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Introduction

On July 26, 2010 the Department of Education released a Notice of Proposed
Rulemaking (“NPRM") in which il outlined a proposed “gainiul employment” rule. Thatrule
would make for-profit postsecondary education programs’ eligibilily to receive Title IV aid
dependent on a formula based on a debt-lo-carnings ratio and a repayment rate defined by
the Department in that same NPRM.

Of central importance to any analysis of the proposed gainful employment rule is its
impact on students - its effect on the number of students who will receive postsecondary
ecducation. This is not the only question important to an assessment of the wisdom of the
proposed rule. Whether the rule identifies programs that are and are not imparting benefits
to its students is of first-order importance as well. But, the potential impact on students’
access to postsccondary education—oflen referred Lo as "unintended conseguences” —
should be central to any assessment of the proposed gainful employment rule. “Intended”
or "“unintended,” the result will be the same—fewer student postsecandary educational
opportunitics and graduates.

(n Seplember 9, 2010, we submitted a public comment in response to the July 26,
2010 NPRM regarding gainful employment. In that public comment, we presented an
analysis in which we estimated the number of students who would not go to college over
the next decade as a result of the gainful employment rule if it were implemented. The
predictions from that analysis were based on our estimates of the fraction of programs that
would be deemed ineligible or restricted by the proposed rule if programs did not adjust to
the rule, and on various alternative assumptions we made about the fraction of students
who would {ind a way to attend a program if the program {or which they were destined was
deemed ineligible or restricted.” The scenarios we present in our public comment that we
consider likely involve anywhere from 25 to 50 percent of students in ineligible and
restricted programs finding a different program to attend.

In the NPRM, the Department of Education presents a similar analysis of the impact
the rule might have on student access to postsecondary education, The Department's
estimates of the fraction of programs that are likely to be deemed ineligible and restricted
are similar to our own, if slightly higher. However, the Department’s assumption regarding
the fraclion of potentially impacted students who find a different program to attend (which

- Throughout, when we refer to students who would have attended restricted programs, we mean
the students whose attendance is denied because of the restrictions on enrollment growth.



» Third, it is not clear that the existing similar programs would be willing or able to
increase capacity to accept the students who would have attended the ineligible
program. The closed program is ineligible at least in part because of the
charactleristics and choices of the students it served. Accepting students with high
debt amounts and low measured repayment rates may cause the alternative
program to become ineligible itself.

¢ Fourth, itis unreasonable to expect new programs to open specifically to absorb the
displaced students. A program offered by a different institution in the same labor
market and area of study, and which served the same students as the ineligible
program, would itself be at high risk to be deemed ineligible according to the gainful
employment rule. We expect that other schools would see the failure of a
compelitor and avoid replicating that program.

Estimaling the availability of substitute postsecondary programs

We use data from the 2009 IPEDS Lo identify the number of potential substitules for
cach for-proiit program. The [PEDS collects information, including data on enrollment and
awards granted, at all postsecondary institutions in the 1.5, that receive Title 1V federal aid.
The IPEDS also includes the address of each school, including the zip code. We deline a
program hased on the [ull (i.e, 6-digit) Classification of Instructional Programs (C1P) code
and program length, crossed with a unitidentifier, which in practice is typically a campus
location. In other words, if al a particular campus a school offers a one-year certificate
program, a two-year Assoclate’s degree program, and a 4-vear Bachelor's degree program,
all with in the same CIP area of study, these are considered three different programs. When
we consider allernatives Lo that program, we include programs from a wider range of C1P
codes, as described below, but not programs of different lengths, With regard to the latter,
we believe it is unreasonable to expect restrictions on a student’s choices to induce
attendance ata longer program (i.e. to induce more schaooling), and [or many students
sharter programs would not oifer the credentials required by the profession that would
have drawn him or her to postsecondary education.

