
 

 

 

  

 

 
 
 
 
The case for a strong accountability system 
for federal postsecondary aid 
_____________________________________________________ 
 

Adam Looney 
The Brookings Institution  

 

 

 

 

 

 

 

 

 

The Brookings Economic Studies program analyzes current 

and emerging economic issues facing the United States and the 

world, focusing on ideas to achieve broad-based economic 

growth, a strong labor market, sound fiscal and monetary pol-
icy, and economic opportunity and social mobility. The re-

search aims to increase understanding of how the economy 

works and what can be done to make it work better. 

 

FEBRUARY 2019 

 

mailto:email@email.com


 

  

 

ECONOMIC STUDIES AT BROOKINGS 

 

  

  

 0   ///   The case for a strong accountability system for federal postsecondary aid 

 

ABOUT THE AUTHORS  

Adam Looney is the Joseph A. Pechman senior fellow in Economic Studies at Brookings and the Director 

of the Center on Regulation and Markets. He is also affiliated with the Urban-Brookings Tax Policy Center. 

Mr. Looney is an expert on U.S. tax policy. 

STATEMENT OF INDEPENDENCE  

The author did not receive any financial support from any firm or person for this article or from any firm 

or person with a financial or political interest in this article. They are currently not an officer, director, or 

board member of any organization with an interest in this article. 

ACKNOWLEDGEMENTS 

Brookings is committed to quality, independence, and impact in all of its work. Activities supported by its 

donors reflect this commitment and the analysis and recommendations are solely determined by the 

scholar. 

 

Support for this publication was generously provided by the Laura and John Arnold Foundation. The views 

expressed are the authors own and do not reflect the staff or trustees of the Brookings Institution. 

 

This summarizes material from a comment to the Department of Education by Sandra E. Black, University 

of Texas; Stephanie Reigg Cellini, George Washington University; David J. Deming, Harvard University; 

Susan Dynarski, University of Michigan; Adam Looney, The Brookings Institution; Jordan Matsudaira, Co-

lumbia University; and Jesse Rothstein, University of California, Berkeley. 
  



 

  

 1   ///   The case for a strong accountability system for federal postsecondary aid 

 

On August 14, 2018 the Department of Education (DoEd) announced plans to rescind the Obama admin-

istration’s Gainful Employment (GE) rules, which tied federal funding to education programs’ ability to 

“prepare students for gainful employment in a recognized occupation.” In response, several prominent 

economists (including Sandra Black of the University of Texas; Stephanie Riegg Cellini of George Washing-

ton University; David J. Deming of the Harvard Kennedy School; Susan Dynarski of the University of Mich-

igan; Jordan Matsudaira of Columbia University; and Jesse Rothstein of the University of California, Berke-

ley) and I submitted a comment to the Department describing the need for and benefits of a strong ac-

countability framework for federal financial aid. We argued that a strong accountability system is necessary 

to protect the investments federal taxpayers make in students and that the Department’s proposal ignores 

a large and growing body of evidence documenting the poor employment and financial outcomes that many 

students experience after enrolling at certain programs. 

 

In our comment, we made several arguments about the value of a strong accountability system based on 

high-quality research studies—providing full citations to the evidence we draw from. In our review of the 

literature, we highlighted several areas of consensus that are described more completely in this document:  

 

1. Large numbers of students enroll in occupational programs and leave with low earnings and loans 

that they cannot repay.  

 

2. An effective sanction regime would disproportionately affect for-profit programs that contribute 

most to problems student borrowers face—but not because of the characteristics of the students 

they serve.   

 

3. Regulations based on appropriate and robust measures of student outcomes, like debt, earnings, or 

repayment can help address the problems plaguing federally-supported students. 

 

4. Strong accountability systems improve economic outcomes of students by limiting access to low-

quality, low-performing institutions, and redirecting students to better-performing institutions. 

 

5. Information disclosures, while important and necessary to the implementation of accountability 

systems, are insufficient to address the problems federal aid recipients face. 

 

Our overarching conclusion was that the existing accountability system, including the 2014 GE rules, is 

likely to be superior to alternate regimes currently under consideration and would improve outcomes for 

students.  

