish.these.schools.solely for. Once.again,.it.is.clear.that.the .focus.of.policymakers.should. be.on.ensuring.these.students.attend .programs that.are.high.quality.and.that.benefit. 
	serving.these.students.
	7.. 


	E. Research on the economic returns to education 
	E. Research on the economic returns to education 
	[In.a.separate.comment. submitted. in.response. to.the.same.NPRM,. Dr..Anthony.Carnevale.criticized.our .earlier. writings.on.this.topic.. Simply.put,. we.believe.Dr. Carnevale.is.incorrect. with. respect to.the.economics.of.the.problem, and.that.he.mischaracterizes.the.academic.research.on the topic..A response.to.his.criticism.can.be.found.in.Appendix.A.at.the.end.of.this.comment.]
	By focusing primarily on.the cost side.of.the. education.investment decision,.the.proposed.rule.does. not.account.properly. for.the.benefits.of education... There.is. a large.and.well‐established.literature.in. economics documenting.the.large.benefits.of.education.(see.e.g.. David Card,.1999.and.Claudia.Goldin.and. Lawrence.Katz,.2008.for.discussions).. Economic.studies.typically.find.that .each.additional year.of.schooling.on.average.raises.a student’s.annual. earnings.by.between.8 and.15.percent.. These.s
	The.highest‐quality.study.that.examines.the.returns.to.community.college.education.is .by.Tom.Kane.and.Cecilia.Rouse. (1995).. Using data.that.follow.students. who.completed.high.school.in.1972, .they.find. that the returns.per.credit.at.2‐year.colleges.is.no.different.than.the.return.per.credit.at.4‐year.colleges;.this is.true.both.for.students.who. completed.Associate’s.degree.programs.and.for those. who.onlycompleted.a semester.or.two’s. worth.of.classes... On a .per .year. basis,.they.find 
	tant questions. that we. believe the. Department should. be. raising in light. of these enrollment trends.. For. example, are there ways. for‐profit colleges. have. designed. their programs. that. students. find. attractive, more. convenient. and. more. accessible?. Why. have. traditionalpublic. universities. and. community colleges. failed. to. grow. to meet the. increased. demand. for postsecondary education? What. can be. done. to encourage. public and not‐for‐profit. colleges to attract. the. students f
	tant questions. that we. believe the. Department should. be. raising in light. of these enrollment trends.. For. example, are there ways. for‐profit colleges. have. designed. their programs. that. students. find. attractive, more. convenient. and. more. accessible?. Why. have. traditionalpublic. universities. and. community colleges. failed. to. grow. to meet the. increased. demand. for postsecondary education? What. can be. done. to encourage. public and not‐for‐profit. colleges to attract. the. students f
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	returns.of.4‐6 .percent...These.estimates. come.from.a .period.when.the. return.toeducation.was.on.the.low.end.of. the.8‐15.percent.range. As is. well.documented,.the. return. to.education.has. risen.consistently .over time since then (see.e.g..Card,.1999;. Goldin.and.Katz,.2008).. If.the.return.to.community .college .has risen.in.the.same.proportion.with.the.returns.to.all. other levels. of.schooling that.have.been .studied,.ranging.from high.school.to.college,. these.estimates.imply.the. return. per year.
	Since.the. time. both.of.those.studies .measured earnings,.the.returns. to education.has.consistently .increased.. Claudia Goldin and Lawrence Katz. (2008),.estimate.that.in.2005.the return.to.education. was.between .13. and14. percent.per.year...Thus,.a.student.completing.four. years.of. college.on.average.earned.more.than.55.percent.more.each. year.than.a high. school graduate. They conclude.that: 
	The.true.economic.rate.of.return .would remain.high.even.after.adjusting.for.the.direct. resource.costs.of.providing.a .college. education...Thus,.investments.in. schooling.would. appear.to.make enormous.economic.sense.. What.is .preventing America.from.crossing. the.finishing.line?
	One.possibility.is.that.some. young people might not actually. benefit. from.going. to. college.. The .rate. of.return.we.have estimated.may.not. be.applicable.to.some.young.people who.do.not .currently.attend. or.complete.college... The.average.wage. gap.between college .and .high.school.workers.may,.therefore,. overstate.the. returns.to.those.on.the.margin.of. going.to.college...But .that.possibility.appears.not.to. be.the. case. 
	Recent.estimates.of.the.rate.of. return.to.a year. of.schooling.have.used“natural.experiments”.from.policies.that.have .increased. access. to.college,. changed.college tuition.subsidies.or.merit.aid,.and.altered.compulsory .schooling.laws.. These .carefully.executed.studies.using.plausibly.exogenous.variation.in.educational.attainment.find.high.rates.of.return.to.further.schooling..Because.these.returns.would.accrue.to.the.marginal. youth.affected by.such. policy.interventions,.often. an. individual.of.mode
	A. similar. point. is made. by .David Card (1999).. He.explains that. the.naturalexperiments.referred.to.by.Goldin.and.Katz .fall. into .two .general. categories,those.that.vary.the.benefits.to. schooling.and.those.that.vary.the.costs.. He.shows.that.studies.that.vary.the.cost.of.schooling.tend.to.find .larger. returns.. He.then.explains.that. these.studies. are.informative.of.the.returns.for.students.who.do.not.attend.because .of.difficulty.paying.for.college,. whether.because.they.face.higher.borrowing. c
	A. similar. point. is made. by .David Card (1999).. He.explains that. the.naturalexperiments.referred.to.by.Goldin.and.Katz .fall. into .two .general. categories,those.that.vary.the.benefits.to. schooling.and.those.that.vary.the.costs.. He.shows.that.studies.that.vary.the.cost.of.schooling.tend.to.find .larger. returns.. He.then.explains.that. these.studies. are.informative.of.the.returns.for.students.who.do.not.attend.because .of.difficulty.paying.for.college,. whether.because.they.face.higher.borrowing. c
	financial.resources.. These.are.precisely.the.students.that.Title.IV.funding.ismeant.to.encourage.to.continue.their.schooling.. What.evidence.exists.suggest .that.the.benefits .of.further education. for.these.students. is,.if.anything,.higher.than.for.the.students.who.can. more.easily.afford.college.tuition. 

	We.suggest. that.the.Department.of.Education.encourage.direct.experimental.or.quasi‐experimental.studies. of.the.returns.from. for‐profit.colleges,. though.we.suspect.the. results.from.all. of.the.studies described.above,. as.well.as.those. referenced.by. Goldin.and.Katz.and.Card, are.informative.. Whether.the.use.of. Title.IV.aid.to. attend.for‐profit.colleges.is.beneficial.to.students .depends.crucially. on. what.these. earnings .returns.are.. As.the.results.from.Kane and.Rouse .(1995).and. the.summary. o
	We.are.aware.of.a small. group.of .top.academic. economists .who.are.currently.conducting.studies.of.the.return.to.education.at.for‐profit. colleges..One.of. these .researchers,.Stephanie.Cellini.Assistant.Professor of.Public.Policy.and. Economics. at.George. Washington.University’s.Trachtenberg.School.of.Public.Policy.&.Public .Administration,.has.published. a.number of.articles.on.for‐profit.colleges. Along.with.Latika.Chaudhary,. of.ScrippsCollege,.she is.currently working.on.a study.of.the .return.to.ed
	If.the.returns.that.accrue.to.students. who.attend.for‐profit.collegesare.in.line. with.the.returns found. for. most other schooling, then.any.policy. that.restricts growth.in .capacity.in. the. for‐profit college sector.will.hurt. potential.students.. If .the.returns.to.for‐profit.college.education.are.significantly.lower,.then.restricting.access. to. poor.quality.programs. will.protect.uninformed.students... Without.knowing.what.the.returns. are,.however,.a .rule.that.shuts.down.programs.and .restricts.th
	Just.to.give.a .sense.of.how.important.the returns are relative to.the. debt.guidelines.implied .by.the.proposed. gainful employment rule,.consider.a. return.to.schooling.of. 8 percent .per.year.. With. this.return,.a. student.attending.two.years.of.college.will.earn.16. percent.more.each.year.than.he.would. have.if.he.had.stopped.schooling.after.completing.high.school.. That.student.could.pay.8 percent.of.his.annual.earnings.on.student.loans,.as.suggested.by.the.proposed.rule,.and .still.have. 8 .percent.m

	F. Protecting students and taxpayers 
	F. Protecting students and taxpayers 
	The.NPRM.refers.to.a.goal.of.protecting both.students.and taxpayers.. Wefocus.mostly. here.on.the.perspective.of.the students.because we believe.these.concerns.are .most.important... Because.the.discussion .both.in.the.NPRM and.in.the. public.sphere.has.been .confused. with.regard. to some.economic.concepts. surrounding .gainful.employment.and.the.costs.of.for‐profit.postsecondary.schooling,. we.wish.to. comment.on.those,. too.
	First,.it.is.claimed.that.the.proposed .gainful. employment. rule is.intended.to. protect.the. taxpayer’s.investment. ..This.claim.is based.on.high default rates. reported.on.Title.IV.loans.in.the .for‐profit. sector.. Such.logic would.imply.that.funding.for.community. colleges.and.other.public.postsecondary. institutions.should. be.cut.to.protect.the.taxpayer .since .direct.funding to.public.institutions. is.equivalent.to.loans.that.are. never. expected .to be.repaid.. To.be.clear,.we. think.cutting.fundin
	First,.it.is.claimed.that.the.proposed .gainful. employment. rule is.intended.to. protect.the. taxpayer’s.investment. ..This.claim.is based.on.high default rates. reported.on.Title.IV.loans.in.the .for‐profit. sector.. Such.logic would.imply.that.funding.for.community. colleges.and.other.public.postsecondary. institutions.should. be.cut.to.protect.the.taxpayer .since .direct.funding to.public.institutions. is.equivalent.to.loans.that.are. never. expected .to be.repaid.. To.be.clear,.we. think.cutting.fundin
	increased.. In.light.of.the .very. high .returns.we.describe.above, .it.is.a.terrible.mistakethat.funding.for.community.colleges.in.particular.is.not.increasing.to.allow. for.the.increases.in .capacity.necessary. to.educate.all.students.who .would. benefit. 

	Unfortunately,.the.argument.that .protecting.taxpayer.dollars. means. monitoring.what.fraction.of.them .are .repaid.implies.precisely.the.wrong.policy.with.respect.to.community.colleges... For. this .reason, .we.believe. default.rates.should. be. viewed.primarily.from.the standpoint.of.the.student,.not.the.taxpayer.. To.the.extent. that.default .rates. are. informative .of.the.benefits students are .receiving from.a.program.relative.to.its.costs,.they.should.be.examined... Without. reference.to.other.measur
	From.the.standpoint.of.the.taxpayer.the.expenditures.devoted.to schooling.includes.both.those.devoted.to.student.loans.and.those.that.come.in.the.form.of.direct.spending.. While.for‐profit.colleges. receive.more.Title.IV. dollars per.student,.public.colleges.and.universities .receive.significantly.more.direct.government.funding,.particularly.from.state.and.local .governments... These. direct.subsidies.are. one.important.reason.that.community colleges are. able.to.charge tuition.that.is. significantly.lower.
	The.true.costs.to.taxpayers.are. different.across. these.two.types.of.expenditures. .Direct.subsidies.are .not .returned,.and.so.they.must.all. be.financed Some.portion. of.student.loan.disbursements. must. also.be.financed.through .tax.revenues or.deficits...However, despite.defaults,.a.large.portion.of.those.loans.is.eventually. repaid.. The.government.must.finance.the.portion.that .is.not.repaid and.the.interest.on. the.loan.amount. during .the.time. it.is. awaiting.repayment.
	through.tax. revenues.or deficits.
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	Based.on.the.public.discussion.surrounding.the .Department’s.proposal,. thereexists.the.belief. that.the. cost.of.educating.students at for‐profit.schools. is.greater.than.at.other.institutions.. However,.when.direct subsidies.paid by.the.federal,.state.and.local.governments.are.considered, the.per‐student.costs.of. education.are.similar.at for‐profit. and public institutions,. both.of .which.are .considerably less thanat.private.not‐for‐profit.institutions.. The. difference.between. the.for‐profit.and.publ
	A.second.economic.concept.that.has.been.confused.in.the.public. discussion.surrounding .the.proposed.gainful. employment. rule.is.the.cost.of education.to.the.student... It.is.often.pointed.out. that.for‐profit. Associate’s.degree.programs.have.significantly.higher.tuition.than.community.college. Associate’s degree.programs. 
	s .decreased there has been upward. pressure on tuition. charges. at public. universities and. community. colleges. This. trend,. in. addition. to. capacity. constraints,. might. be expected. to continue. as funding sources. become. less. available. 
	s .decreased there has been upward. pressure on tuition. charges. at public. universities and. community. colleges. This. trend,. in. addition. to. capacity. constraints,. might. be expected. to continue. as funding sources. become. less. available. 
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	As the .available tax .revenue .ha


	It.is.commonly.implied. that.students.would.be. better.off.attendingcommunity.college.programs.with. lower.tuitions...A.key.point.that.is made.in.all.standard. economic.analyses.of.educational. investment .is.that.the.costs. of.education. include.both.the.direct. costs.(tuition,.books,.etc.) .and.what.economists.call.the.opportunity.costs... The. main.opportunity.cost.in.the.case.of.education.is.foregone.earnings.
	If.one.attends.school full‐time,. the.earnings.she. would. have.received.from.. the.job(s).she.stops.doing.are.real. costs.. In.many.cases,.the.foregone. earnings account.for.significantly.more.than. half of. the. total. costs (i.e.. they.are. more.than.the. tuition).. This.means.that for.a. student.that attends.school full.time,.the.difference in. cost.is.a.smaller.fraction .of.total.costs.than.a.comparison.of. tuition.would. indicate. 
	More importantly, programs.that.allow.students.to.continue.to.work.full‐.time.while.they.receive.an.education can .be.less expensive.than lower‐tuition.programs.that.require. students.to. stop.working.. To the extent that.for‐profit.programs.allow.students.to.continue.working,.whether.because.they.offer.more.online.options.or.because.they.are.scheduled. at. night.and.on.weekends. to.accommodate.working. adults,.the. tuition.comparison.may.be.misleading. 

	G. More capacity is needed to educate all students who would benefit relative to the costs of education 
	G. More capacity is needed to educate all students who would benefit relative to the costs of education 
	The.President.has.called.for.the.U.S..to.lead the. world in college.degrees.by.2020.. We.believe.this.is.a laudable .goal,. and .that many .students.will.benefit.if.thenation.meets.it... In.order.to.reach.this.goal,.it.is.estimated. that.upwards.of.8 .million. more students.must .complete postsecondary. programs.over.the.next.decade.than.would. do.so.if.there. were.no.growth.
	There.are. many.reasons.to.support .the.President’s.push.for.more .students.to. receive.some.college.education... Primary.among .these .is.the high.return.to. education.that.we.described.above. ..Postsecondary schooling.is. perhaps as important.for.economic success.as .it.has.ever.been,. and.almost. certainly since.the.early.part.of.the.last.century.. Changes.in. the. economy.and.in. the.types.of.goods and.services.that.are.produced.in.the.U.S..have.made.skills .more.and. more.valuable.over.the.past.30.year
	Yet.at.the.very.time.when.the.skills .are.most.in.demand.and.postsecondary. schooling.is.such.a.key.to .economic.well.being,.much.of.the.higher.education.sector.has.not.increased. its.capacity. In.fact,.most.state.governments are.in.such.difficultfiscal.shape.that.unless. some.dramatic.changes in .funding.for.public colleges. occurs. these. schools. are. likely. to. be. dramatically.restricted. At the very.time.when.more students.need.to be .educated,.community.colleges are.not.growing.and.in.many.cases.are
	Yet.at.the.very.time.when.the.skills .are.most.in.demand.and.postsecondary. schooling.is.such.a.key.to .economic.well.being,.much.of.the.higher.education.sector.has.not.increased. its.capacity. In.fact,.most.state.governments are.in.such.difficultfiscal.shape.that.unless. some.dramatic.changes in .funding.for.public colleges. occurs. these. schools. are. likely. to. be. dramatically.restricted. At the very.time.when.more students.need.to be .educated,.community.colleges are.not.growing.and.in.many.cases.are
	affected.by.insufficient. growth.in.the.higher.education.sector. are.from. groups.thathave.historically.had. low .access,. and.who. may. have.very.high.returns. (see.the.discussion.of.Goldin.and.Katz,.2008.and.Card,.1999.above). 