Given the limitations of the fields included in the IPEDS data, the analysis that
follows relies on definitions of alternative programs that are tied to the physical location of
the program and does not consider programs that are entirely online (i.e., have no
requirements that students come to a physical location). OQur analysis does consider the
existence of programs that combine on-location classes with online classes. While entirely
online programs would in theory always be an alternative for a student, it is unclear
whether these programs would be offered in all subject areas, and whether these programs
would be considered by students who do not have ready access 1o a compuler or reliable
internel service. Alseo, given the differences we find between the assumptions in the NPRM
and the estimates using IPEDS, it seems unlikely that entirely online programs are prevalent
enough Lo explain anything but a fraction of the necessary availability of alternative
programs,

For our analysis, we constructed a data set of every program listed in the 2009
IPEDS, regardless of sector (i.c., including private for-profit, private not-for profit, and
public) or program length. From these data, we focus our analysis on the subset of
programs that are at for-profit institutions. This group includes 7,827 programs that are
less than 2 years in length, 5,060 2-year programs, and 2,225 4-year programs. For each of



These projections assume that all students with available substitutes will attend one
of the substitutes. Ifstudents are not able or willing to atlend an available substitute then
these impacted estimates should be adjusted upward. Therefore, the impacted projections
presented here can be considered a lower bound on the number of students impacted

through 2020.

Table 1

Percent of Students at For-Profit Programs with at Least One Alternative

{Program within the Same Full CIP Code and 5-digit ZIP}

Students
with
Alternatives
Total at the
Number of Same

Program Length  Programs School

Percent of
Students

with

Far-Profit
Cutside
Alternatives

Percent of
Siudents
with
Community
Coliege
Alternatives

Percent of
Students
with Any
Qutside

Alternatives

Percent of
Students
with Any
For-Profit

Alternatives

Percent of
Students
with Any

Alternatives

{1

Less thar 2 Years 7877 CC%
2 Yuoar 5,060 Co%
4 Year 2,225 C.C%
Overail 1R 117 C.0%

NEIN Assumptions (Muw Stazents):

Scenatio 1 40.0%
Scunaiv £ 50.0%
Scenatio 3 25.0%

{2

7.4%
1.7%
1.3%
4 5%

43.7%:
31.8%
55.6%

3

1.7%
4.6%
0.0%

2.4

4. 7%
3.4%
6.0%

{4)

9.5t
T.4%
3.9%
8. 0%

55.0%
A0.0%
70.0%

{5t

T LAY
1.7%
1.3%

4 6%

85.0%:
90.0%

Bh 0%

&

9.5%
7.4%
3.8%
8.0%

95.0%
90.0%
95.0%

Source: 2008 IPEDS.

hore Programs are detned as a campus, CIP Ceds, ang prog=m lergtn. NPRM assumptions are for irstitutions with Mulziple
Programs. Transfer azsemptions to Commurity Colleges were caloulated usirg a weighted average of 4-year, 2-year, and less

than 2-yuear programs waighied by degrees granted from (PEDS.

Table 1 shows the percent of students at for-profit programs for which thereis at
least one substitute of various types. The table restricts attention to programs with the
same {ull 6-digit CIP code and that are in the same 5-digit zip code. The first three rows of
the table each correspond to a different program length: less than 2-year, 2-year, and 4-year
programs. The overall line is calculated as the weighled average of the program length

eslimates.

= Column 1 shows the fraction of students at programs with alternatives at the same
school. Because this table only considers programs Lo be similar if they arc
calegorized with the same full CIP code, by definition there are no alternatives

within the same school.

s Column 2 shows the percent of students at programs for which there is an

alternative at a different {or-profit college in the same 5-digit zip code. Among for-
profit certificate programs, only 7.4 percent of students are in programs for which
there is at least one other for-profit college that offers a program in the exact arca of
study and in the same 5-digit zip code. For 2- and 4-year programs, less than 2

L)



Putting the estimates into perspective:

Compuaring with assumptions in the NPRM

]

The row labeled “overall” in Table 1 presents an estimate of the
. proportion of students in programs with available substitutes regardless of

; program length, These values are directly comparable to the assumptions
made in the NPRM. Based on the availahility of substitutes at the full CIP
code and 5-digit zip code level, the assumptions made in the NPRM are in
many cases over ten times higher than the estimated number of
reasonable substitutes we find using IPEDS data.

Overall, this translates to a difference in projected student
impact through 2020 of around 2,000,000 students (sce the Summary
table at the end of this report) that the Department assumes will
remain in education, but for which we find no evidence of reasonable
alternatives in the same program and 5-digit zip code.

Broadening the definition of “similar” programs

[n tables 2 and 3, we progressively broaden the set of programs that we consider to
be close enough in subject matter that displaced students might still be willing te switch
rather than drop out of higher education.