 

The challenges many students face, including the rising burden of tuition costs and loan burdens, are not 

going to go away by themselves. To address these challenges, we need a reinvigorated accountability frame-

work for federal student aid. The evidence discussed in the remainder of this document highlight two ele-

ments that are required for an effective accountability framework. First, the framework should have a strong 

sanction regime in which poor-performing programs or institutions lose eligibility to participate in Title IV 

student aid programs. Second, it should require that institutions actively disclose student outcomes in a 

way that insures that students receive the information prior to enrolling into a program or entering into 

financial aid commitments.  

 

 

https://www.federalregister.gov/documents/2018/08/14/2018-17531/program-integrity-gainful-employment
https://www.federalregister.gov/documents/2018/08/14/2018-17531/program-integrity-gainful-employment
https://www.regulations.gov/document?D=ED-2018-OPE-0042-13499
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1) Accountability systems are necessary to address the fact that large numbers of students 

enroll in educational programs that lead to low earnings and loans that they cannot repay. 

 

Forty-two million student borrowers collectively owe more than $1.4 trillion to the federal government for 

their student loans. In the past decade, there has been a dramatic increase in the number of American stu-

dent-loan borrowers leaving college with high debt and low earnings. This combination results in unsus-

tainable debt burdens that impose substantial costs on students and on federal taxpayers. According to 

estimates by Judith Scott-Clayton (2018a), nearly 40 percent of borrowers leaving school in 2004 may de-

fault on their student loans by 2023. When student loan borrowers default—as nearly 1.2 million direct loan 

borrowers did in 20161—the consequences are particularly severe because of collection costs, credit report-

ing, tax refund offsets, wage garnishment, and ineligibility for future aid. While recent cohorts of borrowers 

are defaulting at lower rates than at the peak of the recession, repayment rates remain low and the overall 

delinquency rate on student loans remains high (Looney and Yannelis 2015; Federal Reserve Bank of New 

York, 2018). Many of these loans will never be repaid, leading the federal government and ordinary taxpay-

ers to bear the burden of these costs. 

 

Today’s student loan crisis mirrors an earlier crisis that occurred in the late 1980s, after eligibility for federal 

student loans was extended to a broader array of students and institutions with little oversight or account-

ability. These changes led to a large influx of institutions participating in the federal loan program in the 

early 1980s, many of which were for-profit institutions and other institutions with high default rates (Glad-

ieux 1995). For instance, after the creation of the Supplemental Loans to Students (SLS) program in 1986—

a program that expanded loan eligibility to older, non-traditional borrowers—the share of SLS borrowers 

at for-profit schools increased from 8 percent in 1986, to 50 percent in 1987, and to more than 61 percent 

in 1988. (US Senate 1991.) The associated increase in the volume of the loan program, a dramatic increase 

in loan defaults, and reports of waste, fraud and abuse within the system prompted investigations from the 

Senate Committee on Governmental Affairs and ED’s inspector general. By 1990, default rates on student 

loans exceeded 30 percent (Looney and Yannelis 2015). Investigations initiated by Secretary of Education 

William J. Bennett revealed a pattern of “exploitative and deceitful practices” by for-profit career programs, 

which Bennett summarized as “an outrage perpetrated not only on the American taxpayer, but, most trag-

ically, upon some of the most disadvantaged, and most vulnerable members of society.” The response of 

policymakers was swift and decisive, including legislation of substantial new accountability measures on 

institutions, limitations on the amounts of revenues for-profit institutions were able to derive from federal 

Title IV sources, and limits on other abusive practices. And those accountability systems were effective, 

driving down default rates into the single digits (Looney and Yannelis, forthcoming).  

 

Beyond salient student loan defaults, the more significant economic problem is that too many students 

leave educational programs without having improved their earnings and employment prospects. For in-

stance, according to Cellini and Turner (2018) at many career-oriented programs students left school with 

worse job prospects—lower earnings and employment rates—than they faced prior to school entry, despite 

having incurred considerable costs and loan burdens. The authors also show that, on average, the lifetime 

earnings gains from attendance are not enough to outweigh the debt incurred by students in for-profit cer-

tificate programs. In short, the average student’s investment in a for-profit program does not pay off. A 

burgeoning literature on the employment and earnings outcomes of for-profit students supports this find-

ing. Cellini and Koedel (2017) synthesize this body of literature and find a consistent pattern among the 

. . . 
1 See U.S. Department of Education (n.d.). 
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studies that can adequately control for differences in student demographics and background characteris-

tics: post-college earnings of for-profit college students are typically lower than—and, at best, equal to—the 

earnings of similar students in public institutions, despite the fact that for-profit students pay more and 

accumulate more debt. In other words, the economic benefit or return that students earn on their educa-

tional investments varies widely, with some students experiencing poor outcomes. Regulations proposed in 

2014—the Gainful Employment rules—were intended to impose sanctions on programs that systematically 

and repeatedly left their students with high levels of debt relative to their earnings; those regulations were 

delayed by the Trump Administration and are slated to be dismantled.  