	Table 3. Enrollment growth by type of institution through 2007:. 5, 10, 20 and 30 years. 
	Private 
	Private 
	Private 
	Private

	 Total 
	 Total 
	Public 
	Not-for-profit 
	For-profit 

	Total percent growth in enrollment: 
	Total percent growth in enrollment: 

	30 years 
	30 years 
	62.06% 
	53.55% 
	48.28% 
	1700.87% 

	20 years 
	20 years 
	39.78% 
	32.80% 
	33.60% 
	438.23% 

	10 years 
	10 years 
	25.79% 
	21.10% 
	18.80% 
	225.60% 

	5 years 
	5 years 
	9.85% 
	5.80% 
	9.40% 
	99.60% 

	Average annual growth rate: 
	Average annual growth rate: 

	30 years 
	30 years 
	1.62% 
	1.44% 
	1.32% 
	10.12% 

	20 years 
	20 years 
	1.70% 
	1.40% 
	1.50% 
	8.80% 

	10 years 
	10 years 
	2.30% 
	1.90% 
	1.80% 
	13.70% 

	5 years 
	5 years 
	1.90% 
	1.10% 
	1.80% 
	14.80% 


	Source: Digest of Education Statistics. 
	And,.during.this.time.of remarkable.increases.in.the.returns.to higher.education,. and.of.changes.in.the .U.S.. economy.that.have.made.high‐level.skills.more.and.more.valuable,.there.has.not .been.commensurate.growth .in.the.nation’s. capacity.to. educate.students.beyond.high school. Consider the annual.growth. rates. in.enrollment.in. different. sectors of. postsecondary education, shown.in the.table.above. Over. the past 30 years, according.to.data collected.by.the.Department.of.Education,.the.annual .ave
	Contrast.these.numbers.with.the. annual .enrollment.growth.rate.at.for‐profit.postsecondary. institutions..The. comparable.average.annual.growth. rate.at.these.schools.has.been.10.1.percent.over the .past.30.years.. Only this .small. portion.of.postsecondary. schooling.has.grown.as.the.demand.for.college.education.has.increased.. We.emphasize.that.the .question of quality.is.the.key.. If.for‐profit.colleges.are.providing.students.with.education .and.skills.that. lead.to. positive. economic.benefits.after ac
	Again,. the.focus.should be.on.quality. Measures.of .debt relative.to.early career.earnings,.or.of.repayment .rates.as.they.are.calculated.in.the.proposed.rule,are.not.measures.of.program.quality.. It.is.easy. to.think.of.very.high‐quality.programs.that.lead.to.very.high. levels.of debt... Consider,.for. just a .few. examples, Harvard,.MIT and.medical.and.law .school. graduate.programs... Students.coming.out.of.those.programs.– who.are.not. from.families.that.can.afford.to.pay.their.tuitions.for.them.–.leav
	Calculations.we.have.done. indicate .that if. the. debt‐to‐earnings .ratio.test were. applied.to.medical .schools.at.a.student .level,. the.poorest .one‐third.of.students.in.the. U.S..would.not.be.allowed. to.become.doctors....And.many. more. would.be.forced.to.choose.between.owning.a .home.and.paying.for.their.child’s. medical. school...These.calculations.also .indicate. if.one followed the. 8 .percent.rule,.in.order.to.attend.medical.school.it.would.be.necessary. to.pay.$90,000.without. borrowing..The.Sur
	Returning.to.recent.growth.rates .in.postsecondary. capacity,.the .historicalnumbers.shown.above. are.likely. to.actually. overstate the growth .in.capacity. at. community.colleges.in.the.near.future.. Many.states are in .bad fiscal.shape, and as.a. result.funding.of community.colleges.may.be.cut... If this is.to .happen,.it.is.possible. that.the.capacity.of. the. nation’s.community.colleges to educate .students.could.be. restricted.. It.is.troubling.that this. could. happen.to.schools.that.serve.a.dispropo
	Because.the.economic.returns .are.so.high,.and.earnings .inequality.is.so dramatic,.public.policy.should. be.encouraging growth in postsecondary.options.for.students... Policy.should.try.to. ensure.that.students.make.informed.decisions.regarding.education.investments. ..And,.to.the. extent.necessary. regulation.should.focus.on.program.quality,.which. should.be.measured by the.economic. benefits.that.accrue.both.to.students.and.to.the .economy .more.generally,.compared. with.the. costs.paid.both.by.students 
	Part II: Evaluation of the rule’s possible impact 
	In.this.section.we.present.our.analysis.of.the.effect.the.rule.may.have.both.on.schools.and.students... We.begin.by.describing. the. data.we.collected.to.conduct.the .analysis... We.then.describe.our.estimates.of.the.fraction.of.for‐profit.programs. that.will.be. deemed 
	ineligible.and.restricted...After .describing.the. baseline.results,.we
	discuss.school.and.student.responses.to.the.rule .that.might.affect.the.
	number.of.students.affected.. We.then. describe. some.criticisms.of.the.
	Department’s.analysis. of school.and.student.responses.to .the.rule,. 
	which.we.believe.are.too.optimistic.. After this discussion, .we. present.
	our.estimates.of.how. many.fewer. students.would. enter.postsecondary.
	schooling.over.the .next decade. as.a.result .of.the.proposed..... 
	rule.. We.conclude.the.section.with.a .discussion.of.the.possible
	unintended. discriminatory.incentives.that.we.worry.could. be.created.
	by.the.proposed.rule. 
	A. Description of the data collected to conduct the analysis 
	To.assess. the.possible.impact .of.the.proposed.gainful employment.rule,. we. collected.data.from. for‐profit .colleges... In.February.2010,.we. sent.out. a request.to.all.members.of.the.Career.College .Association.to.share.their.2006‐2008.Cohort. Default.Rate (CDR) .loan‐level.files, .as.well. as several other data elements. that.we expected.schools.might. have.on.their.individual. student.records. 
	We.received.responses.from.308.schools.(identified.by.OPEID’s),representing.approximately.450.campuses,.including.information. on.approximately.10,000.programs.and. more than.600,000.students.. While there.is. no.way.to.tell.for. sure .that.the.sample.is. perfectly.representative, the. coverage is.remarkably.large,.accounting.for.more.than one‐fifth .of.all.students.in.for‐profit.colleges... The.size.of. the.sample.relative.to.the .population.we.wish.to.measure.suggests.the. results.are.likely.to.be.quite.i
	reported.in.the.2008.NPSAS.
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	These.data. allow. us.to.calculate.most elements of the .proposed gainful.employment.rule.fairly. precisely.. In.some.cases,.we can calculate.inputs into.the.formula.more.correctly. than.was. done. in.the.Department’s .own .analysis...For.example,.we.are. able.to. calculate.repayment. rates at the program. level,.rather.than.the.institution.level.as.the .Department.was.forced to do. As we .discuss. below,.this.detail.may.cause.the.Department’s.analysis.to.underestimate.the fraction.of.programs.with.low.repa
	In.two.ways.our. data.are.less.than ideal. First,.though. we.have very.detailed.data.on.individual.Title. IV.loans,. there.is.some.detail.we.are. missing.that.would. beused.to.calculate.repayment.rates. exactly.as .specified .in. the.NPRM.. We.observe 
	Source:. NPSAS,. 2008. 
	Source:. NPSAS,. 2008. 
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	whether.loans.are.in.deferment,. in. forbearance,.in .default,.or. in.what.is. called “repayment”. in.the.CDR .data...We.believe.that this latter category.includes.loans.for. which.payments.are late.but which.are.not.yet.in.default.. We.present.two analyses,.one.that.assumes.all.of.these.loans.are.being.repaid.on.time.(and .thus.systematically. overestimates.the.repayment rate .and.therefore.underestimates. the.failure.and.restricted.rate.of.programs),.and.another.that.adjusts. our estimated.repayment. rate
	Second,.we. do.not.have .access.to.the.individual.students’.social.security.or.IRS.earnings.records.because.those.are.protected for.privacy.reasons...In.their.place,.we.calculate .estimated.annual. earnings.from .the.Current.Population. Survey.(CPS),.a. nationally.representative.survey .conducted.by.the.Bureau.of. Labor.Statistics.tomeasure.the.official.monthly.unemployment.rate.. From.these.data,.we. estimate.the.average.annual.earnings.for.18.to .30. year‐olds. in.the.occupations .that correspond.. to.the
	To.calculate .the.fraction.of.programs.and.students .in our data that.would. fall.into .each.designation.of the .rule,.we.define.a.program.to.be.a. specific.6‐digit.CIP.code.at.a.particular.campus.of.a .school.(defined.by. OPEID) and. of.a particular.length.(less.than.2‐year,.2‐year,.4‐year,.greater.than.4‐year).. We.then.calculate.the.mediantotal.debt.from.the.students. in.each.program. Because. our data. is.drawn.from.the.CDR.microdata.we.do.not observe. students.with.no.Title.IV.loans... To.calculate.the
	To.calculate .the.fraction.of.programs.and.students .in our data that.would. fall.into .each.designation.of the .rule,.we.define.a.program.to.be.a. specific.6‐digit.CIP.code.at.a.particular.campus.of.a .school.(defined.by. OPEID) and. of.a particular.length.(less.than.2‐year,.2‐year,.4‐year,.greater.than.4‐year).. We.then.calculate.the.mediantotal.debt.from.the.students. in.each.program. Because. our data. is.drawn.from.the.CDR.microdata.we.do.not observe. students.with.no.Title.IV.loans... To.calculate.the
	We.calculate.the.annual.loan.payment.for a.loan.of.that.amount.with.a.6.8.percent.annual.interest.rate.and.a .10‐year. repayment.length.. We.then.compute.the.ratio. of.this.amount.to.the.annual.early.career .earnings. we .estimate.for the.program.from.the. CPS.data. 
	respective .fractions .of students.in each.program .have.zero .loans.
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	To.calculate.repayment .rates.we.use.the. individual loan data from.the.CDR. files...For.each loan.we.observe the .loan.amount .and its .status...Loans. amounts. reported as paid in. full and in. repayment.are.counted.in. the.numerator.. These.loan.amounts.plus.those.reported.as.in.deferment,. forbearance.and.consolidated.but.not. paid in full are. counted in.the.denominator.. As we.describe above,. loans. reported.as. being.in.“repayment”. in. the.CDR. include.loans.that.are .delinquent.and/or for which pr
	rate.by.0.86

	B. Baseline results 
	Our.first.set.of.baseline.results is shown .in.Table.4.. We.estimate.that .7.1percent.of.programs.in.our.data. would. be.in.the.ineligible.category.if.the.proposedrule.were.applied...An. additional .11.3.percent.of.programs. would.be.restricted.. The.programs.in.our. data.are.of.varying.sizes.such .that the.fraction.of.programs.in.each. category.is.not.equal.to .the.fraction.of.students in. failing .or restricted. programs. If. we.count.the.number.of.students. in.programs.in .each.category,.we.find.that.7.5
	discusses. the. importance of measuring. median. debt. including. all graduates, not just. those who. have debt.. However, in the Department’s .analysis of .the .rule’s impact, only. those. with. debt. appear to be. counted.. It. is. important. that if. a. rule based on. median. debt. were adopted. all. graduates. are in. fact. included in. the. calculation. of. the. median. 
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	In. the. NPRM, the. Department. 

	Table 4 
	Table
	TR
	Impact of Gainful Employment 
	Proposed Regulations - Adjusted Repayment Rates 

	TR
	Programs 

	TR
	Total Number of Programs Subject to the Proposed Regulation: 11,304 
	Debt-To-Income 
	Total 

	TR
	Using 3YP: Between 8% and not more than 12% of Annual Earnings OR Between 20% and not more than 30% of Discretionary Income -Using P3YP: Not Applicable 
	Using 3YP OR P3YP: 8% or less of Annual Earnings OR 20% or less of Discretionary Income 
	Missing 

	TR
	At least 45% 
	6.2% 
	5.7% 
	25.0% 
	0.2% 
	37.1% 

	TR
	At least 35% and Less Than 45% 
	3.3% 
	2.5% 
	7.5% 
	0.1% 
	13.3% 

	TR
	Below 35% 
	7.1% 
	5.6% 
	33.1% 
	0.4% 
	46.2% 

	TR
	Missing 
	0.4% 
	0.3% 
	1.6% 
	1.1% 
	3.4% 

	TR
	Total 
	16.9% 
	14.1% 
	67.3% 
	1.7% 
	100.0% 


	Eligibility Description 
	Eligibility Description 
	Eligibility Description 
	Percent 

	Percent Ineligible 
	Percent Ineligible 
	7.1% 

	Percent Restricted 
	Percent Restricted 
	11.3% 

	Percent Eligible 
	Percent Eligible 
	77.6% 

	Percent Not Able to Determine 
	Percent Not Able to Determine 
	4.0% 


	Table
	TR
	Impact of Gainful Employment 
	Proposed Regulations - Adjusted Repayment Rates 

	TR
	Students 

	TR
	Total Number of Students Enrolled in Programs Subject to the Proposed Regulation: 664,971 
	Debt-To-Income 
	Total 

	TR
	Using 3YP: Between 8% and not more than 12% of Annual Earnings OR Between 20% and not more than 30% of Discretionary Income -Using P3YP: Not Applicable 
	Using 3YP OR P3YP: 8% or less of Annual Earnings OR 20% or less of Discretionary Income 
	Missing 

	TR
	At least 45% 
	8.6% 
	10.3% 
	21.6% 
	0.1% 
	40.5% 

	TR
	At least 35% and Less Than 45% 
	9.9% 
	5.4% 
	17.4% 
	0.1% 
	32.8% 

	TR
	Below 35% 
	7.5% 
	4.3% 
	14.2% 
	0.1% 
	26.2% 

	TR
	Missing 
	0.0% 
	0.0% 
	0.5% 
	0.0% 
	0.5% 

	TR
	Total 
	26.1% 
	20.0% 
	53.7% 
	0.3% 
	100.0% 


	Eligibility Description Percent 
	Percent Ineligible 7.5% Percent Restricted 19.6% Percent Eligible 72.1% Percent Not Able to Determine 0.8% 
	Our.estimates.of.impacted.programs.are.higher.when.we.adjust.for.the. fact.that.our.repayment.rates.are.overstated...When. we adjust.our repayment.rates.tohave.the.same.average.as.in.the.Department.of. Education’s.data, we.estimate.that
	8.8.percent.of.programs.would. fail,.and.an. additional.13.8.percent.of.programs.would.be.restricted.. Adjusting.for.our. overstatement .of the repayment.rates,.we.estimate.that.13.0 percent.of.students are.in.programs that.would. fail,. and.an. additional.23.6.percent. of.students.are in .programs.that.would. be.restricted. 
	24. 
	Table 5 
	Impact of Gainful Employment Proposed Regulations - Adjusted Repayment Rates 
	Impact of Gainful Employment Proposed Regulations - Adjusted Repayment Rates 
	Impact of Gainful Employment Proposed Regulations - Adjusted Repayment Rates 

	TR
	Programs 

	Total Number of Programs Subject to the Proposed Regulation: 11,304 
	Total Number of Programs Subject to the Proposed Regulation: 11,304 
	Debt-To-Income 
	Total 

	TR
	Using 3YP: Between 8% and not more than 12% of Annual Earnings OR Between 20% and not more than 30% of Discretionary Income -Using P3YP: Not Applicable 
	Using 3YP OR P3YP: 8% or less of Annual Earnings OR 20% or less of Discretionary Income 
	Missing 

	At least 45% 
	At least 45% 
	3.9% 
	3.8% 
	19.4% 
	0.2% 
	27.2% 

	At least 35% and Less Than 45% 
	At least 35% and Less Than 45% 
	3.9% 
	3.1% 
	8.7% 
	0.1% 
	15.7% 

	Below 35% 
	Below 35% 
	8.8% 
	6.9% 
	37.6% 
	0.4% 
	53.7% 

	Missing 
	Missing 
	0.4% 
	0.3% 
	1.6% 
	1.1% 
	3.4% 

	Total 
	Total 
	16.9% 
	14.1% 
	67.3% 
	1.7% 
	100.0% 


	Eligibility Description 
	Eligibility Description 
	Eligibility Description 
	Percent 

	Percent Ineligible 
	Percent Ineligible 
	8.8% 

	Percent Restricted 
	Percent Restricted 
	13.8% 

	Percent Eligible 
	Percent Eligible 
	73.4% 

	Percent Not Able to Determine 
	Percent Not Able to Determine 
	4.0% 


	Impact of Gainful Employment Proposed Regulations - Adjusted Repayment Rates 
	Impact of Gainful Employment Proposed Regulations - Adjusted Repayment Rates 
	Impact of Gainful Employment Proposed Regulations - Adjusted Repayment Rates 