Table 2

Percent of Students at For-Profit Programs with at Least One Alternative
{Program within the Same 4-digit CIP Code and 5-digit ZIP)

Students Percent of Percent of
with Students Students Percent of Percent of
Alternatives with with Students Students Percent of
Total at the For-Profit Community with Any with Any Students
Number of Same Qutside College Outside Far-Profit with Any
Program Length  Programs School Alternatives Alternatives _Alternatives Alternatives  Alternatives
{n (2) (3) (4 {5) (6}
—esy than 2 Y cars 7827 30.2% 11.6%: 37 15.8% 38.2% 41.4%
2 Year 5,060 15, % 4.3% 2.1% 14.1% 18. % 25 B%
4 Year 7725 16.6% 1.6% 0.0%: .4% 18.7% FEY
Owerall 15,112 2345 7T & B%: 13.8% PR 33.3%
NERM Assumptions (New Students):
Soenario 1 40.0% L3T% 4.7% 55, 0% 85.0%: 95 0%
Scenaro 2 50.0% 3" B% 3.4% 40.0% 20.0% 90.0%
Scenant 3 75,05 50 6% G 0% F0.0% Gh.C'% 95.0%

Source: 2002 IFEDS.

Mote: Pregrams are defined as a campas, CiF Cote, ard program lergth. NFRM assurpicrs are fo7 [1stitulicrs with Modtiple
Frograms.  Transter assumptions to Community Colleges were calculated using a weightea avwerage of 4-year 2-year. ard less

than ?-year pregrams weightea oy degrees grantes from IPEDS

In table 2, we consider the fraction of for-profit students for which there are
alternative programs within the same 4-digit CIP code:



Table 3 considers the availability of programs within the same 2-digit CIP code, a far
broader definition of similarity in subject matter. Defined this broadly, the fraction of
students for which there is an alternative program within the same school is more in line
with the assumptions in the NPRM.

It ix notable that the NPRM assumes that students will choose to switch subject
matter so broadly - across 4-digit CIP codes, but within the same 2-digit CIP code.
However, even with this very broad 2-digit CIP code definition of subject matter
similarity, far fewer students have alternatives at other for-profit schools than the
NPRM assumecs.

The 2-digit “Health Professions and Clinical Related Sciences” CIP (51) illustrates
the breadth of the programs at the associate’s level contained therein, including: dietician
assistant, massage therapist, medical illustrator, medical insurance coder, surgical
technician, EMT, mental health counselor, medical transcription, vccupational therapist,
oplometric lechnician, licensed practical nurse, and medical radiologic technician programs.

Tabie 3
Percent of Students at For-Profit PFrograms with at Least One Alternative
{Program within the Same 2-digit CIP Code and 5-digit ZIP}

Students Percent of Percent of
with Students Students Fercent of Fercent of
Alternatives with with Students Students Fercent of
Total at the For-Profit Community with Any with Any Students
Number of Same Outside College Qutside For-Profit with Any
Program Length  Frograms School Alternatives Alternatives _Alternatives Alternatives  Alternatives
4] 2 3 {4} (5 {6}
Loss t1an 2 Yoars 7 Ay B1.25%: 17.3% T.2% 20.4%, 56.9% 69.9%
2 Year 5.060 38.5% 840 12.5% 24.5% A3 A% 49.9%
4 Year ] 46,13 3.8% C.Cf% 12. 7% 48 £% 53 4%
Cherall 15,172 51.3%: 12.3% &.0% 2348, 565.7% 50.8%:
NPRN Assumziions (New Studants):
Soonang 1 40.0'%: 43,74 4.7 55 0% 95 0%: 95.0%
Scenaria 2 50.0% 31.8% 34% 40.0% a0.0%: 30.0%
Scenario 3 25 0% 55.6% 6.0% £0.0% 95.0% 95.0%

Source’ 2008 [PCDS.

Nole: Programs are defined as a campas, CIP Code, and program length. NPR' assumpticrs are for Instituticns with Muitiple
Frogars  ransfer assumptions to Community Ccelleges were calcuiated usirg a weighted average of 4-year, 2-yesr. and less
tnan 2-year cregrams weighted oy degrees granied fiom 1PEDS.