 

2) An effective sanction regime would disproportionately affect for-profit programs that 

contribute most to problems student borrowers face—but not because of the characteristics 

of the students they serve. 

 

Some postsecondary education programs leave their students with high levels of debt and few skills to in-

crease their earnings capacity enough to justify the program’s cost. Regulations that limit federal aid to such 

programs are an appropriate policy response to reduce the costs of student loans to taxpayers, increase the 

return on human capital investments, and to protect students from economic harm. Because poor student 

outcomes occur disproportionately in the for-profit sector, any credible sanction regime would have dispro-

portionate effects on that sector.   

 

For instance, the 2014 GE rule applied to gainful employment certificate programs at public, private non-

profit, and for-profit institutions alike, and degree programs at for-profit institutions. The focus on for-

profit institutions is not the result of the regulation per-se, but reflects Congress’s intent in legislation to 

subject for-profit institutions to greater supervision, and the fact that students at for-profit institutions rep-

resent a disproportionate share of students experiencing poor outcomes. Indeed, attending a four-year pri-

vate for-profit college is the strongest predictor of default (more predictive than dropping out) according to 

researchers at the Federal Reserve Bank of New York (Chakrabarti et al., 2017a). While the scope of the 

2014 GE rule was dictated by legislation, Congress’s legislative approach and the scope of the regulation 

was justified by the fact that poor labor market and loan outcomes for students were highly concentrated 

among for-profit programs—suggesting that the benefits of redirecting students to higher performing pro-

grams relative to any reporting burdens imposed on institutions is likely to be highest in that sector.  

 

In particular, the recent increase in default rates and other poor student outcomes was associated with a 

dramatic rise in student enrollment in the for-profit higher education sector. Between 2000 and 2010, fall 

enrollments at for-profit institutions more than tripled compared to growth of about 28 percent among all 

institutions (U.S. Department of Education 2016). This rise in enrollments was associated with reports of 

abuse of federal student aid in the sector2 and considerable evidence that many programs were not prepar-

ing students for success in the labor market. Early studies showed that while students from for-profit col-

leges accumulate higher levels of debt due to higher tuition prices, their labor market earnings after enroll-

ment were low and the rates of default on their loans were demonstrably higher (Deming et al. 2012, Lang 

and Weinstein 2013). In 2009, for-profit institutions accounted for about 11 percent of all postsecondary 

enrollments but about 50 percent of all student loan defaults (Deming et al 2012). In their analysis of why 

default rates increased between 2000 and 2011, Looney and Yannelis (2015) trace much of the recent surge 

in student loan defaults and other negative student outcomes to the increase in enrollment at for-profit 
. . . 
2 For example, see GAO (2010) and GAO (2011). 
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institutions. Looney and Yannelis (2015) showed that approximately half of the increase in student loan 

defaults between 2000 and 2010 was driven by increased student enrollment in for-profit institutions. 

 

Based on data on student earnings and debt outcomes released by the Department of Education in 2017, 

among certificate programs where all programs are subject to the rule regardless of institutional control, 

779 of the 869 programs that did not pass the debt-to-earnings standard (i.e., failed or were “in the zone”) 

were operated by for-profit colleges. Overall, 98 percent of the students enrolled in programs that did not 

meet this standard were in for-profit programs. Similarly, the Regulatory Impact Assessment for the 2014 

GE Rule noted “low earnings and high rates of student loan default are common in many GE programs. For 

example, 27 percent of the 5,539 GE programs that the Department estimates would be assessed under the 

accountability metrics of the final regulations, produced graduates with mean and median annual earnings 

below those of a full-time worker earning no more than the Federal minimum wage ($15,080).  