	TR
	Students 

	Total Number of Students Enrolled in Programs Subject to the Proposed Regulation: 664,971 
	Total Number of Students Enrolled in Programs Subject to the Proposed Regulation: 664,971 
	Debt-To-Income 
	Total 

	TR
	Using 3YP: Between 8% and not more than 12% of Annual Earnings OR Between 20% and not more than 30% of Discretionary Income -Using P3YP: Not Applicable 
	Using 3YP OR P3YP: 8% or less of Annual Earnings OR 20% or less of Discretionary Income 
	Missing 

	At least 45% 
	At least 45% 
	3.7% 
	5.8% 
	13.3% 
	0.0% 
	22.8% 

	At least 35% and Less Than 45% 
	At least 35% and Less Than 45% 
	9.4% 
	7.2% 
	15.4% 
	0.0% 
	32.0% 

	Below 35% 
	Below 35% 
	13.0% 
	7.0% 
	24.5% 
	0.2% 
	44.7% 

	Missing 
	Missing 
	0.0% 
	0.0% 
	0.5% 
	0.0% 
	0.5% 

	Total 
	Total 
	26.1% 
	20.0% 
	53.7% 
	0.3% 
	100.0% 


	Eligibility Description 
	Eligibility Description 
	Eligibility Description 
	Percent 

	Percent Ineligible 
	Percent Ineligible 
	13.0% 

	Percent Restricted 
	Percent Restricted 
	23.6% 

	Percent Eligible 
	Percent Eligible 
	62.7% 

	Percent Not Able to Determine 
	Percent Not Able to Determine 
	0.8% 


	While.the.Department’s analysis.reported. in the. NPRM .shows a 5 percent.failure.rate.of programs,.this.analysis.is. not. based.on.a.sample.of.for‐profit.programs.. In.fact,. more. than.half.of the.programs.analyzed.by.the.Department.of.Education.are.not.for‐profit.programs. As the Department.of.Education.recognizes.that.most.of.the.impact of.the.rule. will. fall.on.for‐profit.colleges,. the.inclusion.of.so many.not‐for‐profit.schools.in.the .analysis.is. puzzling...The resulting .estimate.of.a.5. percent.
	The.Department.has.subsequently. reported.that.the.failure.rate. among.for‐.profit.programs.in.their.data.is .16. percent, though. we. think this .number.refers.to. Because.our.analysis.focuses.on. for‐profit. schools.and.scales.the.effect .by. the.population. of.students.in. for‐profit. programs,. this.16. percent.failure.rate. is.the.relevant.one. Alarmingly, if.one.calculates.the. failure.rate.using.the.data on.Missouri.programs .that the Department. made.public,.26.percent.of.for‐profit.programs.fail.th
	the.fraction.of.students,. not.programs.
	11. 

	y/highered/reg/hearulemaking/2009/ge‐faq.pdf.The Department later. clarified that this. is. 16. percent of. students. 
	11 
	See:.http://www2.ed.gov/polic
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	25 
	If.it.is.indeed.true.that.16. percent.of for‐profit.students.are.in.programs.that.would. fail.the.proposed.rule,.and an.additional.34.percent.of .students are. in.programs.that.would.be.restricted.absent.changes.by.the.schools.or.students,. our.estimates.of.the.number.of.students.affected.by the.rule.should.be.25 .percent.higher.than.the.estimates we report .based. on.our.own. analysis.below. 
	programs.would. be.restricted.
	12.. 


	C. The role of school and student responses to the rule 
	The.estimates.we.have.described. so.far. do.not.yet.account.for. responses.to.the.rule.by.schools.or students, .and.as.a result .may.overstate, .or.possibly. understate,.the.effect.of.the.rule if. implemented. Schools.may. attempt.to .take. actions. to.bring. failing. or. restricted. programs.into.compliance .with.the.rule. Students.shut.out.from. failing.or. restricted.programs.might.choose.to.attend.other. programs.
	For.example,.it.has.been suggested .that.programs with high debt‐to‐earnings. ratios.could .reduce.tuition.as.a .way.to.reduce.student .debt amounts.. While.this.is. possible,.we.are.skeptical that.its effect would .be. as direct as.has.been.suggested. Students.are.allowed.to,.and.commonly.do,. borrow.amounts. in addition. to.tuition, 
	e.g..to.cover living.expenses... For.these.students,.it.is.not.clear.that.reductions.in.tuition.would. lead.to.commensurate.reductions.in. student.loans. ..In.addition,.for.institutions.for.which.the.90/10. rule.is.binding.it.may.not.be. possible. to. reduce.tuition.without.increasing.tuition.for.some. other.program.
	One.would.expect.that.some.of.the. students .shut.out.from .a.program. because. of.its.ineligible.or.restricted.status. would. find.another.program.to.attend.. However,. students’.ability.to.and.likelihood of. doing.so.depends.on.available capacity. at publicprograms.(which.these.students.would .not.have chosen.to.attend. if.not.for.the.restriction. on.the.for‐profit.program),.and.the.availability.of other.programs.in.similar.fields.and.that.are. similarly.convenient. for.the.student.to.attend.
	If.students.shut.out.from.ineligible.and.restricted.programs. do attend.other.for‐profit.programs,.it is .possible.they.would.cause.those. programs.to. be.ineligible.or.restricted...Recall.that.the.students.who.would. attend.ineligible.programs.are.high‐debt.students... While.debt. amounts.are partly.related.to.the.characteristics.of.the.programs,.they.are.also.largely.a.function.of.student.economic.characteristics..The.programs.that.absorb.these.students.would.likely.experience an.increase.in.their.median.
	r‐profit programs that the .Department. of Education’s. spreadsheet indicates. as failing both. the. debt‐to‐income. and repayment test,. and. divides. by. the. number. of for‐profit programs. in the. spreadsheet,. the. result is. 0.26,. or 26. percent. If. one counts up. the. number. ofstudents in ineligible. programs,. that calculation. yields. 16. percent.. The. spreadsheet to. which. we refer is. call
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	If .one .counts the number of fo
	ed ge‐data‐model.xls,. and was. downloaded. at http://ifaps.gov. on. August. 13,. 2010. 

	There.is.also.a.question. of.what.effect.restricted. status.would .have.on. theability.of.a.program.to.attract. students...It.seems at.least. possible.that.having.such.a.label. on. a program. could.discourage.enrollment.. If.this.was.to .happen. and.restricted.programs. were.to.shrink.or.even.close.as.a result,. our.estimates.could.be.too.low. 
	We.are.interested.in.the .effect.of.the.rule.not.just.on.current programs.and.students,. but.also.on.access.for.students.going. forward.. To.predict.the. number.of.students.affected.over.the next.decade,. we.calculate.the.number .of.students.entering. for‐profit.programs.nationally. each.year.. We.then.apply.the.averageannual.enrollment.growth .rate.over. the.past. 20 years for the. for‐profit.sector.to.this.number...It.is.then.necessary. to. apply. the.estimated.fraction.of.for‐profit.students.affected.by.
	D. Some specific criticisms of the department’s analyses regarding student responses to the rule 
	The.Department.presents several. scenarios.of.the.projected.impact.of.the.NPRM.on.students...These.scenarios.are.based. on.assumptions.about.the choices.and.ability.of.students.in.affected. programs.to. complete,. switch.programs,.transfer,.or.leave.education... Since.no.regulation.of. this.type.has.ever. been implemented. it isdifficult to predict what .type.of. response.students.will.have,. but.there.are. several.assumptions.that.the.Department. makes.that. do.not.seem.plausible. 
	The.Department.assumes.in.most scenarios.that.only.around.10%.of.students.in.impacted.programs .will. leave. education.. All.other.students.are.assumed.to.either.complete.programs,. transfer,.or.switch.programs. Given .the.fact.that.the. student.has chosen.a.particular program.in. a particular.location.in.which.to.enroll,.the Department’s.transfer.rates.implicitly.assume.several.factors.about.the.student.and.available.programs.. First,.this.assumes. that .students.are able.to.find.a. comparable .program.in 
	Given.that.students.have.considered.their.options.for.education and.employment.before.choosing.a.program,.it. seems.reasonable.to.believe.that.most.students.would.like.to.continue. in. their.chosen field, .especially.in.the.for‐profit. sector.where .many.students.are.currently.working.in.their.chosen.field. while.attending.school.. However,. the.Department. assumes up to 50% of. students.will.choose.to.switch.programs.. It.also.seems.unlikely.that.most.students.will.have 
	Given.that.students.have.considered.their.options.for.education and.employment.before.choosing.a.program,.it. seems.reasonable.to.believe.that.most.students.would.like.to.continue. in. their.chosen field, .especially.in.the.for‐profit. sector.where .many.students.are.currently.working.in.their.chosen.field. while.attending.school.. However,. the.Department. assumes up to 50% of. students.will.choose.to.switch.programs.. It.also.seems.unlikely.that.most.students.will.have 
	numerous.other.options .in.the.same.field.at. different.institutions.that. will.be available.in. the.students’ .local.community,.and which offer classes.at.the.same.time,. etc...Even.in cases.where.other.options.are.available,.it.seems .overly. optimistic. to.assume.that the.other.programs.have enough. capacity.to.enroll.all.students.from.ineligible.programs.

	Further,.the .Department.makes.several.assumptions.about.the.students.who. transfer.that.seem.unreasonable. In.all.scenarios.the.Department assumes.around 50% of students in ineligible. 4‐year programs. will.transfer.to. eligible.2‐year.programs,.and.vice‐versa.. Again,. given.that.the.students.have chosen.a.certain.educational.path,.it.does not.seem. realistic to assume that. nearly.half. of them.would. alter.the.length.of.that.plan.after.their.program is deemed ineligible.. This.is. especially.true.for. s
	In.short,. we.believe.the.Department’s.assumptions.concerning.the.fraction.of.affected.programs.that. would.come.into.compliance. and.of.the.fraction.of.affectedstudents.who.would.make their.way .to other.programs.are.far.too .optimistic. 
	E.. Estimates of the effect of the proposed rule on the number of students entering postsecondary education over the next decade 
	Because.there.are.reasons.to.believe.our. baseline .estimates.may overstate.or. even.understate.the.impact.(particularly if. the.restricted label.causes.programs.to.shut.down),.and.because.we.believe.the.Department.of.Education’s.analysis.understates the.impact. significantly,.we.present.three. sets of. numbers.. One.is.from our. baseline.analysis,.one.assumes.half.of.all.students.who .would.be.affected.by.failing.or. restricted.programs.are.able.to.attend.anyway,.and. a .third.assumes.onequarter.of.all.stu
	‐

	Table 6. Estimated Number of Students Impacted by 2020. Median Loan Based on Graduates. CPS Average Earnings by CIP and Program Length. 
	Assumes -No Program Replacement for Ineligible Programs and No Growth for Restricted Programs 
	Number of 
	Number of 
	Number of 
	Number of Non-
	Number of 

	Total Number of 
	Total Number of 
	Female 
	Hispanic Black 
	Hispanic 
	Number of 

	Students 
	Students 
	Students 
	Students 
	Students 
	Asian Students 

	Year 
	Year 
	Impacted 
	Impacted 
	Impacted 
	Impacted 
	Impacted 

	2011 
	2011 
	126,721 
	85,335 
	21,963 
	20,691 
	5,997 

	2012 
	2012 
	173,609 
	115,774 
	30,888 
	28,580 
	7,759 

	2013 
	2013 
	188,887 
	125,962 
	33,606 
	31,095 
	8,442 

	2014 
	2014 
	205,509 
	137,047 
	36,564 
	33,831 
	9,185 

	2015 
	2015 
	223,593 
	149,107 
	39,781 
	36,808 
	9,993 

	2016 
	2016 
	243,270 
	162,229 
	43,282 
	40,047 
	10,873 

	2017 
	2017 
	264,677 
	176,505 
	47,091 
	43,571 
	11,829 

	2018 
	2018 
	287,969 
	192,037 
	51,235 
	47,406 
	12,870 

	2019 
	2019 
	313,310 
	208,937 
	55,744 
	51,577 
	14,003 

	2020 
	2020 
	340,882 
	227,323 
	60,649 
	56,116 
	15,235 

	Total Students Impacted 
	Total Students Impacted 
	2,368,426 
	1,580,257 
	420,803 
	389,723 
	106,188 

	Total Students Impacted -Assume 
	Total Students Impacted -Assume 

	25% Continue in Education 
	25% Continue in Education 
	1,776,319 
	1,185,193 
	315,602 
	292,292 
	79,641 

	Total Students Impacted -Assume 
	Total Students Impacted -Assume 

	50% Continue in Education 
	50% Continue in Education 
	1,184,213 
	790,129 
	210,402 
	194,861 
	53,094 


	Note: The number of impacted students assumes that the CCA data is representative of all for-profit schools, that for-profit schools will continue to grow at 8.8% per year (the growth rate over the last 20 years), and the relative student composition does not change during this period. 
	The.estimated.numbers.of.students.who. would. not.receive.postsecondary.education.over.the.next decade.are.shown.in. Table.6.. Our.most.conservative.estimate,. which.assumes.half .of the potentially. affected.students.attend. college,. is.that.more.than.1.1.million.students.will.be.restricted.access.because.of.the.proposed.rule...Because.female, .Non‐Hispanic. Black, .and.Hispanic.students.are.disproportionately.represented.at.for‐profit.colleges,. the. numbers.are. particularly.large.among.these.groups.. T
	If.25.percent.of.potentially.affected.students attend .college .despite.the effects.of.the.rule,.the.numbers .are.larger,.of.course...In.that.case,. we.estimate.that.more.than. 1.7.million. students’.college.enrollment. would be impacted,.including.more.than.1.1.million.female.students,. approximately.315,000.Non‐Hispanic.Blackstudents,. and.more.than.290,000.Hispanic students. 
	If.there.were.no.net.effect.of.school.or.student.responses,. the number.of.students. affected.would.of.course.be.even.larger.. These. estimates.imply .upwards.of 
	If.there.were.no.net.effect.of.school.or.student.responses,. the number.of.students. affected.would.of.course.be.even.larger.. These. estimates.imply .upwards.of 
	2.3.million.fewer.students.would. attend.college.over.the.next.decade,.includingmore.than.1.5.million.female.students,. more.than.420,000.Non‐Hispanic Black students.and.almost.390,000.Hispanic.students.