Column 2 shows that even with this broad definition of subject matter similarity,
there are far fewer for profit substitutes available than the NPRM assumes. Only
approximately 12.3 percent of for-profit students have a program at a different for-profit
college in the same 2-digit CIP and in the same zip code. The same is true for 17.3 percent
of certificate students, for fewer than 9 percent of for-profit Associate’s depree students,
and for fewer than 4 percent of for-profit Bachelor’s degree students.  These numbers can
be compared with the fraction of displaced students assumed in the NPRM to transfer to a



Table 4
Percent of Students at For-Profit Programs with at Least One Alternative
{Proegram within the Same Fuli CIP Code and 3-digit ZIP)

Students Percent of Parcent of
with Students Students Percent of Percent of
Alternatives with with Students Students Percent of
Total at the For-Profit Community with Any with Any Students
Mumber of Same Quiside College Quiside For-Profit with Any
Pragram Length  Pragrams Schaal Alternatives Alternatives Alternatives Alternatives Alternatives
1 {2} {3 {4} {5 {6}
258 thar 2 Years 7827 0.0%, 3B B% 29.0% S8, 2% 3B.8% 56 7%
2 ¥ear 5,080 0.0% 18, /% 29.0% 45 1% 16.75%: 45 1%
4 ¥ear 2725 0.0% 21.3%: 0.0% 47 3% 21.3% 4/.3%
Ouersil 15,112 0.0% 2B B% 24.7% 51.2% 28.8% E1.2%
NPRN AssLmpticns (New Stucents):
Suenario 1 &0.0% 43.7% 4.7% 55.0% §5.0% £5.0%
Suenario 2 50.0% 31.8% 3.4% 40.0% &0.C%, 80.0%:
Scanadin 3 25.0% 58.6% 5.0% 70.0% 40.0% 95.0%

Source: 7009 IFEDE.

Mgte Fregrams are detned as a campus, CIP Code, and program length. NPREM assumptions are for Institaticns witn Maltipte
Programs. Transfa- assumptions to Community Celiages were calzuiated using a weightea awerage of 4year. Zyeas, ano lass
than 2-year orcgrams weighteo oy degress granted fom IPSDS.

Table §
Percent of Students at For-Profit Programs with at Least One Alternative
(Program within the Same 4-digit CIP Code and 3-digit ZIP})

Students Percent of Fercent of
with Students Students Percent of Fercent of
Alternatives with with Students Students Percent of
Tatal at the Far-Praofit Community with Any with Any Students
Wumber of Same Qutside College Qutside Far-Profit with Amy
Frogram Length  Frograms School Alternatives Alternatives Alternatives Alternatives Alternatives
{1 {2) {3 {4 {5} (6)
Less than 2 Years ;827 30.7% 50. % 48.9% fE f% B2 1% £1.0%
7 Yaar 5,060 155 37.0% 55.B% T7.A% 40.8%: ¥5.8%
&Y ear 7775 16,65 29.4% 0.0% BZ. 3% AL.BY 54, /5%
Owerall 1512 23.4%: £7.3% 44.5% 72.8% 51.9% 6. B
MR Assuriptions (New Studanis):
Scenanio 1 AD.0% 43. % 4. % 55.0% 95.0% &§5.0%
Scenarno ? 50.0% 3.8, 348 AD.0%% a0.0% 90.0%
Scenaro 3 25.0%: 505.6% 5.0% 70.0% 95.0% 95 0%

Saurce: 2009 IPEDS.

fate: Programs are defined as o campes. C:F Coce, ana program ‘ength. WPRM assumptions are tor [9stitutions with Mullipie
Frograms.  Transfer assumplions to Community Colleges were caiculatee using a weighted average of 4-year, 2-year, ana |g53
thar. Z-year prograTs weigited by cegrees granted from iPHDE.



Table §
Percent of Students at For-Profit Frograms with at Least Cne Alternative
{(Program within the Same 2-digit CIP Code and 3-digit ZIP)

Students Percent of Percent of
with Students Students Percent of Parcent of
Alternatives with with Students Students Fercent of
Total at the For-Profit Community with Any with Any Students
Number of Same Outside College Cutside For-Profit with Any
Program Length  Programs School Alternatives Alternatives Alternatives Alternatives Alternatives
{1} 2 (3 {4 (5] (6}
| esz than 2 Years JB2y 51.2% £4.6% 74.4% 0. 2% 82.1% 54 4%
2 ear 506 3B.3% 47 T TH.A% 85.2% B85.8% 92.3%
4 Year 2,225 46.1% 41.3% 0 0% 82.3% E7 5% 89 B3
Quenall 15,112 51.3% R5.5% E3.8% 88.7% 74 8% 33.0%

N=RM Assurmptions (Mew Stadents!:

Scerario * 40.0% &5 % 4 T% 55 0% 95 3% 35.0%
Scerario 2 50.0% 3. 8% 3.4% 40.0% o90.0% $0.0%
Scerario 2 25.0% S5 6% E.0% {0.0% 95. 0%, G5 0%

Source: 2029 IPEDS.