Approximately 22 percent of borrowers who attended programs that the Department estimates would be 

assessed under the accountability metrics of the final regulations defaulted on their Federal student loans 

within the first three years of entering repayment.” As we describe further in the next sections, these pat-

terns are not driven solely by student demographics or socioeconomic status: these patterns hold across a 

wide number of economics studies that control for these factors. 

 

A large body of research studies documents the loan and labor market outcomes of students in GE programs 

and across higher education sectors. This evidence strengthens the justification for the 2014 GE rule’s dis-

proportionate effect on for-profit degree programs by illustrating that students that attend for-profit insti-

tutions have outcomes that are substantially worse than initially understood, both in terms of student loans 

and labor market outcomes. Importantly, as this summary of the literature shows, this evidence has only 

gotten clearer since the 2014 GE rule was passed. As one analysis concludes, “Students who attend for-

profit institutions take on more educational debt, have worse labor market outcomes, and are more likely 

to default than students attending similarly selective public schools (Armona et al., 2018).” Combined with 

the results of other new research studies (discussed in the following section) suggesting that students who 

attend programs closed by accountability provisions are likely to re-enroll in nearby non-profit or public 

institutions, this suggest the net benefits of the rule are also likely higher than initially anticipated.  

Evidence on Loan Outcomes 

 

Recent research on student loans documents the disproportionate borrowing and high default rates among 

for-profit college students. Looney and Yannelis (2015) document higher rates of default in the for-profit 

sector and suggest that the relative growth in the number of borrowers in that sector can explain (in an 

accounting sense) between one fourth and one half of the increase—a near doubling—in the cohort default 

rate between 2000 and 2011. Beyond the official two-year cohort default rates on student loans, Looney and 

Yannelis (2015) illustrate a broader pattern of loan delinquency among for-profit borrowers. Two years 

after leaving school and entering repayment on their loans, almost three quarters of for-profit borrowers 

owed more, because of accumulating interest and fees, than they did when repayment began. Five years 

after entering repayment, almost half (47 percent) of the 2009 cohort of for-profit borrowers had defaulted 

on a federal student loan. For-profit students were more likely to borrow and borrowed more each year of 

enrollment than other students, and across a wide variety of loan outcome measures, those borrowers faced 

worse outcomes than borrowers from other types of institutions. A recent study by Scott-Clayton (2018b) 

shows the relatively poor outcomes of students at for-profit colleges remains even after controlling for dif-

ferences in family income, age, race, academic preparation, and a host of other factors, echoing a similar 

finding by Looney and Yannelis (2015). She finds in particular that even among students similar in these 
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dimensions, students that attend for-profit institutions are roughly 50 percent more likely to default on a 

student loan than students who attend public community colleges.  

 

Cellini and Darolia (2016) show that high tuition drives the disproportionate student borrowing in the for-

profit sector while student background characteristics can explain only a small portion of the difference 

between sectors. Armona et al. (2018) further find that increases in local enrollment in for-profit colleges 

lead to increases in student borrowing and a higher likelihood of default.  

 

Evidence on Labor Market Outcomes 

 

Earnings gains from college attendance are among the most important potential benefits of postsecondary 

education—especially for programs intended to prepare students for gainful employment in a recognized 

profession—and are also critical for assessing students’ ability to repay loans. The most comprehensive 

study of labor market outcomes for students in GE programs is Cellini and Turner (2018), who use admin-

istrative data from the Department of Education linked to earnings information from the Internal Revenue 

Service, to estimate earnings gains for over 1.4 million students attending GE programs between 2006 and 

2008. The average change in earnings measured 5 to 6 years post-attendance relative to students’ own prior 

earnings were found to be negative for students in for-profit certificate, associate’s and bachelor’s degree 

programs. For certificate programs, where GE data cover both for-profit and non-profit sectors, earnings 

gains for students in for-profit institutions were found to be much lower than those for students in public 

institutions, even after accounting for differences in student characteristics. For-profit students also in-

curred larger debt burdens than the students in comparable programs at public institutions and these re-

sults held across most of the major fields of study. Comparing for-profit GE certificate students to a demo-

graphically-similar group of high school students who never attended college, Cellini and Turner (2018) 

find little to no earnings gain from attending. This bears emphasis: in contrast to most other forms of higher 

education, their evidence implies that, on average, students’ investments in for-profit GE certificate pro-

grams are unlikely to generate net benefits over their lifetime, suggesting students would be better off not 

going to college at all in comparison. 