	While.one.might.criticize.the.latter.estimates.as. not.accounting.for.the.response.of.schools.and.students,. consider.how.the.estimates.would.be.affected.if.placing.the.“restricted”. label.on.programs.were. to.cause.them.to.shut. down.. In.this.case,.even.assuming.that.50.percent.of potentially. affected.students.would. attend.college,. more.than.2.6.million.fewer.students. would.attend.college.over.the.next.decade.as.a result.of.the rule. 
	Furthermore,. all.of .these .estimates .assume .an annual.enrollment growth.rate.at.for‐profit.colleges.of. 8.8.percent... That.is.the. average.annual.growth. rate.in.the.sector.over.the.past.20. years.. Over.the.past. 5 .and.10.years,.the.annual.growth. rate.of.for‐profit.rate.has.been.10.1. percent. Though.there.is.no.way.to.tell.for.sure,. it.is.not.unreasonable.to.expect .that.further cuts in. funding of community. colleges.that. may.occur.in .the.coming.years.could.lead.the. enrollment.growth. rate.at.
	The.estimates.also.do not.account.for. the.increases.in.Stafford loan.limits.that.were.implemented.after.most .of.the.students.in.our.data.took.out.their loans.. Increases.in.loan.limits. may.lead.to.an.increase in.median.debt .amounts.for.some. programs,.which. would.cause an increase.in.the.fraction.of.programs.that are. deemed.restricted.and.ineligible. 
	F. Uncertain fate of “restricted” programs 
	The.estimates.reported.thus.far. assume.that.there.is.no.growth. in.enrollment.in.restricted.programs,.but.that there.is.no.effect .of.being.restricted.on the survival. of.the.program.itself.. There.are a .number.of.reasons.to.suspect .that restricted.status. may.lead.to. the.closing.of.some. programs.. First, being labeled restricted maydeter.students.from.enrolling... If.restricted.programs. offered. students. lower.return.on.their. investment,.then the.label.would be .useful information.. However,.if.pro
	Second,.the.placement. of .the .restricted label.on.a .program.may. have. negative.spillover.effects.on.other.programs. within .the .same school.. Students.considering a.different. program.at.the.school. may.infer.negative.things.about.the.institution.as. a .whole.because.programs.within.that.institution .are. restricted.. For. this.reason,. schools.may .close.restricted.programs.to.avoid.negative.effects.on.enrollment.at.eligible.programs. 
	Table 7. Estimated Number of Students Impacted by 2020. Median Loan Based on Graduates. CPS Average Earnings by CIP and Program Length. 
	Table
	TR
	Number of 
	Number of Non-
	Number of 

	TR
	Total Number of 
	Female 
	Hispanic Black 
	Hispanic 
	Number of 

	TR
	Students 
	Students 
	Students 
	Students 
	Asian Students 

	Year 
	Year 
	Impacted 
	Impacted 
	Impacted 
	Impacted 
	Impacted 

	Assumes -No Program Replacement for Ineligible Programs and No Growth for Restricted Programs 
	Assumes -No Program Replacement for Ineligible Programs and No Growth for Restricted Programs 

	Total Students Impacted -Assume 0% of Students in Impacted Programs Continue in Education 
	Total Students Impacted -Assume 0% of Students in Impacted Programs Continue in Education 

	Assume 0% Restricted Programs Shut Down 
	Assume 0% Restricted Programs Shut Down 
	2,368,426 
	1,580,257 
	420,803 
	389,723 
	106,188 

	Assume 10% Restricted Programs Shut Down 
	Assume 10% Restricted Programs Shut Down 
	2,694,434 
	1,773,670 
	488,299 
	448,564 
	117,424 

	Assume 25% Restricted Programs Shut Down 
	Assume 25% Restricted Programs Shut Down 
	3,183,445 
	2,063,788 
	589,542 
	536,827 
	134,278 

	Assume 50% Restricted Programs Shut Down 
	Assume 50% Restricted Programs Shut Down 
	3,998,465 
	2,547,318 
	758,282 
	683,930 
	162,369 

	Assume 75% Restricted Programs Shut Down 
	Assume 75% Restricted Programs Shut Down 
	4,813,484 
	3,030,849 
	927,021 
	831,034 
	190,460 

	Assume 100% Restricted Programs Shut Down 
	Assume 100% Restricted Programs Shut Down 
	5,628,504 
	3,514,379 
	1,095,761 
	978,138 
	218,550 

	Total Students Impacted -Assume 25% of Students in Impacted Programs Continue in Education 
	Total Students Impacted -Assume 25% of Students in Impacted Programs Continue in Education 

	Assume 0% Restricted Programs Shut Down 
	Assume 0% Restricted Programs Shut Down 
	1,776,319 
	1,185,193 
	315,602 
	292,292 
	79,641 

	Assume 10% Restricted Programs Shut Down 
	Assume 10% Restricted Programs Shut Down 
	2,020,825 
	1,330,252 
	366,224 
	336,423 
	88,068 

	Assume 25% Restricted Programs Shut Down 
	Assume 25% Restricted Programs Shut Down 
	2,387,584 
	1,547,841 
	442,157 
	402,620 
	100,709 

	Assume 50% Restricted Programs Shut Down 
	Assume 50% Restricted Programs Shut Down 
	2,998,849 
	1,910,489 
	568,711 
	512,948 
	121,777 

	Assume 75% Restricted Programs Shut Down 
	Assume 75% Restricted Programs Shut Down 
	3,610,113 
	2,273,136 
	695,266 
	623,276 
	142,845 

	Assume 100% Restricted Programs Shut Down 
	Assume 100% Restricted Programs Shut Down 
	4,221,378 
	2,635,784 
	821,820 
	733,603 
	163,913 

	Total Students Impacted -Assume 50% of Students in Impacted Programs Continue in Education 
	Total Students Impacted -Assume 50% of Students in Impacted Programs Continue in Education 

	Assume 0% Restricted Programs Shut Down 
	Assume 0% Restricted Programs Shut Down 
	1,184,213 
	790,129 
	210,402 
	194,861 
	53,094 

	Assume 10% Restricted Programs Shut Down 
	Assume 10% Restricted Programs Shut Down 
	1,347,217 
	886,835 
	244,149 
	224,282 
	58,712 

	Assume 25% Restricted Programs Shut Down 
	Assume 25% Restricted Programs Shut Down 
	1,591,723 
	1,031,894 
	294,771 
	268,413 
	67,139 

	Assume 50% Restricted Programs Shut Down 
	Assume 50% Restricted Programs Shut Down 
	1,999,232 
	1,273,659 
	379,141 
	341,965 
	81,184 

	Assume 75% Restricted Programs Shut Down 
	Assume 75% Restricted Programs Shut Down 
	2,406,742 
	1,515,424 
	463,511 
	415,517 
	95,230 

	Assume 100% Restricted Programs Shut Down 
	Assume 100% Restricted Programs Shut Down 
	2,814,252 
	1,757,190 
	547,880 
	489,069 
	109,275 


	Note: The number of impacted students assumes that the CCA data is representative of all for-profit schools, that for-profit schools will continue to grow at 8.8% per year (the growth rate over the last 20 years), and the relative student composition does not change during this period. 
	To.show.how.important.this.question.is,.above. we .present.estimates.of thereduction.in.students.going.on.to.college.over.the.next.decade. under.different.assumptions.of.the.fraction.of.restricted.programs.that.shut.down... The table.reports.estimates.based on.the.three.different assumptions.about.the.percent.of.potentially. affected.students. that.attend.college. (zero, 25, .and.50.percent).
	Beginning. with.the.assumption.that.50. percent. of.potentially. affected.students.attend.college,. if.10.percent.of.restricted.programs.shut.down. each.year,.our. estimate.of.the.number.of.students.affected. over.the.next.decade.increases.from.1,184,213.to.1,347,217... If.25.percent.of.restricted.programs.shut. down.each.year,.we.estimate.that.almost. 1.6.million.fewer.students. will.attend. college.over.the.next.decade.as.a result.of.the proposed.rule.. If.we .assume .that 50 percent .of restricted. progr
	31. 
	approximately.2.4.million.fewer. students.will. attend.college.over.the.next decade.asa result.of.the.proposed rule.
	Each.of.these.estimates. is.50. percent. larger .if.25.percent. of.potentially.affected.students.attend. college,. and.twice.as.large.if there.is.no.net.ameliorative. response.on.the.part.of. schools. and.students... These .estimates are.shown in.the.table.above.and.range.from.1.7.million.students.to.nearly.4.8.million.students. 

	G. Ongoing impacts of the proposed rule 
	G. Ongoing impacts of the proposed rule 
	Our.analysis.does.not.address.the.important.way.in.which.the.proposed.rule. might.affect.the.creation.of.new .programs...(We .also.discuss.the.proposed.rules.regarding.the.establishment.of.new.programs.in Part.III.below.) .As. we discussed.in.the.first.section.of.this.comment,. changes.in.the. economy.have. made. a college.education.more.and.more.important.over.the.past.30.years.. There .is.a need.for.the. nation .to.educate.more. students beyond high.school, and.to.do.that.it.will.be. necessary.to .increas
	In.addition,. our.estimates.of.the .impact. of.the.proposed.rule.over.the next.decade.may.be.understated.because.we.essentially. assume .that, in.the. absence.ofresponses.by.schools.of the.type.described in section C,.the.number.of.programs.moving.from.ineligible.to.restricted/eligible.each.year.would. equal .the number.ofprograms. moving.from. restricted/eligible.to.ineligible... We.suspect. in. practice.the.restrictions. placed.on.ineligible.programs.will. make.it.quite.difficult.to.regain.eligibility... 

	H. The rule may create an incentive to discriminate 
	H. The rule may create an incentive to discriminate 
	An.additional.concern.we.have.that.we.have.not.yet.addressed. directly.is.the.possible.discriminatory.incentives.that.the .rule.might.create.. If.schools want.to.take. action.to.improve.their.standing. with .respect .to.the.proposed.rule,.the.most. effective.way.to.do so.will.be.to.select .students. they.predict. will.take.on small. loanamounts.and.will.not.default.. It. is.likely.to. be.easier.to.select .students.who.would. have.done.these.things.regardless.of .the.school.they.attend.than.to. affect the.bo
	We .are .concerned .that the rule .may induce some .schools .to move away from open enrollment, thereby reducing. educational. opportunities for .many students. We are further concerned that .the .rule will .push schools to .select locations .and .to select admissions.criteria.to.reduce.the .number.of.low‐income students they.admit.or 
	We .are .concerned .that the rule .may induce some .schools .to move away from open enrollment, thereby reducing. educational. opportunities for .many students. We are further concerned that .the .rule will .push schools to .select locations .and .to select admissions.criteria.to.reduce.the .number.of.low‐income students they.admit.or 
	attract...If. this.were. to. occur, it.is.possible. that there could.be.a disproportionately large.decline.in. enrollment.among.racial .and. ethnic.minority.students. 

	Returning.to.a .theme.we.have.emphasized.throughout.our comment,whether.a.reduction.in. enrollment.is.good.or.bad.depends.not.on .whether.those.students.would.have.had.to.borrow.large.amounts.to.attend.school. (If.this.were.the.case,. it.would.always.be.good.policy to.discourage.low‐income.students.from.attending college.)..Rather, it depends.directly.on.whether the students.in.question. would have gained more from the.education.than.the.costs...We.hope. that.if.a.rule.resembling. the.one.proposed.is.implem
	Part III. Concerns about the implementation of the rule 
	In.this.section,. we.describe.a number.of.concerns.we.have.regarding.the.implementation.of. the.proposed rule.. The.concerns .we.describe.are.not.exhaustive... A major.concern.relates.to.the.way.small.sample.sizes .are.likely.to.have. important.effects.on.the.metrics. in.theformula.. As.we. describe,.many.programs are.quite.small,.leading us.to.worry.that.debt.to.earnings.ratios.and.repayment.rates.will. be.calculated.from.small.samples.. Another.set.of.concerns.relates. to.the.use.of.social.security.or. IR
	A. Concerns regarding small programs and small sample sizes 
	One.particular.concern.we.have.regards.the.treatment.of.small.programs..Because the.rule is.based.on .statistics.measured.from the. students.enrolled.in.or. completing.a .program,.the. repayment.rates.and.debt.to.earnings. ratios are.likely.to.vary. significantly.from. year‐to‐year.in.programs.with.low.numbers.of students.or.graduates. Such fluctuations are unlikely to.be.related.to. the. quality. or. actions.of.the.program;.the.choices.or.luck .of a few.students.could.cause. these.ratios.to.change. signifi
	To.illustrate.this.point,. the.table below shows the.fraction.of .programs. with. very .high.and very low .repayment .rates, separately.for.programs .with. 10.or. fewer.students.and.for.programs.with.more.than.10.students... Among.larger programs,.0.1.percent.have.repayment.rates.of.90.percent.or. above,. while.1.2. percent.have.repayment.rates.of.10.percent.or.below.. The fraction .of programs.with. very. high.or. very.low repayment.rates.is.much .larger.among.small.programs.. Among.programs.with.10.or.few
	To.illustrate.this.point,. the.table below shows the.fraction.of .programs. with. very .high.and very low .repayment .rates, separately.for.programs .with. 10.or. fewer.students.and.for.programs.with.more.than.10.students... Among.larger programs,.0.1.percent.have.repayment.rates.of.90.percent.or. above,. while.1.2. percent.have.repayment.rates.of.10.percent.or.below.. The fraction .of programs.with. very. high.or. very.low repayment.rates.is.much .larger.among.small.programs.. Among.programs.with.10.or.few
	above,. and.47.1.percent. have.repayment.rates .of.10.percent.or.below... It.is.unlikelythat.there.is.so.much.more.variation.in.program.quality.among.small. programs.than.among.larger.programs.. This.pattern.is.what. would .be.expected.when.calculating. averages.from.smaller.samples;.it.suggests.that.a .good.deal.of the.variation.in.repayment.rates.is.due.to.measurement.error.rather.than.true.differences.across.programs. 

	Table 8. Percent of Programs with High or Low Repayment Rates. 
	Less than 10% 
	Less than 10% 
	Less than 10% 
	Greater than 90% 

	Repayment Rate 
	Repayment Rate 
	Repayment Rate 

	Programs with 10 students or less 
	Programs with 10 students or less 
	47.1% 
	21.9% 

	Programs with more than 10 students 
	Programs with more than 10 students 
	1.2% 
	0.1% 


	The.Department.was. not.consistent.in. its.definition.of.a.program in.its.analysis.described.in.the.NPRM,. and.has.offered. imprecise.explanations.of.how.very. small.programs would be. treated. The.Department. has.made.reference.to calculating. certain.elements.at. the. 4‐digit. CIP.code.level,.or. 2‐digit CIP code.level. as.necessary..We.suggest. that.the.Department.be more specific.about. how.such. determinationswould.be.made.. For.example,.how. few.students.would.have.to.be.in.a.program.to.trigger.the.re
	To.show.how.significant.a.problem.this.could. lead.to,.consider. the.table. below, .which.shows.the number.of.programs. of.different.sizes in .our.data...Recall.that.counts.of.students.in.our.data.refer.to.the. number.of.students.who.exit.(whether.by.completing.or.not).a .program.during.the.2006.through.2008.fiscal.years.and.who.took.Title.IV. loans... Because.students.leaving.a. program.are.the.ones.on.whom.the.measures. in.the.rule .would. be.based,.this.count.is. a relevant measure.of.program.size for. t
	Table 9. Distribution of Programs by Number of Students. All Programs. 
	Number of Students Number of Cumulative in Program Programs Percent 
	1 -5 6,249 55.3% 5 -10 908 63.3% 11 -25 1,015 72.3% 26 -50 777 79.2% 51 -100 790 86.2% 101 - 250 983 94.9% 251 - 500 391 98.3% > 500 191 100.0% 
	Total 11,304 
	For.this.analysis,. and.unless.otherwise.noted.throughout.the.comment,. wedefine.a.program.to.be.a.specific.6‐digit.CIP.code .at.a particular. campus.of.a school. (defined.by.OPEID).and .of.a particular.length.(less.than.2‐year,.2‐year,.4‐year,.greater.than.4‐year).. As .the.table.shows, more.than.half. of.programs. have.5 or.fewer.students.exiting. over.this.three‐year.period.. Nearly. two‐thirds. have.10. or.fewer.students.that.would. appear.in.the. calculations...While.the.Department maymean.to.define.a 
	While.we.think.actual.programs.are.likely.not.this small, these are.the.. sample.sizes.that.would.be.relevant.for. the.rule if. a. program is.defined. at.the.6‐digit.CIP.level.as.the.Department.has. indicated.. We. suspect.that.one. reason .there. are.so. many.small.programs. defined.this.way.is.that.the.6‐digit.CIP .code.is.detailed.enough. that.students.taking.most.classes.together. but.with.different.concentrations.are. 
	listed.as.being.in.different.detailed.areas.of.study.
	listed.as.being.in.different.detailed.areas.of.study.
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	We.suggest.that.the. Department.address.the.problem.of.small.sample. sizes,.and.specify.precisely.the.way.in .which.programs.are.defined... As.programs.are.currently. defined,.small.sample.sizes.have.the.potential.to.cause.programs.to.fail.or.be.restricted.arbitrarily. 
	B. Concerns regarding the use of social security or IRS earnings data 
	We.believe. that.the.use. of.social .security. earnings,.on.its.own,. will.be. problematic...First,.all. of .the .problems.described.above.related.to.the.small.sample.sizes.and.small.programs.will.affect.the .earnings.measure.calculated. from.actual.earnings.data... Averages.or.medians.calculated. from.small.samples.are. likely.to.vary.widely.from.year.to. year.. This.year‐to‐year variation.is.unlikely.to.be.related.to.the.quality.of.the.program.from.which.the.students.graduated,. but.can.cause.programs.to.
	A second.fundamental. problem.is. that,. to.our. knowledge,. neither .social security. nor.other.IRS.earnings .data.include.information.about. the. number. of.hours or.weeks.worked .by.the individual.. In.contrast, .the .Current .Population.Survey,.the. source.data.for. the.Bureau.of. Labor.Statistics .(BLS).earnings.statistics, .collects. information about.the. number.of.weeks.each.person.worked.during .the year,.and. about.the.usual.number .of.hours. each.person.works.per.week.. Without. information.on.we
	by. campus,. the cumulative distribution of program sizes is .as follows:. 1‐5:. 48.5%;. 6‐10:. 55.6%;. 11‐25: 65.2%;. 26‐50:. 73%;. 51‐100:. 80.7%;. 101‐250:. 90.9%;. 251
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	If. programs. were not. divided 
	‐