Mote: Programs are defred as a caTous, CIP Cede. ard pregra length N2RM assumpticrs are for Institutions with Mulliple
Programs. T-arsor assampticns te Commurity Colleges were calculates using a weghtez awerage of 4-year, 2-year, and less
than 2-year pragraTs weighled by degrees grarted from IFE2S.

Even with this overly broad definition, only about 75 percent of students overall,
and about two-thirds of students in 2- and 4-year for-profit programs have any {or-profit
alternative. Itis only when this broad definition is used and community colleges, 4-year
public and private not-for-profit colleges are considered viable alternatives are the
estimates in line with the assumptions in the NPRM. Perhaps in recognition of the capacity
and resource constraints facing the nation’s community colleges in the coming years, and of
the difference in admissions standards at public and private non-profit 4-year programs,
the NPRM does not rely as heavily on schools from these sectors Lo abserb displaced for-
profit students as the estimates in cclumn 6 do. For example, whereas the NPRM assumes
that between 3.4 and 6.0 percent of students would shift to community colleges, the
estimates in column 6 rely in part on the existence of community collepe allernatives for
63.9 percent of students. Without relying on schools from other sectors, the estimates in
table 6 show a significantly smaller prevalence of substitute programs (74.6 percentin
column 5) than the NPRM assumes (S0 to 95 percent).
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Summary Table
Projected Number of Students Displaced by the Gainful Employment Rule Under Various Scenarios

Number of
Students Number of Number of
with no Students Students Number of Number of
Alternatives with no with no Students Siudents Number of
atthe For-Profiy Community with no with no Students
Same Outside Cottege Cutside For-Profit with no
Alternative Program Definition School Alternatives Alternatives Alternatives Alternatives  Altarnatives
T 2) @) 4) 5} i)
Tamie 1 - Full CIF Code, 5-Digit Zip Code 2 358,426 2,259,550 2,311,018 2179331 2,259,550 2,173,33
Tawle 2 - 4-Digit CIP Code, 5.D:gh Zip Code 1 814,771 2,186,819 2,258,859 2.035.104 1,688,209 1.579,684
Taule 3 - 2-Digit CIP Code, 5-Digit Zlp Code 1 152 BEE 2,076,084 2,178,721 t.814.385 1,037,399 529,199
Tanle 4 - Full CIF Cede, 3-Digit Zip Gode 2,365 428 1,686,552 t, 782,965 1,156,578 1,688,552 156,578
Taple 5 - 4-Digi CIP Code, 3-Digt Zlp Code 1814771 1,350,265 1,313,480 549.631 1,445,133 550,345
Table € - 2-Digit CIF Cede, 3-Oigit Zp Code 1,152,656 1.054 258 854,051 267,451 602,351 165 B30
NPR Assumotions (New Stugents )
Scenaric 1 1,421,056 1.333.424 2,257,410 1,065 752 118,421 118 421
Scenaric 2 1,184,213 1,845 267 2,287 900 1,421,056 236,843 236 843
Scenaric 3 1,776,320 1,051,581 2,226,320 710,528 118,421 118,421

Source: 2008 PEDS.

Note:; Programs are defined as a campus, CIP Code, and oregram tength. NPRM assumptiors are for mstitutions with Muitiple
Programs. Transfer assumptions to Comunity Celeges were calculated vsing 7 weighted average of 4-year, 2year, and fess
than 2-year programs weighted by degrees granted fom IFEDS.
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There is also considerable variation in the difference between the twe measures, in
part due to the smaller sample sizes in the Missouri data. To the extent that our
carnings estimates arc higher than what would be used in practice, our estimates
understate the likely impact on for-profit programs and students, possibly
sipgnificantly.

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 conscrvative but reasonable assumptions are used, the impact on students
could be significantly higher. For example, one reasenable set of assumnptions yields
estimates supgesting that more than 2 million fewer students would enter
postsccondary schoeling over the next decade as a result of the propesed rule. This
would include more than 1.3 million female students, more than 360,000 non-
Hispanic black students, and more than 330,000 lispanic 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-inceme students. We hope
that all of these cffects on students will be viewed in light of the President’s
commendable call to produce 8 million more collepe graduates over the next
decade, the increased importance of postsecondary education for economic well-
heing, 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.