 

Recent research results show the poor labor market outcomes of many for-profit institutions reflect the 

poor quality of education in the sector rather than other factors, like the relative disadvantage of its stu-

dents. Cellini and Koedel (2017) review the recent literature on the earnings gains to for-profit college at-

tendance. The 9 studies they review comparing for-profit students to students in the public sector (pub-

lished or publicly-available working papers since 2010) draw on various methodologies to disentangle the 

influence of for-profit college attendance from other factors associated with the nonrandom selection of 

students into these institutions. A consistent pattern emerges from these studies: the post-college earnings 

of for-profit college students are typically lower than—and, at best, equal to—the earnings of similar stu-

dents in public institutions, despite the fact that students pay more and accumulate more debt to attend. 

This pattern of negative to null relative earnings differentials is consistent across all degree types and cre-

dentials (4-year, 2-year, and certificate programs) as well as for samples of first-time college students, 

young workers, and federal aid recipients, among others in the literature. 

 

A few studies also compare labor market outcomes of for-profit college students with similar individuals 

who do not attend college to assess whether for-profit attendance generates gains over non-attendance. 

Like Cellini and Turner (2018), noted above, these studies of the absolute return to attendance find null or 

small positive effects of for-profit college-going that are unlikely to be large enough to offset the private cost 
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of attendance even when the alternative is to forgo college altogether (Cellini and Koedel 2017). Adding in 

taxpayer costs of for-profit education (i.e., Cellini 2012) makes it even less likely that the small positive 

earnings gains found in some studies would outweigh the social cost of a for-profit education.  

 

Two recent experimental resume audit studies explore employer perceptions of the quality of workers who 

train at for-profit versus not-for-profit institutions (Deming et al. 2016 and Darolia et al. 2014). Deming et 

al. (2016) find that resumes with bachelor’s degrees from large for-profit chain institutions are 22 percent 

(2 percentage points) less likely to receive a callback than otherwise identical resumes listing degrees from 

nonselective public schools when sent to job postings that require a bachelor’s degree. Both studies find 

similar callback rates for applicants with for-profit vs. public sub-baccalaureate credentials. Yet this simi-

larity in callback rates by sector should be compared to the cost of attendance, which is much higher for for-

profit certificates. Thus both of these studies suggest that for-profits are a worse deal for students than their 

public sector competitors.  

 

Finally, Chou et al. (2017), using administrative data produced by Federal Student Aid, show that students 

at for-profit institutions have higher debt burdens relative to their earnings (D/E ratio) and that institutions 

with high D/E ratios, particularly among non-selective institutions, are more likely to have worse loan re-

payment outcomes, lower rates of economic opportunity, and other poor loan and labor market outcomes. 

At institutions with high D/E ratios, students from both high- and low-income backgrounds experienced 

poor outcomes, suggesting that the characteristics of the institution—rather than the background of the 

students—are a key driver of adverse student outcomes. Their analysis also showed that students at for-

profit programs experience especially poor outcomes compared to undergraduates at public and private 

non-profit schools on outcomes like economic opportunity, loan repayment, and default. For instance, 

among the 10 percent of institutions with the lowest five-year repayment rate (measuring the fraction of 

loans repaid by the 2009 cohort of borrowers by 2014), 70 percent were for-profit institutions. (Only 1 

percent of schools in the top 10 percent were for-profit institutions).  

 

 

3) Regulations based on appropriate and robust measures of student outcomes, like debt, 

earnings, or repayment can help address the problems plaguing federally-supported stu-

dents. 

 

The intent of the 2014 GE regulation (and other federal accountability rules, like the cohort default rate 

rule) was to encourage aid-receiving institutions to improve or close poor performing programs, and en-

courage students to use federal aid to enroll in programs with better outcomes. The 2014 GE rule, for ex-

ample, pursued this goal through two approaches. First, the regulations created consequential accountabil-

ity by defining which programs at private for-profit, private non-profit, and public institutions lead to “gain-

ful employment,” and thus are eligible to receive federal student aid under the Higher Education Act, based 

on a measure of the debt-burden of recent graduates—the debt-to-earnings (D/E) ratio. More specifically, 

programs were defined as leading to gainful employment if the average annual loan payments of program 

graduates about 3 years after graduating do not exceed more than 20 percent of the average discretionary 

income (i.e., earnings above a poverty threshold), or 8 percent of total earnings. Programs whose graduates 