	500:. 96.1%;. >500:. 100%. 
	and.if.she.works.for.more than.half.of.each.year going.forward, she.will.have.moreearnings.over.her.lifetime.
	A.third. problem.is.that.individuals’ .employment.decisions.affect.theirreported.earnings...For.example,. some.may.choose.to.work.part‐time.or not.to.enter.the.workforce.due.to. family.obligations.. Others.may.engage.in.extended.job.searches.due.to.location.or.scheduling.preferences... Decisions. such.as. these.will.affect.reported.annual.earnings, .but.are.not .directly.related.to.the.quality.of. education. a particular. person.receives.. Since. both schools and the.Department.of.Education.will.receive.inf
	Additionally,.it.is.possible.that .self‐employed.workers,.particularly.those. who.work .in.businesses.with.many. cash.transactions,.underreport .earnings.to.the IRS...If.this.is.a.significant.problem, .the.social.security.earnings.will.understate.the.economic.wellbeing.of.graduates.. Any. such. understatement.of.earnings.will.causeprograms.to.be.restricted.or. become.ineligible.unnecessarily.
	In.addition,.earnings.are .likely. to.be correlated.with.the .performance.of.the.overall.economy. During.economic .recessions.average. earnings.are. likely.to.be.lower.as.individuals. may.have.longer. periods.of unemployment.orunderemployment...In. economic.booms.the.average. earnings are likely. to.be.higher. as.a.result.of .competitive.pressures.and.available positions.. The.Department’s.approach.is.therefore. likely.to.result.in.a. larger. number.of .programs.being.ineligible. or.restricted.during.recess
	Though. we.believe.there.are.also .problems.with.the.BLS.earnings .measures. that.were.used.in.the.rule.suggested.in.January,.offering.programs.a.choice.between. earnings .based.on.publicly available.data. and the. individual earnings. records.of. graduates.will. help .with.many.of. these. problems.. The.main.problem.with.the.BLS. earnings .measures is.that.they.do not.vary by degree. length (though. research. suggests.that .earnings.does).. This.could.be.addressed.
	It.would.be.beneficial.to have.the.option.of using .an earnings measure. that is.based.on.sound.statistical.practice, .and.which.is predictable. The.more.predictable.the.measures.used.in.the.rule.are,. the.more.likely.that.schools .will.be.incentivized.to. adjust.in.response,. and.the.less. likely.that.good .programs. will .be.negatively.affected. by.it. 
	C. The effect of the debt to earnings ratio test on tuition 
	The.discussion.in. the.NPRM,.as.well.as.public.statements .by.supporters.of. the proposed .rule, .suggests.a belief.that schools.will. reduce .tuition to.meet.the.debt. to earnings ratio. test. We wish. to .point to.two.reasons.why.this.is.not.as.likely.as many .expect. First,.students.are .allowed.to,.and.commonly.do,.borrow. amounts.in.excess.of. what.is.required.to.cover.tuition,.e.g.. to cover living.expenses... For.these. students,. it.is.not.clear.that.reductions.in .tuition would. lead .to.commensura
	The.discussion.in. the.NPRM,.as.well.as.public.statements .by.supporters.of. the proposed .rule, .suggests.a belief.that schools.will. reduce .tuition to.meet.the.debt. to earnings ratio. test. We wish. to .point to.two.reasons.why.this.is.not.as.likely.as many .expect. First,.students.are .allowed.to,.and.commonly.do,.borrow. amounts.in.excess.of. what.is.required.to.cover.tuition,.e.g.. to cover living.expenses... For.these. students,. it.is.not.clear.that.reductions.in .tuition would. lead .to.commensura
	reductions. in.student.loans.. In. addition,. for.institutions.for. which.the.90/10.rule.isbinding.it.may.not.be.possible.to reduce.tuition.without.increasing.tuition.for.some.other.program.

	We.are.concerned. that. instead.the. rule could lead. schools. to end.open enrollment. policies...In. place. of open enrollment, the rule.could.lead.schools.to.restrict.enrollment.to.those.students.who.can.fund.the.education.through.their.personal.resources,. or. who. have individual.characteristics.that .have.been.shown.to. be.highly.correlated.with.labor .market.success. and.loan.repayment... In. this.way.the.proposal.carries.the.strong.possibility.of limiting.access.to.those.students.whom.the.Title IV. p
	D. Concerns with the loan measurement and implementation 
	Throughout the NPRM the Department.underscores.its.concern.that students.are.taking.on.too.much. debt... However,.nothing. in.the.proposal. addresses.students’. access.to.Title.IV.loans.. The.rule.focuses.primarily on .the .part.of.the.problem.that. schools. cannot.control. (i.e.. how. much.students.borrow, .and.the. choices. they.make. about.how.to.structure. their.loans), .and.not.enough on.the .parts.over. which.they. can.have.some.control.(i.e.. the.increases. in .earnings their students.experience.afte
	In .addition .to.this .general .criticism.of.the.rule,. we.point.out here.some.specific.ways.in.which.details.of.the.rule.may. have.unintended. consequences..First, the introduction.of numerous.ineligible and.restricted.programs .may result.in.students. taking.on.more.debt.rather.than.less.. While.the.department.has.made.some.provisions.for.those.students.who.are.currently.enrolled.in.a.program.deemed.“ineligible”,. it.seems.likely.that.many.of.those. students. will choose.not. to.remain.in.those.programs..
	Furthermore,. how.the. Department. treats.the. debt.of.those.students.who.transfer.programs.is.not .the. same.for. all.students.. It.appears. that.based.on.the. current.rules .students.who.transfer.to.a different.program.within.the.same.institution.would.carry,. from.the.institution’s.perspective,. the.existing debt.with.them.. In.contrast,.students.who.transfer. to a. different. program .at.a.different. institution.would,.from. the.new. institution’s. perspective,.come .with.a “clean.slate”. with.respect.t
	In.general,.it.is.our.opinion.that.the. repayment. rate, .as.currently defined, does.not.measure.what. the.Department.intends.. Some.common.choices.that students.make.(consolidation,. deferment).cause .many.dollars.to. be.counted.as.not. in .repayment. However, .these .choices.are.not. always.the.result. of.economic.hardship...It.makes.sense.for. many .students.to. consolidate.or.defer.even.though.they.could.afford.to.make standard.payments.currently.
	How.the.Department.chooses.to.account.for. deferred.and consolidated. loans.will.impact.whether.a .program.satisfies.the.repayment.test.. According. to. the NPRMthe.department.will.include.the. deferred.loans. in.the.calculation.among.the.total.loans,. and.because.they. are.in.deferment.they.are.loans.for.which.payments.are.not.being.made... As.many.have.noted, .this.approach.would.result.in. nearly.every.medical.program. failing the.Department’s.repayment.criteria... Few,.if. any,.would.argue.that.these.lo
	The.Department’s.repayment .calculation .includes.both deferred. loans.and.loans.where.the.student.is.making interest‐only payments.in.the total. loan.amount,.but.not.in.the.amount.of loans.in repayment. ..Both of.these.options.were.created. to.provide.borrowers.additional.loan repayment flexibility.so. that .students.are less likely.to.enter.into.default.
	,.deferment.and.interest‐only. payments,. how.the.Department.has .chosen.to .treat.these.loans.will. greatly.impact. the.institutions.calculated repayment.rate. In each case the effect. is.to. lower.the.repayment.rate.. In.addition,. the.students.who.exercise.these.options.are.likely.to.be.those.who.are.most.financially. at‐risk.regardless.of institution.type.(for‐profit,.not‐. for‐profit,.or .public). As.noted .above,.the.Department.reported repayment.rates.of.36.percent.for. for‐profit.programs,.56.percen
	Given.the.popularity.of.loan.consolidation
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	ent. level. data. that we. reviewed .approximately 25% of the loans were. consolidated. 
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	According. to. the. for‐profit. stud

	Table 10. Average Repayment Rate. by Pell Category. 
	Average of 
	Percent Estimated Number of 
	Pell Repayment OPEID 
	 Category Rate Observations 
	0-20% 61.5% 649 
	20-40% 53.0% 1,617 
	40-60% 43.5% 1,332 
	60-80% 34.3% 975 
	80-100% 31.6% 676 
	As.previously. discussed,.for‐profit.institutions.tend.to. serve students. who.have.traditionally. been .denied.access to postsecondary.education,. including.Pelleligible.students...Given. the.high. percentage.of.low‐income.and low‐wealth.students.at.for‐profit.schools,.it.is.not .surprising.to .find.lower.repayment .rates.within. these.institutions...For.an.institution,.one.method.of.increasing.repayment.rates. is.to.limit.the.number.of.at‐risk.students.they.enroll. ..We.are.concerned.that.an.unintended. c
	‐

	E. The proposed rule does not account for macroeconomic conditions, which are likely to influence the indicators in the formula 
	When.evaluating.a.particular .program.it.should.be.the.quality.of.the.program. that.should.be.measured,.not.the .cost.or.short‐term post‐completion.earnings.. As. we.initially.stated,.the.cost.of a .program.for an.individual.is .only.“too”. high.when.the.costs.exceed.the.lifetime.benefits.for.the.individual.. The department’s.attempt.to.measure.quality based.on .repayment. rates.and .debt‐to‐income.ratios.is.too.highly. correlated.with.the .broader.economy.for .which.no.institution.can.predict.or.control.. 

	F. New programs may face significant barriers, limiting the potential for growth of the education sector 
	F. New programs may face significant barriers, limiting the potential for growth of the education sector 
	According.to.the.NPRM,.institutions.would.have .to.apply for. approval.of.new. programs.if the.program.wishes to.be.eligible.to.receive.Title. IV.aid.. Approval 
	According.to.the.NPRM,.institutions.would.have .to.apply for. approval.of.new. programs.if the.program.wishes to.be.eligible.to.receive.Title. IV.aid.. Approval 
	would. require.the.institution.to .provide.“(1).the projected.enrollment. for.theprogram.for.the.next.five.years.for each location.of.the.institution.that. will.offer. the.additional.program,.(2). documentation.from.employers.not.affiliated. with.the.institution.that. the.program’s.curriculum. aligns with recognized.occupations.at. those.employers’.businesses, .and. that.there.are.projected job.vacancies.or.expecteddemand.for.those.occupations.at. those. businesses,. and.(3).if.the.additional.programconstit

	Given the approval. process.suggested.in the NPRM,. the barriers. faced. by.institutions.in.introducing.new. programs may. be.quite.substantial.. If.these.barriers.in.any.way. restrict.programs.from.starting,.the. growth. rate.of. graduates.from. for‐. profit.postsecondary. institutions.would. slow as.a. result. 
	Part IV: Recommendations 
	As.we.have tried.to.emphasize.throughout .our.comment,.we.believe.the. focus.of.the.Department.of.Education.should .be on.ensuring.access.to.education.for. all students for whom the. benefits are likely to.outweigh.the.costs.. We.believe.the.current.proposed.rule. does.not.achieve. these. goals. In.particular,.we. believe. the.focus.on.debt.to.earnings.ratios rather than.on.the.earnings .gains that. result.from education.will.cause.some.good. programs.to. be .shut.down.. Additionally,.for.the.reasons.outlin
	However,.if. the.Department.of. Education.is.going.to.proceed.with.a rule.that.resembles.the.one.described.in.the NPRM, we.recommend the following. adjustments. 
	1. The annual debt payments used in the calculation of debt to earnings ratios should be the lowest debt payment that each student has the option of choosing. 
	If.the.goal.of.the. rule.is. to.protect.students.from.having.required. debt.payments.that.are. too.high, the. rule.should.recognize.that.students.are.legally.able.to.reduce.those.payments.by.either.extending. the.length.of.the. loan.or by.entering.into .income‐based repayment.. Any .student.who.is.having.trouble. making.Title.IV. loan.payments.in.the.early years .after. completing.school.can.reduce.his.annual.loan. payments.using.one .of. these.options. It.is.therefore incorrect to.characterize.the. student
	If such. a calculation were logistically difficult,. an.alternative.would .be to calculate.debt.payments.assuming.a .15‐.or 20‐year .repayment .period.. All.students.have.the.option.of.choosing.to.extend.the.loan.period.of.Title. IV. loans,. to.different lengths.that .depend.on. the.size. of .the.loan....The.allowed.length.that.corresponds.to.each.student’s.loan.size.could.be.used,.or.the.average.allowed. length. could. be.used. 
	2. The option of using publicly available data to compute earnings, in addition to a measure of actual earnings, should be brought back to the proposal. 
	The.rule.that.was.proposed.in.January.of.2010.included.a .measure.of. earnings.that.was.based.on.Bureau.of.Labor. Statistics estimated .earnings,.as.well.as. the.option.for.schools.to .submit. their.own.data.on.actual.earnings. of. their.graduates.. We.applaud. the.Department.of.Education in.their.attempt. to improve themeasure.of.earnings.through.the.use.of.administratively.collected.individual.earnings.for .the.students.that.attended. each.program.. Unfortunately,.as wedescribe.above,.these.data.also. hav
	While.we.were.critical. of.particular.details.regarding.the.BLS. earnings. estimates.that .were proposed.in January.2010,. the.use.of a publicly.available.data.source.has.some.advantages.relative.to.what.is .currently.proposed.. Because.the.two.methods.have. different.strengths.and.weaknesses,. we.suggest the Department.of.Education.considers.basing. their.estimate.of. earnings.on both.sources.of.data.One.possibility.would. be.to.allow schools. to.choose.which. of.the.two. methods.to use.each.year.. This.wo
	3. The allowable debt to earnings ratio should relate to the length of the program. 
	In .theory, .actual.earnings .should be .higher.for students.who.complete.longer.programs.. Given.the.small.size.of.many.programs,.we.are.concerned.that.the.small.samples.from.which.averages.or.medians.are.calculated.will.not. appropriately.capture.the. true.relationship.between. program length and earnings.. For.this. reason,.we.suggest.that the Department of .Education consider.adopting.different. debt .to.earnings.ratio standards.for.different. length.programs.
	In.addition,.if.the.Department.of .Education.elects.to.use.a.measure.of. earnings .based.on.the. BLS.data,.as it.proposed. in January of 2010,.we.suggest.thatadjustments.be.made.to those.numbers.to.account.for.the.fact.that.on.average.students.who.complete.more.years.of. college.earn.more. 
	4. Measures that are used in the proposed formula for each program should be based on samples that are large enough to be statistically meaningful. 
	As.we.discuss.above,. the.data.we .analyzed.suggest.that.many.programs.are.small.enough.that.sample.sizes.should.be.a.concern.. If.annual.samples.of.graduatesor.enrollees.are.used,.we.are.concerned.that .debt.to.earnings. ratios.and.repayment. rates.may.move.around.year‐to‐year.for .reasons.unrelated.to.program. quality... The.Department.of.Education’s.analysis.did.not.address.problems.resulting.from.small.program.size.because.that.analysis.was.in.some.cases.based.on.measures.for.entities. that.are.larger t
	As.we.have.described.above,. some .of.the.measures.used.in .the.proposed.rule.are.likely. to.change.year.to.year.for. reasons.unrelated.to.the. quality.or. actions.of.the.program.. Much.of.this. year‐to‐year.variation.will.result.from.small.sample.sizes,.though .some.of.it.will.result.from.external.factors.such.as.the .macroeconomy and.choices.by.students... The.reliance.on.measures. that are prone to.move.around. like.this.will.reduce.the.incentive.the.rule. creates.for.schools.to change.their.behavior. 
	5. The rule should account for the fact that macroeconomic events, such as recessions, can cause negative employment and loan repayment outcomes, and that these events are often not predictable at the time students enroll in programs. 
	It.is.likely.the.case.that .both. repayment rates.and annual. earnings of.graduates.are.currently.lower.as. a.result.in.part of. a. recession.. It.can.be.difficult.to. predict.at .the.time.a.student enters a program what the. macroeconomic.conditions.will.be.when.he.completes.and.is.looking.for. a job. It .would .be.a.mistake.to. attribute.the.effects.of a severe.recession. to. individual schools. or programs.. We. expect .that with .no.adjustments.the proposed .rule.would.designate. more programs. ineligib
	6. The warnings that programs are required to disclose should be precise and should provide students with good information 
	6. The warnings that programs are required to disclose should be precise and should provide students with good information 
	We.support the.idea.of.providing .more.information.to.students to.help.them.make.good. decisions.regarding.their.education... To.the.extent.that.warnings.provide.students.with.better. information.about.the. likely.debt.payments .they.will. have.to. make.and.the.prospects.for.employment.they.are likely.to.face,. we.think.they.will. help .students...However, .information .can.also.lead.students.to. make. decisions.that.are.bad.for.them.if.it.is.misleading.. For.example,.consider.a small. program.whose 
	We.support the.idea.of.providing .more.information.to.students to.help.them.make.good. decisions.regarding.their.education... To.the.extent.that.warnings.provide.students.with.better. information.about.the. likely.debt.payments .they.will. have.to. make.and.the.prospects.for.employment.they.are likely.to.face,. we.think.they.will. help .students...However, .information .can.also.lead.students.to. make. decisions.that.are.bad.for.them.if.it.is.misleading.. For.example,.consider.a small. program.whose 
	repayment.rate. moves.dramatically. from.high. to.low.because.it.is.based.on.theexperiences.of.a .small.number.of .students... It.would.be.misleading.to.prospective.students.to.tell.them.that.this.program.has.a .low .repayment .rate,.without.informing them.what.this.assessment.is.based.on.(i.e. that. it.is.based.on a.small.sample and. that.two.years.ago.the.repayment .rate was high). 
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	Appendix A: A response to Dr. Carnevale 
	Appendix A: A response to Dr. Carnevale 
	In.a.separate.comment. submitted.in. response. to .the.same.NPRM,.Dr.Anthony.Carnevale.makes.direct.reference.to. a.report.we.wrote.regarding.the.gainful.employment.proposal.. We. address.his.criticisms.directly .here. because.we. believe. they.are. incorrect,.and.because. some.of. the.points .he.disputes. are.central.to. the.argument.we.describe.in.our.comment.
	Dr. Carnevale.points.out.correctly.that.the.returns.to.education.are.usually.estimated.to.be.between.8.and.15. percent.per year .of.schooling. He.then.points. out.that.these.estimates.are. not.based. on.studies. of.students. at.for‐profit.colleges... He.also.claims.that.these.estimates .are .“based.on.studies.of.students.with. Associate’s. and.Bachelor’s.degrees”.
	This.is.not.correct.. It.is.true. that.some.studies.compare.students.with.those.degrees.to.high.school.graduates. However,.what.is.arguably the best.study.of.thereturns to.education.compares.the.earnings.of. students.who.drop .out.at.different points.in.high.school,.depending .on.when.they.reach.the.age.at. which.compulsory. schooling.laws.allow.them .to.(Angrist.and. Krueger,.1991).. This. study. estimates.the.return.to.a year.of.high. school, .among.high.school.dropouts,.and.finds. a return.of.10. percent
	‐