Basecd 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.



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 henefits) 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. 1If the
costs arc larger than the benetfits, she should end her schooling and begin working

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 hoth students.
Since the unsubsidized interest rate charged on studentloans 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 definitien come from pocrer 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 educatien
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 ahility 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 anes who would henefit 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 o cover part, or all, of
their living cxpenses.

3 While it is necessary to consider as a cost Lthe interest she does not earn on the money she takes out
of saving to pay luilion, 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.



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. 1f 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 schoo! 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 simpie 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 IVloan. Ata
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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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 ail
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 cof some borrowers and
especially of studentloan 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 outis not
commenly 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
inte 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 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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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

Pudlic Instinciors Not-Far-Profit Institutions T R g Pratt et tions
Year T ctal WEl Fomale Taotal Wale Ferrale Total Wal= Fermale

Percent Completing Bachelor's Degrees Within 4 Years Affer Start

1834 Cohort ZBC 208 303 486 4358 526 218 22.3 21
1837 Cohort B4 211 307 489 44 .4 52.5 ‘9.1 219 1686
‘9398 Cohort 268 214 .2 498 444 53.8 ‘9.9 222 17.5
‘944 Cohart 278 225 324 50.2 4h.4 54.C 221 233 20.4
ZCCC Cohort 250 2348 338 EC.3 46.0 537 257 3C.1 207
ZC0C* Cohort 254 240 333 50.3 482 5. 1.8 22 15.2
Percent Completing Bachelor's Degrees Within 6 Years After Start
“G86 Cehart 517 487 47 B3.° 50.4 85.4 280 280 279
1647 Cohaort 5248 483 85.7 B3.0 60.4 85.1 240 254 22.2
1648 Cohaort G932 4G.2 £6.1 B3.7 508 56.0 245 26.4 225
1699 Cohort 4.1 0.5 57.0 64.0 1.3 56,3 24.1 245 226
2000 Cehort 54.8 213 o277 654.5 651.7 56,7 32.6 358 291
2001 Cehor: 55.0 5.7 578 64 4 G61.4 BE.T 24.5 78 211
2001 Qpen Adrissons . 31.2 274 344 348 328 368 24.8 278 211
Percent Completing Ceriificates or Associate'’s Degrees Within 150 Percent of Normal Time
1493 Cohort 2239 218 242 447 438 457 51.0 43 2 59.1
2099 Cohor: 238 222 248 a0.1 435 E0.7 £9.1 593 5584
2001 Cobort 228 217 24.0 4.8 70 51.9 587 58 8 58.5
2002 Cohort 28 208 225 451 51 47.3 57 56.6 574
2003 Cohrart 28 208 222 4870 486 455 7.2 52.0 56.8
2004 Cohrart 203 19.6 210 4d.4 432 45.4 522 531 58.3

Source: MNational Center for Educaton Statistos

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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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.” 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 cf 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, 19913,
This study finds earnings increases for these high school dropouts of about 18
percent per year of scheoling in 1980, a point in time when the returns te schooling
were significantly lower than they are today.

The highest-quality study that examines the returns toc 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 questtons 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 traditicnal
public universities and community colleges failed to grow to mect 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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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 atford 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, arc
informative. Whether the usc 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 guality studics that do exist do not
sugpest 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
becausc of high costs. We therefore think the large base of academic
rescarch sugpests that the return to for-profit colleges for students receiving
Title 1V aid are likely to be inline 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 collepes.

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.
Onc of these researchers, Stephanie Cellini Assistant Professor of Public
Policy and Lconoemics at George Washington University’s Trachtenberg
Schoo! 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 arc for-profit) colleges. ller
preliminary results also suggest increascs in weckly carnings resulting from
cducation at private (again, the majority of which are for-prefit) 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 1.C,, above. In
addition to these weckly 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 henefit that is above and beyond the increase in earnings among
those with jobs.