experience systematically high D/E ratios over multiple graduating classes were prohibited from partici-

pating in federal aid programs.  
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Second the regulations created transparency requirements, aimed at ensuring that students receive infor-

mation on program quality and costs prior to enrolling—especially for low-performing programs. All GE 

programs had to provide a “disclosure template” with information about program costs and other infor-

mation including student outcomes to prospective and enrolled students, link to it on all program and fi-

nancial aid pages of their websites, and must include the link to the template in promotional and advertising 

materials. Schools that fail the D/E rate (or are otherwise potentially one year away from losing Title IV 

eligibility) were required to provide a warning through this template, and document that enrolled and pro-

spective students receive the warning.  

 

These two approaches were complementary and a useful model for federal accountability more generally. 

The transparency requirements are designed to work immediately, and steer students to higher quality pro-

grams and give institutions an incentive to improve to maintain enrollments. Recognizing that information 

alone is often insufficient protection, especially for lower-income students, the accountability provisions 

ensure that federal dollars do not continue to support enrollment in programs that persistently graduate 

students with low earnings and high levels of debt. 

 

The accountability system in the 2014 GE regulations was based on a simple debt-to-earnings (D/E) stand-

ard for programs to be eligible to distribute Title IV financial aid, which directly targets the costs of poor 

student outcomes. The D/E standard is a metric of ability-to-repay that is ubiquitous in the world of credit 

and is rooted in academic research and industry practice. An attractive feature of the D/E metric is that it 

can be interpreted as a proxy for the economic return to the government’s investment in borrowers’ educa-

tion because it relates the financial cost of the investment (debt) to the rewards to that investment (earn-

ings). This investment-reward framework is particularly valuable when assessing programs whose purpose 

is to lead to students’ gainful employment. Intuitively, the rule asks whether post-graduation earnings are 

sufficient to cover the cost of the investment and ensure an appropriate reward. Much like when high mort-

gage rates limit the amount home buyers can prudently buy, high loan costs (or low earnings) reduce the 

amounts students should prudently borrow—and the amount the federal government should prudently 

lend.  

 

Beyond the 2014 GE standards, an accountability system predicated on repayment rates—particularly when 

paired with a system of income-based repayment—could achieve a similar outcome. In an income-based 

repayment system, the progress a student (or cohort of students) makes repaying their loan over a specified 

time is dependent on their original loan balance and their earnings. Hence, a system that applied sanctions 

based on students’ repayment rates could produce the same incentives and improvements as did the 2014 

GE rules sanctions based on D/E ratios.   

 

4) Strong accountability systems improve economic outcomes of students by limiting access 

to low-quality, low-performing institutions, and redirecting students to better-performing 

institutions.  

 

Federal oversight and accountability systems, like the 2014 GE rule, the cohort default rate rules, and other 

oversight applied to ensure program integrity and reduce waste, fraud, and abuse have a successful track 

record of improving student outcomes and reducing waste in federal aid programs. (Cellini, Darolia, and 

Turner 2016, Whitman 2017a,b; Looney and Yannelis, forthcoming). For instance, as Looney and Yannelis 

(forthcoming) document, the implementation of accountability measures in the early 1990s limited federal 

aid to high default rate institutions, leading hundreds of low-quality, federal aid dependent institutions to 
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close their doors, and sending the two-year student loan default rate from more than 30 percent in 1990 to 

less than 10 percent by the late 1990s. Beyond the dramatic decline in the default rate, more qualitative 

anecdotes suggest the improvements in accountability reduced the prevalence of abusive recruiting prac-

tices and led many institutions to close low performing programs. 

 

Looney and Yannelis (forthcoming) examine the history of the student loan default rate from 1970 through 

2014 and document that the majority of the time series variation in student loan default is driven by federal 

policies varying access to credit. Expansions of credit—increases in loan limits or eligibility for new groups 

of students or institutions—led to rapid entry and expansion of new institutions (mostly for-profit institu-

tions). And contractions in credit, from the introduction of accountability systems, lead to the exit or con-

traction of high-risk institutions. Expanding and contracting student loan eligibility to high-risk institutions 

explains almost all of the variation in student loan default rates over time. For instance, over the period 

from 1980 to 2011, 91 percent of the overall variation in aggregate 2-year federal student loan default rates 

is explained by the two-year lagged share of borrowers enrolled at for-profit schools (plus a time trend). 