	Since.the. time. both.of.those.studies .measured earnings,.the.returns. to education.has.consistently .increased.. Claudia Goldin and Lawrence.Katz.(2008),.two.of.the.most.well. respected.researchers.on.the.subject.and.professors.of.economics.at .Harvard .University,.estimate that. in.2005.the.return.to.education.was.between.13. and14.percent.per.year. Thus, a. student completing four. years.of.college.on.average.earned.more.than.55. percent.more.each.year.than.a high.schoolgraduate...They.conclude that:
	The.true.economic.rate.of.return .would remain.high.even.after.
	adjusting.for.the.direct. resource.costs.of.providing.a .college. 
	education...Thus,.investments.in. schooling.would. appear.to. make 
	enormous.economic.sense.. What.is .preventing America.from.crossing. 
	the.finishing.line? 
	One.possibility.is.that.some. young people might not actually. benefit. from.going. to. college.. The .rate. of.return.we.have estimated.may.not. be.applicable.to.some.young.people who.do.not .currently.attend. or.complete.college... The.average.wage. gap.between college .and .high.school.workers.may,.therefore,. overstate.the. returns.to.those.on.the.margin.of. going.to.college...But .that.possibility.appears.not.to. be.the. case. 
	Recent.estimates.of.the.rate.of. return.to.a year. of.schooling.have.used“natural.experiments”.from.policies.that.have .increased. access. to.college,. changed.college tuition.subsidies.or.merit.aid,.and.altered.compulsory .schooling.laws.. These .carefully.executed. studies.using.plausibly.exogenous.variation.in.educational.attainment.find.high.rates.of.return.to.further.schooling..Because.these.returns.would.accrue.to.the.marginal. youth.affected by.such. policy.interventions,.often. an. individual.of.mod
	Dr. Carnevale.also.suggests.that .it.does.not.make.sense.to.base educational.investment decisions.on lifetime.earnings.for. older students. Again,.this.is.incorrect..It.is.true.that.the.lifetime.benefit.from. education.that.will.accrue .to.an .older.student. is.smaller.because.there.are.fewer years before .retirement.in.which.they. will.get. benefits.. However, .these.students.should. still. compare the future .lifetime.earnings.gains,. properly. discounted,.to.the.discounted. costs.of.education... For.thes
	Furthermore,. this.point.does.not .affect.the.simplest.argument.we.make relating.the.return.to.education .to. advisable.debt.limits...If it. is.the.case .that.a.two. year.college .education.causes.annual.earnings. to .rise.by.10.percent. per year,.a. student.spending.8 .percent.of his.annual.earnings.on .student.loan.payments.is.2.percent.better.off.for.the 10.years.he.repays. the loan,.plus.the.full.10.percent.better.off.for. all.remaining.years.after.the.loan.is. repaid.. This.is.true.regardless.of.the.ag
	Dr..Carnevale.also.puzzlingly.argues .that.“lifetime.earnings .should.not. be. taken.into.account.because.it.is.unreasonable.to ask individuals.to .be. burdened. by.student.debt.over.their.lives;.there.should. be.a.point.where.the.student.reaps.the.gains.”. If.a.student.takes.on.student. loan.payments.that. are.less.than.the total.annual.return.to.the.education.those.loans.support.(e.g..8 .percent.per.year.of. schooling,.and.two.years.of.college implies a .16 percent per year.increase.inearnings),.that.stud
	Dr..Carnevale.also.puzzlingly.argues .that.“lifetime.earnings .should.not. be. taken.into.account.because.it.is.unreasonable.to ask individuals.to .be. burdened. by.student.debt.over.their.lives;.there.should. be.a.point.where.the.student.reaps.the.gains.”. If.a.student.takes.on.student. loan.payments.that. are.less.than.the total.annual.return.to.the.education.those.loans.support.(e.g..8 .percent.per.year.of. schooling,.and.two.years.of.college implies a .16 percent per year.increase.inearnings),.that.stud
	in.the.years .he.is.repaying the.loans,. and. the.calculation.should.include.as.costs.anyearnings.he.has.to.forgo .while.he.is.in.school,.but.he.still.earns.more.even.after.paying.his.loans.than.he.would .have if.he.had. no.loans.and none of.the.schooling.the. loans.supported. 
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	I. EXPERT CREDENTIALS 
	I. EXPERT CREDENTIALS 
	Charles Diamond is a Managing Director at FTI Consulting, Inc., a firm primarily engaged in providing economic and statistical consulting, as well as forensic support, in the context of litigation. He holds a Ph.D. in Economics from Texas A&M University (’84).  In addition to his Ph.D., he holds a 
	M.A. in Economics from Clemson University (’75) and a B.A. in Political Science from Clemson University (’74). He is experienced in preparing economic and statistical assessments for class actions and other litigation. He has been qualified as an expert in cases involving employment practices, lost corporate profits and opportunities, and product liability.  His academic research has been published in the Journal of Labor Economics, Journal of Econometrics, and Journal of Development Studies. For over 16 ye
	Daniel Millimet is a Professor of Economics at Southern Methodist University in Dallas, TX and a Research Fellow at IZA (Institute for the Study of Labor) in Bonn, Germany.  He also serves as an Associate Editor for Empirical Economics and is a member of the Editorial Council for the Journal of Environmental Economics and Management.  He holds a Ph.D. in Economics from Brown University (’99). In addition to his Ph.D., he holds a B.A. in Economics from the University of Michigan (’94). For over ten years, he
	Neither author has any financial interest in the outcome of this regulation. 

	II. EXECUTIVE SUMMARY 
	II. EXECUTIVE SUMMARY 
	The Higher Education Act requires certain programs at private sector, public sector, and vocational schools to provide training sufficient to prepare students for “gainful employment” in a recognized occupation in order to be eligible for Title IV funds (20 U.S.C. § 1002(b)(1)).  To date, however, “gainful employment” has not been defined.  The Department of Education (the “Department”) now proposes to amend 34 C.F.R. § 668.7 to specify two new metrics that will be used to determine whether educational prog
	The justifications for this proposal center on its alleged benefits for taxpayers and consumers, as well as its purported effects on the quality of postsecondary education in the U.S. While elimination of tax inefficiencies, protection of consumer welfare, and removal of inferior postsecondary programs are laudable goals, the proposed rules will likely worsen, not improve, the situation. 
	As detailed in this comment, the proposed metrics are flawed in concept and in practice.  Conceptually, they are based on an erroneous, narrow-sighted definition of “gainfulness” from an economic perspective. The proposed definition encompasses too short of a time horizon, ignores many salient private and social returns to educational investments, and ignores the uncertainty and risk associated with any type of investment.  As a result, quality educational programs will be deemed ineligible for Title IV fun
	Instead of introducing further distortions into the U.S. system of higher education through the use of flawed metrics, attention should be focused on the direct monitoring of program quality to ensure a minimum level of adequacy in all postsecondary programs receiving Title IV funds.  Fortunately, the infrastructure for this already exists: recognized accrediting agencies ensure a minimum level of quality for accredited schools thereby protecting both taxpayers and consumers.  Thus, a properly functioning s

	III. INTRODUCTION 
	III. INTRODUCTION 
	We appreciate the opportunity to comment on the notice of proposed rulemaking (“NPRM”).  Unfortunately, the proposed gainful employment rules are seriously flawed.  First, the justifications underlying the proposed rules are based on faulty logic.  Second, the rules are based on an erroneous definition of gainful employment from an economic perspective.  Third, even given the definition of gainful employment proposed under the rules, there are numerous shortcomings of the suggested measures.  Finally, the p
	(i) Eliminating quality educational programs; (ii) Widening gender and racial gaps in educational attainment; (iii) Increasing income inequality in the U.S.; (iv) Failing to meet President Obama’s goal of having the highest percentage of college graduates in the world by 2020. 
	We discuss each of these points in turn. 

	IV.. CONCEPTUAL ISSUES WITH THE JUSTIFICATIONS FOR THE PROPOSED REGULATIONS 
	IV.. CONCEPTUAL ISSUES WITH THE JUSTIFICATIONS FOR THE PROPOSED REGULATIONS 
	The NPRM discusses three rationales for the proposed “gainful employment” rules.  Each is based on flawed logic or unsupported and unwarranted claims. 
	1. Protect Taxpayers. Because federal financial aid loans are guaranteed, there is no doubt that defaults could represent a cost to taxpayers. However, the net impact of the proposed rules on taxpayers requires an accurate comparison of total taxpayer liability under the current system to total taxpayer liability if the proposed rules are implemented.  Nowhere does the NPRM contain projections concerning these numbers.  Nonetheless, the proposed rules will certainly impose enormous costs on taxpayers if imp
	First, public institutions are not as low cost as suggested in the NRPM.  It is reported in the NPRM that between 69,000 and 126,000 students would transfer to other institutions (75 Fed. Reg. at 43,668). Assuming for a moment that this is accurate, and that many students transfer to public institutions with significantly lower costs to the student, this is seen as a benefit to the taxpayers. However, this is grossly mistaken as it ignores the reason why tuition costs are generally much lower at public inst
	To illustrate this point, consider the following example.  A student can enroll in a year-long program at a for-profit institution and pay $10,300 completely covered by loans ($7,300 in federal loans and the remainder in private loans). Alternatively, the student could enroll in a similar program at a public institution and pay $2,900 completely covered by loans ($2,300 in federal loans and the remainder in private loans).  If the student chooses the for-profit option and completely defaults on the loans, t
	1

	This aid is equivalent – from the taxpayers’ perspective – to a student loan that has zero probability of being repaid. Thus, if the student has even a five percent probability of repaying the loan after attending the for-profit institution, then taxpayers are better off when the student attends the for-profit institution.If the probability of default is greater than zero at the public institution, then the probability of repaying the debt incurred to attend the for-profit school can even be less than five 
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	Figure 1. State Tax Appropriations for Higher Education: 1972-1973 to 2008-2009. .
	Figure
	Note: FTE = full-time equivalent students.   .Source: .. 
	http://www.trends-collegeboard.com/college_pricing/4_3_public_appropriations_b.html
	http://www.trends-collegeboard.com/college_pricing/4_3_public_appropriations_b.html


	Figure 2. State and Local Financial Support for Higher Education, by State: 2005-2008. .
	State 
	State 
	State 
	2007-2008 
	Total state and local appropriations for higher education as a percent of state and local tax revenue, 2005­2006

	Full-time equivalent enrollment (thousands) 
	Full-time equivalent enrollment (thousands) 
	Educational appropriations (million dollars) 
	Educational appropriations per full-time equivalent enrollment (dollars) 

	Total, 2008 
	Total, 2008 
	10475.1 
	73940.7 
	7058.7 
	6.0 

	Alabama 
	Alabama 
	186.3 
	1,413.1 
	7,586 
	11.0 

	Alaska 
	Alaska 
	18.7 
	273.1 
	14,601 
	6.9 

	Arizona 
	Arizona 
	223.9 
	1,704.4 
	7,614 
	5.4 

	Arkansas 
	Arkansas 
	107.4 
	696.2 
	6,481 
	8.6 

	California 
	California 
	1,731.8 
	12,429.5 
	7,177 
	6.3 

	Colorado 
	Colorado 
	161.3 
	679.6 
	4,213 
	3.7 

	Connecticut 
	Connecticut 
	77.1 
	829.6 
	10,762 
	4.2 

	Delaware 
	Delaware 
	31.6 
	228.5 
	7,226 
	6.0 

	Florida 
	Florida 
	537.9 
	3,487.5 
	6,483 
	5.2 

	Georgia 
	Georgia 
	310.8 
	2,547.6 
	8,198 
	8.5 

	Hawaii 
	Hawaii 
	35.5 
	466.4 
	13,150 
	7.4 

	Idaho 
	Idaho 
	44.0 
	381.9 
	8,685 
	8.1 

	Illinois 
	Illinois 
	391.4 
	2,968.6 
	7,585 
	5.1 

	Indiana 
	Indiana 
	229.3 
	1,245.3 
	5,430 
	6.2 

	Iowa 
	Iowa 
	115.0 
	732.9 
	6,372 
	7.6 

	Kansas 
	Kansas 
	129.7 
	794.7 
	6,125 
	7.4 

	Kentucky
	Kentucky
	 142.4 
	1,088.2 
	7,643 
	8.9 

	Louisiana 
	Louisiana 
	165.8 
	1,284.5 
	7,748 
	8.2 

	Maine 
	Maine 
	35.5 
	241.8 
	6,804 
	4.2 

	Maryland 
	Maryland 
	206.2 
	1,576.4 
	7,646 
	4.9 

	Massachusetts 
	Massachusetts 
	144.6 
	1,258.5 
	8,705 
	4.0 

	Michigan 
	Michigan 
	388.7 
	2,245.9 
	5,778 
	5.6 

	Minnesota 
	Minnesota 
	200.2 
	1,250.7 
	6,248 
	6.1 

	Mississippi 
	Mississippi 
	117.6 
	768.1 
	6,534 
	9.4 

	Missouri 
	Missouri 
	179.4 
	1,082.0 
	6,032 
	5.2 

	Montana 
	Montana 
	35.6 
	175.6 
	4,940 
	5.7 

	Nebraska 
	Nebraska 
	75.5 
	575.1 
	7,622 
	8.3 

	Nevada 
	Nevada 
	63.3 
	576.4 
	9,102 
	6.2 

	New Hampshire 
	New Hampshire 
	34.1 
	120.7 
	3,541 
	2.6 

	New Jersey 
	New Jersey 
	238.0 
	1,894.7 
	7,960 
	4.3 

	New Mexico 
	New Mexico 
	85.2 
	817.8 
	9,598 
	12.0 

	New York 
	New York 
	526.5 
	4,670.9 
	8,871 
	4.1 

	North Carolina 
	North Carolina 
	357.6 
	3,200.3 
	8,949 
	10.2 

	North Dakota 
	North Dakota 
	35.8 
	199.5 
	5,579 
	9.1 

	Ohio 
	Ohio 
	391.7 
	1,957.9 
	4,998 
	5.0 

	Oklahoma 
	Oklahoma 
	131.2 
	939.9 
	7,164 
	7.9 

	Oregon 
	Oregon 
	129.3 
	730.2 
	5,647 
	5.0 

	Pennsylvania 
	Pennsylvania 
	339.0 
	1,995.6 
	5,886 
	4.2 

	Rhode Island 
	Rhode Island 
	30.1 
	183.4 
	6,089 
	4.2 

	South Carolina 
	South Carolina 
	144.7 
	952.9 
	6,585 
	8.5 

	South Dakota 
	South Dakota 
	29.6 
	148.5 
	5,018 
	7.5 

	Tennessee 
	Tennessee 
	169.9 
	1,252.5 
	7,371 
	7.8 

	Texas 
	Texas 
	804.9 
	5,603.4 
	6,962 
	7.5 

	Utah 
	Utah 
	102.4 
	728.7 
	7,116 
	8.3 

	Vermont 
	Vermont 
	20.0 
	63.2 
	3,167 
	3.0 

	Virginia 
	Virginia 
	281.9 
	1,636.7 
	5,805 
	5.3 

	Washington 
	Washington 
	221.3 
	1,567.8 
	7,086 
	6.1 

	West Virginia 
	West Virginia 
	73.5 
	433.2 
	5,892 
	7.1 

	Wisconsin 
	Wisconsin 
	219.0 
	1,491.5 
	6,810 
	5.1 

	Wyoming 
	Wyoming 
	23.1 
	349.3 
	15,151 
	9.4 


	Source: State Higher Education Executive Officers, Boulder, CO (copyright). 2010 Statistical Abstract. (). 
	http://www.census.gov/compendia/statab/2010/tables/10s0281.pdf
	http://www.census.gov/compendia/statab/2010/tables/10s0281.pdf