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 gocd 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 doliars 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 hecome less available.
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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
Enroliment growth by type of institution through 2007:
5, 10, 20 and 30 years

Private Private
Total Pubiic  Mot-forprofit  For-profit

Tetal percent growth in enrcltment:

30 years £2.08%  5355% 48 2B8% 1700.B7%
20 years 39.78%  32.80% 33.E0%: 438.23%
10 years 25.78%  21.10% 18.80% 225 60%
5 years 5.B5% 5.B0% §.40% 54.60%
Avesage annuat growth rate:

30 years 1.62% 1.44% 1.32% 12.12%
20 years 1.70% 1.40% 1.50% 8.80%
12 years 2.30% 1.890% 1.80% 13.70%
5 years 1.80% t 0% t.80% 14.80%

Source: Digest of Education Statistizcs.

And, during this time of remarkable increases in the returns to higher
education, and of changes in the U.5. 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 enrcllment growth rate in public and private not-for-
profit postsecondary schoels 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 expansicen 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 heen 10.1 percent over the past 30 years. Only this small portion of
postsecondary schocling 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 weuld benefit from
them.
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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 belicve 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 pessible 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 en their individual student records.

We received responses from 308 schools (identified by OPEID’s),
representing approximately 450 campuses, including information on appreximately
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 ferbearance - as well as whether the student
completed her program, and for most students a total loan amount inclusive of
federal, other povernmental and institutional loans. For students for which we only
obscrve federal loans, we inflate the loan amount by 1.47, the ratic of total loans to
federal loans ameng students at for-profit colleges who took out federal loans, as
reported in the 2008 NPSAS.?

These data allow us to calculate most clements of the proposed gainful
employment rule fairly precisely. In some cases, we can calculate inputs inte the
formula more correctly than was dene 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 twoe 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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respective fractions of students in each program have zero loans.!? We calculate the
annual oan 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 ratic 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
reperted 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 preblem with our data, we compare our average repayment
rate with the average repayment rate reported by the Department of Educaticn 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 cur data would be in the ineligible category if the proposed
rule were applied. An additienal 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 categoery, 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 1n the NPRM, the Department discusses the importance of measuring median debt including alt
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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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 sucha
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 enroli,
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 enrol! 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 enroliment. 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. [t also seems unlikely that most students will have
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Table &
Estimated Number of Students Impacted by 2020
Median Loan Based on Graduates
CPS Average Earnings by CIP and Program Length

Mumber of  Mumber of Non- Mumber of

Total Mumber of Fermale Hispanic Black Hiscanic Murber of
Studets Studetts Stugents Studerts Asian Stunents
Year lmpactes impacted Impacted Impacted Imoacted

Assumes - No Program Replacement for inaligibie Pregrams and No Growth for Restricted Programs

211 128,721 85,335 21,863 20,691 5997

2012 173,608 115.774 30.888 28,580 7.759

2013 188,887 125,962 33606 31,085 8442

2014 205508 137,047 36,564 33,831 9,185

2015 223593 148,107 38,781 35,808 9,983

2016 243270 162,228 43,282 40,047 10,873

217 264677 176.505 47081 43,571 11,828

2018 287968 192,037 51,235 47,406 12,870

218 313,310 208,937 55744 51577 14,003

2220 340,882 227,323 50,649 55,116 15,235

Fotal Students impasted 2,368 426 1,580,257 420,803 385723 106,188
Total Stadents mpactes - Assume

25% Certinue in Equcation 1,776,318 1,185,193 315,602 292,292 79.641
Total Stadents mpacted - Assume

50% Continue in Education 1,184,213 780,128 210,402 194 861 53084

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

The estimated numbers of students who would not receive postsecondary
education over the next decade are shown in Table 6. Qur 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 rute. 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 21,000 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 enroliment 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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Table 7
Estimated Mumber of Students impacted by 2020
Median Loan Based on Graduates
CPS Average Earnings by CIP and Program Length

Mumper of  Number of Non- Number of

Tetal Mumber ef Femgle Hispanic Black Eispanic Mumber of
Students Students Students Studerts Asgian Stucerts
Year rpacted Impacted Impacted Impacied Impacted

Assumas - No Pmgram Replacement for ineligitie Programs and No G for Rasficled Pmgrams
Tatal Studenis impactes - Assume $% of Students in Impaczied Frograms Contnue in Education

Assume 0% Reslriciec Programs Smut Down 2368 426 1,580,257 420 803 388,723 106,188
Assume 10% Restrizies Pragrams Snut Dowr 2,654 434 1,773E70 488299 448 584 117 424
Assume 25% Restrizted Programs Shut Down 3,183,445 2,063,788 589 542 £36 827 134,278
Assume 50% Restricted Programs Shut Down 3.988.465 2.547.318 758,282 683,930 162,368
Assume 75% Reslricied Programs Skut Cown 4813484 3,030.849 827,021 831,034 *90.480
Assume 100% Restrictec Frograms Shut Down 5,628,504 3,514,379 1.085,76° 978,138 218 550