	Second, if the proposed “gainful employment” rules reduce the number of students investing in postsecondary education, then taxpayers are harmed due to the loss of the social returns to education.  In the NPRM, it is reported that between 16,000 and 30,000 students will leave programs without immediately enrolling elsewhere if the proposed rules are implemented.  As discussed below, we believe this number will be much higher as it is unlikely that 69,000 to 126,000 students will transfer to new institutions
	2. Protect Consumers.  The proposed rules are justified on the grounds that consumers allegedly need protection since there is a problem of asymmetric information: schools should know which programs are beneficial to which students, but students do not possess this information.  As a result, institutions that “are legally obligated to make profitability for shareholders the overriding objective” seek to exploit consumers (75 Fed. Reg. at 43,618).  In addition, the proposed rules are justified on the ground 
	There are several flaws to this argument.  First, the fact that institutions receiving Title IV funding must be accredited by an agency approved by the Department of Education should ensure that any program attended by a student is of sufficient quality. Rather than injecting additional rules and inefficiencies in the U.S. educational system, a more direct approach to consumer protection is to ensure that accreditation standards are sufficient and enforced.  This is the least intrusive and most comprehensiv
	Second, the proposed rules actually harm consumers by limiting opportunities for postsecondary education. As mentioned above, it is projected in the NPRM that between 16,000 and 30,000 students will exit schooling if the proposed rules are implemented.  Indeed, much of the potential cost savings to taxpayers discussed in the NPRM is predicated on the decline in the number of students pursuing postsecondary education: “The estimated savings come from Federal loans and Pell Grants not taken by students who do
	However, the proposed rules will likely decrease the number of students pursuing postsecondary education by an even greater amount as many of the 69,000 to 126,000 students projected in the NPRM to switch to an alternative institution will simply forego the extra schooling.  This belief is based on the indisputable fact that the U.S. has entered a period of significant contraction of student enrollments at many public institutions.  Many schools now face binding capacity constraints on the number of student
	Across the nation, cash-strapped public universities have limited, capped or even reduced enrollment to cut costs. The 35,000-student University of Florida wants to shrink by 4,000 students. And the California State University system, with 23 campuses and 450,000 students, is trying to reduce enrollment by 40,000 students over two years.
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	Given that the U.S. is currently in a period of shrinking enrollments at many public institutions, the NPRM’s projections of 69,000 to 129,000 students being reallocated every year from for-profit to public institutions seems overly optimistic to say the least.  
	Even if such enrollment limits are relaxed in the future, one would expect the average subsidy per full time equivalent student to rise above the figures reported in figures 1 and 2.  For example, additional funding will be necessary to build new classrooms and dormitories, hire additional faculty and support staff, etc. Thus, the assertion that the proposed rules will protect both taxpayers and consumers seems far-fetched. 
	By limiting students’ opportunities to pursue postsecondary investments, the proposed rules preclude individuals from realizing the full private returns to education discussed in the next section: higher earnings over one’s lifetime, other pecuniary benefits, more stable employment, etc.  The flawed logic of the proposed rules is highlighted in the NPRM once it is admitted that many individuals may prefer to undertake an educational investment to secure a low-wage job rather than have no earnings at all. De
	This is a clear case of government over-stepping its boundaries.  Few would disagree that zero earnings is less “manageable” than a low-wage job with a, say, 15 or 20 or even 50 percent debt burden.  How can eliminating these job prospects be for the good of the consumer?  Consumers do not think it is.  A survey conducted in October 2009 by Americans for Democratic Action found that 60 percent of respondents disagreed with the notion that the growth of the for-profit educational sector should be curtailed. 
	4

	Finally, the argument proposed in the NPRM that consumers are protected against an “over-supply” of individuals with postsecondary credentials is not supported by the data nor economic rationale.  To begin, despite the large expansion of the for-profit sector in higher education and occupationally specific training at other institutions (nearly tripling from 673,000 to 1.8 million students between 2000 and 2008), the private returns to education continue to grow. Figure 3 plots relative earnings by educatio
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	Figure 3. Relative Earnings by Education, 1973-2009 .
	Panel A 
	Panel B .
	Source:  (Panel A): Lemieux, T. (2008), “The Changing Nature of Wage Inequality,” Journal of Population Economics, 21, 21-48 (Panel B). 
	http://economix.blogs.nytimes.com/2010/05/17/the-value-of-college-2/?ref=business
	http://economix.blogs.nytimes.com/2010/05/17/the-value-of-college-2/?ref=business


	Moreover, this line of thinking is not supported by economic rationale.  The problem is that it fails to properly compare the current income distribution of all workers in the U.S. to the income distribution that would result if the proposed rules are implemented.  In particular, even if earnings of individuals with higher education fall (or rise less steeply) in the future under the current system due to an increase in supply of workers with at least some postsecondary education, this increase in supply re
	3. Eliminate Low Quality Educational Programs or Provide Incentives for Improvement. It is hypothesized in the NPRM that the proposed rules will provide incentives for low quality programs to improve and/or reduce prices.  Programs that do not will be eliminated (or, at least eliminated from Title IV eligibility). While these are worthwhile goals, the proposed rules will not achieve them.  Even if they would, the proposed rules are not the most efficient means of doing so. 
	First, as stated above, a more direct mechanism already exists to eliminate low quality programs: accreditation.  Taxpayer resources are better spent ensuring a rigorous accreditation process, rather than spent trying to determine program quality through complex, imprecise, back-door measures.  Moreover, using accreditation as a tool to ensure program quality (as well as protect taxpayers and consumers) avoids the discriminatory nature of the proposed “gainful employment” rules.  The proposed rules would on
	Second, the argument that the proposed rules are needed to improve the quality of educational programs being offered ignores the incentives currently provided in the marketplace for institutions to offer quality programs at competitive prices.  The recent growth cited above in the number of students in the for-profit sector along with a commensurate increase in the number of institutions and programs implies a competitive market.  Thus, the “invisible hand” of competition properly incentivizes institutions 
	Finally, the argument that many for-profit institutions “will adjust prices to attempt to bring programs into compliance” is flawed (75 Fed. Reg. at 43,672).  The assumption that prices in the for-profit sector can be lowered without compromising quality is predicated on a comparison of profit margins and prices of programs at for-profit institutions relative to other institutions. However, the competitive nature of the industry discussed above suggests that economic profits are not high. More importantly, 
	Finally, the argument that many for-profit institutions “will adjust prices to attempt to bring programs into compliance” is flawed (75 Fed. Reg. at 43,672).  The assumption that prices in the for-profit sector can be lowered without compromising quality is predicated on a comparison of profit margins and prices of programs at for-profit institutions relative to other institutions. However, the competitive nature of the industry discussed above suggests that economic profits are not high. More importantly, 
	comparisons of program prices at for-profit institutions and public institutions are flawed since they ignore state and local aid given to public institutions. For example, Table A-2 in the NPRM indicates that the average annual debt for a student obtaining a bachelor’s degree from a for-profit school is roughly $8,000 (§ $31,678/4); it is $3,100 at a public school (§ $12,321/4). Yet, public schools also receive at least $7,000 per full-time equivalent student in state and local aid according to figures 1 a

	–
	–
	–
	 and not even mentioning the fact that for-profit schools must pay corporate taxes for which public institutions are exempt – the for-profit school is already operating with less revenue per student than public institutions.  It is simply not reasonable to expect for-profit institutions to lower prices if the proposed rules are implemented and continue to offer quality programs. 
	6


	V.. 
	V.. 
	CONCEPTUAL PROBLEMS WITH THE PROPOSED MEASURES OF GAINFUL EMPLOYMENT 


	The proposed rules purport to measure gainful employment using two metrics: one based on debt-to­earnings (where earnings may represent annual income or discretionary income) and one based on repayment rates.  Even assuming such metrics could measure gainful employment much less “preparation for gainful employment,” both metrics are conceptually flawed. 
	Let us focus on the first measure, debt-to-earnings.  To evaluate this measure, it is very helpful to understand the classical economic model of investments in education.  The model is extremely useful in clarifying the exact nature of the costs and benefits of educational investments, as well as the relevant time horizon over which these costs are incurred and the benefits are accrued. 
	7

	In the classical model, individuals undertake an investment in postsecondary education if the lifetime benefits more than offset the short-run costs.  For now, let us measure the lifetime benefits as simply the difference in earnings associated with the postsecondary investment; as discussed below, the benefits to schooling are much more extensive than differences in earnings.  The costs reflect not only the monetary costs of the investment (tuition plus interest), but also the opportunity cost of the inves
	8

	This comparison is illustrated in figure 4, where H represents the annual direct costs of the investment, wHS represents annual earnings with only a high school diploma, wPS denotes annual earnings with the postsecondary investment, the investment is undertaken immediately after high school (at age 18), and T is the length of the program.  While the student is in the training program, the costs accruing are H, the HS, the earnings foregone while participating in the training program. The entire rectangle co
	direct program costs paid by the student, plus the area above 
	H 
	to the line marked 
	w
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	Figure 4. Classical Model of Educational Investments .
	Figure
	In the figure, several simplifying assumptions are made purely for expository purposes.  First, all workers are assumed to retire at age 65.  Second, wages are assumed to be fixed over one’s lifetime within each education group. Third, individuals are assumed to undertake the postsecondary investment immediately following high school.  None of these simplifications alters the fundamental implications discussed below. 
	The model makes it clear that the benefits to the investment are given by the area between the solid red and black lines, from age 18+T until retirement.  The costs are reflected by the area between the solid black and red lines, from age 18 until 18+T. If the discounted present value of the former is greater than the discounted present value of the latter, it is optimal for an individual to undertake the investment.  Notice that it will be considerable time before the benefits will exceed the costs accordi
	The proposed rules do not evaluate the “gainfulness” of programs by comparing the costs and benefits depicted in figure 4. Instead, the proposed metric uses annual debt-to-earnings ratios for students no more than six years removed from the program and in most cases only three years removed from completion.  Using the Department of Education’s assumed ten-year window on loan repayments, this is equivalent to (i) computing the ratio of the area in the red rectangle to the area in the purple rectangle in figu
	Figure 5. Illustration of Proposed Debt-to-Earnings Rule .
	Figure
	The proposed debt-to-earnings measure is vastly different from the common sense, economic measure of the returns to an investment in postsecondary education depicted in figure 4. Among other differences, the costs of the investments are incurred over a much shorter window than that over which the benefits are reaped; see chart F in the NPRM (75 Fed. Reg. at 43,666).  Thus, comparing one year of costs to one year of returns biases the measure against a finding of gainfulness. 
	It is important to realize that this bias occurs even assuming that the income gap between postsecondary schooling and only a high school degree remains constant over the lifecycle.  In the NPRM, the fact that average differences in income across educational groups are roughly constant over the lifecycle is used to justify the proposed measures focus on only the first six years (see 75 Fed. Reg. at 43,666).  However, the fact that the gaps are constant is not relevant; the relevant fact is that the gap is s
	Beyond the flawed economic rationale for the proposed debt-to-earnings measure, there are other significant issues with the proposed measure based on the annual debt-to-earnings ratio. 
	1. 
	1. 
	1. 
	1. 
	Validity of Income Measure. The proposed rules call for income to be obtained from the Social Security Administration. This measure of income will miss many of the benefits implicitly incorporated PS in the economic model discussed above (see figure 4).  First, reported income will not reflect pre-tax deductions such as health insurance, dependent care allocations, contributions to health expenditure accounts, and contributions to retirement accounts.  Second, reported income is notoriously unreliable as a 
	into 
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	Weber analyze UK tax data and find that reported self-employed income must be multiplied by 1.55 to yield an accurate measure of earnings.  In a U.S. context, Eisenhauer (2008, p. 59) writes: “[B]ecause there is no third-party withholding of their income tax, the self-employed clearly have ample opportunity to evade, especially in light of the low audit probabilities they face.”  A 1994 GAO report concludes that while sole proprietors account for 13 percent of individual tax payers, they account for 40 perc
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	2. 
	2. 
	Failure to Account for the Full Private Returns to Education. The U.S. Bureau of Labor Statistics finds that between 30 and 35 percent of a worker’s total compensation is derived from fringe   Moreover, economists have long recognized that individuals investing in higher education earn greater fringe benefits such as contributions to retirement accounts, subsidized insurance, paid vacations, etc.  As a result, the proposed debt-to-earnings ratio ignores a sizeable component of the private returns to educati
	benefits.
	12
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	Standard estimates of the economic value of additional schooling, based on earnings differences associated with differences in the level of schooling attained, cover only a portion of the total effects of education that are valued by citizens. We first identify a catalog of nonmarketed effects, many of which have been recently studied by economists, and then propose a procedure for estimating a willingness-to-pay value for these effects. Using empirical estimates of the magnitude of a selection of these eff
	Moreover, the “full value” of investments in education must also account for the significantly greater employment stability enjoyed by those with higher education.  For example, the most recent U.S. Bureau of Labor Statistics data finds individuals with an associate degree had an unemployment rate two percentage points lower than those with only a high school diploma (7.7 percent versus 9.7 percent) in August 2010; for individuals with a bachelor’s degree or higher, the unemployment rate was only 5.0 percen
	14 

	3. Failure to Account for the Social Returns to Education. Economists have long recognized the fact that an individual’s decision to invest in one’s own schooling yields benefits to the rest of society. Such external benefits arise from a number of sources, but perhaps the most relevant and immediately felt are the facts that better educated individuals earn higher wages, are more likely to work full-time, and have more stable employment.  As a result, taxes paid by individuals increase significantly with 
	Form

	education. Moreover, as a further consequence of higher earnings and more stable employment, better educated workers are less likely to rely on government transfers (e.g., welfare, food stamps, subsidized school meals for children) and less likely to engage in criminal behavior.   
	4. Failure to Account for Uncertainty. The model presented in figure 4 ignores the fact that lifetime earnings with and without the investment are unknown at the time an individual is deciding whether to undertake an educational investment.  Thus, individuals must compare the expected benefits of the investment to the expected costs (which are also uncertain – though roughly calculated – since they depend on a variable interest rate) to decide if it is optimal to undertake an investment in postsecondary edu
	For instance, let us focus on just one aspect of uncertainty: future labor demand.  Shellenbarger (2010) summarizes the difficulty in forecasting future demand for workers with particular  She notes that even the Department of Labor’s “Occupational Outlook Handbook,” which forecasts the hot jobs over the coming decade, can lead students astray.  She writes: 
	skills.
	15

	The forecasts have limitations. The Labor Department’s macroeconomic model works on two noteworthy assumptions—that the economy will rebound to long-term growth and that there won’t be any more big shocks like the 2007-2008 recession. Thus its forecasts don’t predict the big job-market swings or sudden changes in the supply of workers that can easily happen in a volatile economy.  
	That means you could pick a job from the Labor Department’s ‘fastest-growing’ list when you enter college, only to find the field in a slump by the time you graduate. For example, a 2006 high-school graduate eyeing the government’s 2004-2014 forecast for nursing at that time would have read about excellent job prospects, with ‘thousands of job openings’ predicted because experienced nurses were expected to retire. 
	While that forecast is likely to hold for the long term, the job market for students graduating from college this year is headed in the opposite direction: Thousands of experienced nurses who had been inactive or retired have been re-entering the work force because of the recession. 
	Similarly, a high-school grad in 2000 might have picked computer programming—No. 8 at the time on a government list of fast-growing, high-paying jobs—only to graduate to the aftermath of the dot-com collapse. 
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	 Shellenbarger, S., “What Will Be the Hot Jobs of 2018?” Wall Street Journal, May 26. Accessed online at: . 
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	And finally, no economic model can forecast growth in jobs that are still evolving. While the government’s latest handbook contains a supplement on ‘green occupations’ in emerging industries such as biofuels and wind energy, it has no data on many of the jobs these industries are creating, such as fuel-cell technologists. 
	‘Right now, all the projections we have are about a world that existed’ in the past, says David Passmore, director of The Pennsylvania State University’s Institute for Research in Training & Development. ‘We are sitting on the precipice of the next big transformation’ in energy production, ‘and no one in the occupational-projections area knows how to handle that.’ 
	Underscoring this point, Lacey and Wright (2009, p. 98) state:  
	In projecting occupational growth and decline, BLS makes assumptions about the size and makeup of the labor force, the size of the economy, demand for goods and services, and other factors that affect levels of employment. Changes in laws, business and consumer preferences, and technology may alter the BLS projections over time.
	16 

	Despite the difficulty in forecasting future labor demand, the proposed metrics concerning “gainful employment” do not allow such uncertainty.  Thus, educational programs will be penalized based on the current labor market situation for graduates.  This is especially problematic if the long-term employment prospects in a profession exceed current employment prospects.  For example, despite the current labor market for nurses mentioned in the quote above, few would advocate eliminating nursing programs today
	5. Arbitrary Usage of Summary Statistics of Distributions. The proposed measures of debt-to­earnings ratios are based on the median annual loan payment of program completers, but average annual earnings of program completers.  This inconsistency is discussed briefly, but unsatisfactorily in the NPRM (75 Fed. Reg. at 43,667). We are of the firm conviction that the proposed rules are explicitly designed to have the most adverse impact on the for-profit industry. Support for this conclusion is provided in Figu
	The use of average annual earnings of program completers to construct the debt-to-earnings ratios is also problematic in that it ignores other information in the distribution of earnings among completers.  Specifically, the focus on average earnings ignores the fact that there is substantial variation in earnings even among individuals with the same educational background.  Thus, while a particular educational program may appear to not lead to “gainful employment” using average earnings to compute debt-to­e
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	 Lacey, T.A. and B. Wright (2009), “Occupational Employment Projections to 2018,” Monthly Labor Review, 82, 82-123. 
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	highly variable (and that this variability has increased over time) even within education levels – referred to by economists as within-group inequality – has been consistently documented by labor 
	economists.
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	To be precise, our objection here is not that the use of median versus mean is better or worse when measuring debt or earnings, but rather that the inconsistent usage of the two appears to be for the sole benefit of having the largest adverse effect of the for-profit sector.  Moreover, any metric that uses only a single statistic to summarize a vast distribution of outcomes – whether that statistic is the mean or the median – obscures the diversity in student experiences and outcomes, thereby judging the qu
	6. 
	6. 
	6. 
	Arbitrary Definition of the Appropriate Sample of Students. The proposed debt-to-earnings ratios are based on average income for all program completers regardless of whether they use loans to cover the costs of the program.  However, students incurring debt and those not incurring debt in order to attend a program do not constitute a homogeneous group.  Obviously, they differ in the fact that one group can afford the costs of the program without resorting to loans.  More importantly for the proposed rules, 

	7. 
	7. 
	Arbitrary Inclusion of Private Loans.  The proposed debt-to-earnings ratios measure debt as inclusive of both private and public loans to students. The fact that private institutions are willing to loan money to students to cover (a portion of) the costs of the program reveals valuable information about the “gainfulness” of the educational investment as determined by the private sector.  The proposed metric ignores this market signal.  Indeed, it arguable turns a clear market signal that a program does prep


	The discussion to this point has focused on the proposed debt-to-earnings measure of “gainful employment.”  The measure based on repayment rates is equally, if not more, troubling.  As with the debt-to-earnings measure, there are several issues with the proposed measure. 
	1. Repayment Rates Depend on a Multitude of Factors. Repayment rates reflect not just earnings or employment or, better yet, “gainful employment,” but also other sources of income that are independent of program quality such as family wealth, marital status and spousal attributes, etc.  In addition, repayment rates have been shown to depend on personal attributes and post-graduation life-style choices that have little to do with the economic value of the educational investment.  The crucial point is that th
	The NPRM addresses this point by citing the study by Guryan and Thompson (2010) and interpreting the results from this study as finding that “only about half of the difference in defaults could be explained by student characteristics” (75 Fed. Reg. at   This interpretation is incorrect. The correct interpretation is that the few observable student attributes included in the analysis – 
	43,654).
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	78..  Guryan, J. and M. Thompson (2010), “Report on Gainful Employment: An Executive Summary,” Charles River Associates, March 29. .
	18

	race/ethnicity, gender, program persistence and completion status, Pell Grant receipt, family welfare receipt, parent or own income, and dependency status – explain about half of the difference in default rates. A host of other student attributes – that have nothing to do with the quality of the educational program attended – are not included in the analysis and could possibly explain much of the remaining difference in default rates. Examples include student attributes such as age at matriculation, marital
	For example, while not included in their regression analysis, Guryan and Thompson (2010) document significant differences in age at matriculation, the percentage of single parents, and parents’ educational background of students entering various types of institutions. See figures 6, 7, and 8. 
	Figure 6. Average Age at Which Students First Enroll in Postsecondary Education, 2008 
	Figure
	Source: Guryan and Thompson (2010). Original data from the National Postsecondary Student Aid Study, 2008. 
	However, even ignoring these other student attributes that may differ across students at for-profit and public/private not-for-profit schools and that very well may explain additional differences in default rates, the fact that even half of the difference in defaults (and more than half of the total number of defaults of students from for-profit institutions) can be attributable to student attributes in the study by Guryan and Thompson (2010) implies that the proposed “gainful employment” rules based on rep
	Figure 7. Percent of Students Who Were Single Parents Prior to Matriculation, 2008 .
	Figure
	Source: Guryan and Thompson (2010). Original data from the National Postsecondary Student Aid Study, 2008. 
	Figure 8. Percent of Students Whose Parents Attended at Least Some College, 2008 
	Figure
	Source: Guryan and Thompson (2010). Original data from the National Postsecondary Student Aid Study, 2008. 
	Given the importance of the findings in Guryan and Thompson (2010) in evaluating the proposed “gainful employment” regulation, similar evidence from other studies would be comforting.  Fortunately, Guryan and Thompson’s (2010) findings are not unique; the predictive power of student attributes in statistical analyses of loan defaults has been documented for several decades.  Knapp and 
	Given the importance of the findings in Guryan and Thompson (2010) in evaluating the proposed “gainful employment” regulation, similar evidence from other studies would be comforting.  Fortunately, Guryan and Thompson’s (2010) findings are not unique; the predictive power of student attributes in statistical analyses of loan defaults has been documented for several decades.  Knapp and 
	Seaks (1992) analyze default rates on federal student loans, concluding that student attributes swamped institutional attributes in terms of importance in explaining defaults.  The authors (p. 404) state: 

	Based on a probit model of default for two thousand guaranteed student loans, we find that individual characteristics (including parents’ income, presence of two parents at home, student’s graduation, and student’s race) have a significant impact on default rates, while institutional characteristics (four year vs. two year college, private vs. public, school size, and individual school dummies) have little significant effect. The results imply that proposals to penalize colleges with ‘high’ default rates ar
	premature.
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	Volkwein and Szelest (1995) combine data from three national databases, concluding: 
	Our findings erode the basis for current national policies and proposed SPRE legislation that hold institutions accountable for the loan defaults of former students.  Loan repayment and default behavior can be substantially predicted by the precollege, college, and postcollege characteristics of individual borrowers . . . . In both populations (all borrowers and proprietary), we find virtually no evidence of a direct link between default 
	behavior and type of institution or higher degree offered.
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	In a subsequent study, Volkwein et al. (1998) explore more deeply differences in student loan default rates across racial groups. Again, the authors (p. 224-5) find little role for institutional characteristics in explaining these differences: 
	Despite the demise of in loco parentis, colleges and universities are widely believed to exert considerable influence on the personal actions of their students, not only while the students are on campus pursuing their degree programs, but also after they cease attending the institution and leave the campus. Current student loan policy and national legislation is based substantially on this belief . . . .  [W]e find only modest evidence that type of institution attended has an impact on student loan default.
	behaviors.
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	In line with these findings, Flint (1997) provides an in-depth review of studies conducted to that time.The author finds that many studies fail to find any effect of postcollege income on the probability of default. Thus, the very premise of the proposed use of default rates to measure the quality of educational programs is flawed given the, at best, tenuous link between postsecondary earnings and repayment rates. 
	22 

	Moreover, the author (p. 342-3) performs his own analysis of default, and finds: 
	Though student background characteristics are strongly related to default, very little additional predictive success is contributed by any of the blocks of variables entered after student background characteristics . . . . Two blocks of variables make no significant contribution to the performance of the model: institutional choice and exit counseling characteristics. Thus, none of the variables within those blocks – including institutional sector, selectivity, enrollment, exit counseling sources and timing
	In sum, a number of studies have assessed the relative importance of student versus institutional attributes on default rates. The totality of the evidence indicates that student characteristics swamp institutional variables in terms of predictive power 
	2. 
	2. 
	2. 
	Failure to Account for Post-Default Repayment. Volkwein et al. (1998) find that two-thirds of students who defaulted on their student loan in the 1987 National Postsecondary Student Aid Study resumed payments on their loans, and almost one-third had completely repaid the loan.This astounding fact implies that reaching firm conclusions on the quality of educational programs based on default rates at a particular point in time is premature and unwarranted.  As suggested in the model depicted in figure 3, only
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	3. 
	3. 
	Failure to Account for Uncertainty. As in the preceding discussion regarding the flaws in the debt-to-earnings ratio, investments in education are undertaken despite the fact that future benefits (due to economy-wide shocks and individual-specific shocks) and costs (due to variable interest rates) are uncertain. While the decision to undertake an investment may be optimal at the time the decision was made, as with any investment, there is risk.  As a result, default may occur due to unforeseen “shocks” (e.g


	In sum, the proposed “gainful employment” rules are deeply flawed.  Most importantly, they do not measure the realized economic costs and benefits of educational investments, and they especially do not measure the expected economic costs and benefits of educational investments at the time enrollment decisions are made.  They possess very little connection to whether students have secured, or more importantly whether they have been prepared to secure, gainful employment in a recognized occupation. 
	VI.. PROPOSED DEFINITION OF GAINFUL EMPLOYMENT WILL HAVE UNINTENDED CONSEQUENCES 
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	Many of the goals of the proposed rules are laudable. However, any change in the rules must consider the incentives created.  Edward Glaeser, an economics professor at Harvard University, recently echoed this sentiment: 
	Perhaps the single most important policy-related insight in economics is that changes in 
	policies lead to behavioral responses . . . . [I]nterventions that create an offsetting 
	behavioral response can push the world in the wrong 
	direction.
	24 

	Unfortunately, the proposed rules are likely to have unintended consequences and “push the world in the wrong direction.” 
	First, the proposal will result in many quality educational programs no longer being eligible for Title IV funding. Programs that are “gainful” in terms of providing combined private and social returns that outweigh the costs will be ruled ineligible for Title IV funds if the “benefits” considered by the proposed rules do not outweigh the “costs” considered by the proposed rules (see figure 5). In addition, as discussed above, the proposed rules judge the “gainfulness” of programs in hindsight, ignoring the
	Second, the proposed rules will have dire consequences for the racial and gender composition of students enrolled in postsecondary programs.  As discussed above with respect to determinants of student default rates, the proposed measures of “gainful employment,” as flawed as they are, confuse “low quality” programs with financial outcomes of high-risk and nontraditional students that are largely determined by choices and factors that are beyond an institution’s control.  In the study by Guryan and Thompson 
	25

	Furthermore, the link between the “gainful employment” measures and student attributes is not confined to the repayment metric.  Women and minorities have historically earned lower labor market returns to education investments, and women are more likely to exit the labor force for family reasons.  Thus, programs with a higher concentration of female and minority students are less likely to meet either of the proposed “gainful employment” measures. 
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	For instance, Bailey et al. (2004, p. 7) write: 
	The pattern is unmistakable: Employment outcomes improve as individuals complete more years of education. For example, sub-baccalaureate students are more likely to be employed, work full-time, and have higher pay rates than high school graduates. However, at similar levels of education, men enjoy a clear advantage over women. At the sub-baccalaureate level, nearly 97 percent of men are currently employed whereas 85 percent of women are. In terms of pay rate, sub-baccalaureate men earn $3 more per hour than
	women.
	26 

	With respect to race, the authors (p. 10) state: “Black men earn on average 38 percent less than white men irrespective of level of education.”   
	More recent data confirms these findings.  According to the U.S. Bureau of Labor Statistics (“BLS”), “In 2009, women who were full-time wage and salary workers had median weekly earnings of $657, or about 80 percent of the $819 median for their male counterparts.”  In terms of racial differences, the BLS reports: 
	27

	Hispanics and Blacks have considerably lower earnings than Asians and Whites. In 2009, the median usual weekly earnings of full-time wage and salary workers were $541 for Hispanics and $601 for Blacks, compared with $757 for Whites and $880 for Asians. The earnings of Black men ($621) and Hispanic men ($569) were 65 and 60 percent, respectively, of the earnings of Asian men ($952). Among women, the median earnings of Black women ($582) and Hispanic women ($509) were 75 and 65 percent, respectively, of the e
	28 

	In light of these statistics, institutions are likely to shift the composition of students toward a higher concentration of white males.  The adverse effect on college enrollments for minorities is particularly troubling since these groups already significantly lag behind whites. Figure 9 displays trends in college enrollment rates for whites, blacks, and Hispanics age 18-24.  The figures indicate that whites are roughly ten percent more likely to attend college than either minority group.  Moreover, it was
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	Figure 9. Percentage of 18-24-Year-Olds by Race and Educational Attainment. .
	Figure
	Panel A (Whites) .
	Figure
	Panel B (Blacks) .
	Figure
	Panel C (Hispanic) 
	Source: Fry, R. (2009), “College Enrollment Hits All-Time High, Fueled by Community College Surge,” Pew Research Center, October 29. 
	Finally, as discussed above, the proposed rules are likely to increase income inequality in the U.S. by limiting the postsecondary educational opportunities of individuals due to the displacement of the 16,000 to 30,000 students that will not enroll elsewhere (as conceded in the NPRM) and the 69,000 to 126,000 students that we do not believe will enroll elsewhere (as discussed previously).  The resulting increase in the relative supply of workers with only a high school diploma will depress earnings for thi
	VII. CONCLUSION 
	In conclusion, the proposed rules regarding “gainful employment” are flawed on many grounds.   
	Conceptually, they fail to consider the proper counterfactual when designing the metrics and evaluating the pros and cons of the proposed rules. In terms of the metrics, “gainfulness,” even assuming it can be properly measured by repayment and debt-related statistics, is not measured in the NPRM based on a complete characterization of the costs and benefits to not only the student, but also society, over a student’s lifetime.  In terms of the costs and benefits of the proposed rules, many salient factors ar
	Conceptually, they fail to consider the proper counterfactual when designing the metrics and evaluating the pros and cons of the proposed rules. In terms of the metrics, “gainfulness,” even assuming it can be properly measured by repayment and debt-related statistics, is not measured in the NPRM based on a complete characterization of the costs and benefits to not only the student, but also society, over a student’s lifetime.  In terms of the costs and benefits of the proposed rules, many salient factors ar
	increase in the supply of credentialed workers are discussed, there is no evidence of any over-supply of such workers, and even if there were, the proposal fails to address the ramifications of addressing any such over-supply for non-credentialed workers. 

	Aside from conceptual issues, the proposed rules are inefficient and likely to have unintended consequences. First, the proposed rules discriminate against the for-profit sector and certain other programs, are needlessly complex, and are burdensome to the industry and the government.  In essence, the proposed rules attempt to reinvent the wheel, but manage only an inferior version.  What is the wheel that currently exists to achieve the goals the Department of Education seeks? Accreditation. This is the mos
	Second, due to the fact that the metrics are tangentially related to program quality, the proposed rules will eliminate many quality educational programs.  This, at best, weak relationship between the proposed measures arises from the failure of the Department to account for the wide range of student experiences after completing schooling, the impact of a whole host of student attributes on repayment rates, and the effects of volatility and uncertainty in labor demand.   
	Finally, the proposed rules will fundamentally alter the composition of students undertaking postsecondary investments.  Women and minorities, groups that have made enormous strides in enrollment over the past several decades, would suffer disproportionately as a result of the proposed changes due to their lower labor force participation rates and returns to education. 
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