Total Studerts impactes - Assume 25% of Students in Impacted Progrars Continue in Educatien

Assume 0% Restricie Programs Saut Town 1,776,319 * 185,183 I 602 2932 792 79,641
Assume 134 Restrictee Prag-ams Shut Down 2,020,825 1.330,252 366,224 335,423 BB,J688
Assume 25% Restricted Programs Shut Down 2.387.584 1,547,841 442 157 402 820 702
Assume 53% Restristed Frograms Shut Down 2,898,849 1,810,489 568,71 512,948 121777
Assume 754% Restricted Programs Shut Down 380413 2273136 595,268 523278 1428458
Assyme T30% Resticted Programs Shut Down 4.221.378 2635784 821,820 733,803 183913

Totat Students lmpacted - Assume 50% of Students 1 Impactes Programs Conlinue in Sducation

Assume &% Restricted Programs Shut Down 1,184,213 790,129 210,402 194,881 53,084
Assume *3% Restricted Frograms Shut Down 1,347,217 B8E.835 244 149 224,282 58,72
Assume 26% Restricted Pragrams Shut Down 4584723 1,603,854 294 771 288,413 87.*39
Assyre 55% Restricted Pragrams Shut Down 1.686.232 1,273.6858 374,141 341 885 81,184
Assume 75% Restricted Programs Shut Dewn 2.406.742 1,515.424 463,511 415547 85,230
Assume 100% Reslricted Programs Shut Dewn 2814252 1,757 *80 £47 880 489.089 108,275

Note: Tne numrber of impacted students assumes that the CCA data is representative of all ‘or-profit schoots.
tnat for-proft schoo's will contrue to grow at B.8% per year {the growtn rate over the last 20 years}, and
tne refative stuttent compaosition does not change durirg this perioc.

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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attract. If this were to occur, it is possible that there could be a disproportionately
large decline in enroliment 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 thatif 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 HL. 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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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 OPLID) 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 pregrams have 5 or
fewer students exiting over this three-year pericd. 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 tegether but with different concentrations are
listed as being in different detailed areas of study.*

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
he 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 te 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 frem year to year. This year-to-year variation is unlikely to be related to the
guality 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 warked 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 werks per week. Without information
on weeks ar 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 sccial security earnings data as
the same amounts. However, the former worker is likely significantly maore skilled,

13 If programs were not divided by campus, the cumulative distribution of program sizes is as
follows: 1-5: 48.5%; 6-10: 35.6%%; 11-25: 65.2%; 26-30: 73%; 51-100: 80.7%; 101-250: 30.9%; 251-
500: 96.1%; »500: 100%.
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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 enrciiment 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 cut 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
propesed gainful employment rules anticipates students will transfer to other
programs. [t is reasonable to expect that when students change programs,
particularly if they enrcll in 2 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 ritles 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 state”
with respect to the measurement of her debt at the institution. It is possible that this
incensistent treatment of prior loans could result in institutions restricting access of
those wishing te meve from a restricted or ineligible program, to an eligible
program within the same institution. This pessible denial of access would not
benefit the student or lead to lower locan burdens.
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Table 10
Average Repayment Rate
by Pell Category

Average of
Percent  Estimated Mumber of
Felt Repaymeant OPEID

Categery Rate Obsenations
0-20% B81.8% 649
20-40° 53 0% 167
40-60% 43.5% 1,33
§0-80% 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 notin 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 guality based on repayment rates and debt-to-income ratios is too
highly correlated with the broader economy for which no institution can predictor
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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If such a calculation were logistically difficuit, 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 1V 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 fer 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 shertcomings (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 twe 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 adepting 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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repayment rate moves dramatically from high to low because it is based on the
experiences of a small number of students. It would be misieading 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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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 pap between college and high
school workers may, therefore, overstate the returns to those on the
margin of poing to college. But that possibility appears not to be the
case.

Recent estimates of the rate of return to a year of schocling 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 educaticnal
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.

Furthermaore, this point docs 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
oif 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 4 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
carnings), that studentreaps the gains in every year. This is true to a lesser extent
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