Other time varying factors, like economic conditions, student characteristics, the cost of tuition and fees, 

typical student debt burdens, or repayment plan availability are uncorrelated with aggregate changes in the 

default rate.  

 

One reason for the increase in default rates over the past decade is that accountability rules were watered 

down after the default rate fell in the 1990s—a pattern that has repeated several times over the past century. 

Prior to the Cohort Default Rate regulations of the 1990s, for-profit colleges had been the targets of at least 

two additional rounds of scandal and subsequent regulatory pressure. In the early 1950s the Truman Ad-

ministration responded to abuses by for-profit college following the introduction of the GI Bill (Whitman 

2017a). The Ford Administration put further restrictions in place after enrollment (and scandals) in for-

profit colleges increased in the 1970s, as correspondence courses grew in popularity and federal aid was 

expanded (Whitman 2017b). A lesson from past experience is that accountability rules need to be perma-

nent so that students and taxpayers don’t continue to experience the cycles of default. 

 

While no programs were sanctioned under the GE rule, early anecdotes indicate that some institutions al-

ready closed poorly performing programs or changed academic guidelines in anticipation of their effect. 

Of 767 failed programs, 500 (65 percent) are now closed. About half of those are because the institution 

itself closed, but more than 200 were selectively closed/changed by their institutions. These changes are 

evidence of the rule’s positive impact in altering the postsecondary landscape to remove low-value pro-

grams.  

 

Improving or closing poor-quality programs and shifting enrollment from low-quality to high-quality insti-

tutions has substantial benefits for students, the economy, and federal coffers. For instance, research ex-

amining the universe of gainful employment certificate programs shows that the average student who had 

enrolled at a for-profit GE program were 1.5 percentage points less likely to be employed and earned 11 

percent less ($2,100 per year) than students enrolled at comparable gainful employment programs at public 

institutions, but had $5,000 more in student loan debt (Cellini and Turner 2018). Hence, shifting aid eligi-

bility away from the worst-performing gainful employment programs to better ones will increase the aver-

age earnings and employment, and reduce the debt burden of students. Indeed, in the NPRM to its 2014 

rulemaking, the Department estimated that the gainful employment rule would lead to lifetime earnings 

gains between $11-36 billion, as programs improve quality and students transfer to better performing pro-

grams (79 FR 16632).  
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As programs close or admissions criteria change, an important concern is that some students could lose 

access to certain programs as a result of a rule. Fortunately, the evidence summarized below suggests that 

students in sanctioned schools do not lose access to college. Rather, students respond to sanctions by mov-

ing on and attending other, better institutions. In other words, the evidence suggests we need not force 

students to choose between going to college and taking out a loan that they would be unable to repay. 

At the outset it is important to stress that college-going per se may not be socially desirable if, for example, 

a student’s earnings and other aspects of her life are left unchanged or worsened at her and taxpayers’ ex-

pense. Cellini and Turner’s (2018) finding of negative earnings gains suggest that for many for-profit pro-

grams, deterring enrollment by closing the program would benefit society. More generally, however, we 

might worry that closing programs would decrease college going overall. 

 

New research from Cellini, Darolia, and Turner (2016) allays this concern. When for-profit colleges lost 

access to federal student aid due to cohort default rate (CDR) regulations in the 1990s, enrollment losses in 

sanctioned for-profit institutions were entirely offset by enrollment gains in local public institutions. Their 

results show that loss of federal aid eligibility shifts students across sectors and suggests that community 

colleges are accessible substitutes for students who enroll in for-profit colleges. Cellini (2010) provides fur-

ther evidence of this substitutability by showing that enrollment in California community colleges increased 

shortly after capacity increases due to the passage of a local bond measure, while the number of nearby for-

profit colleges declined. In other words, the research evidence shows that the GE rule is unlikely to impose 

unintended costs by deterring students from attending college at all (though recall evidence presented 

above that suggests students may be better off even in this event). Rather, this evidence suggests instead 

that closing low-performing programs will lead students to attend a cheaper college leading to higher earn-

ings.  

 

Other accountability systems available under the Higher Education Act would not have the same benefits. 

The evidence suggests that disclosure-only systems are necessary, but not sufficient on their own, to im-

prove the outcomes of low-performing institutions or to help students and taxpayers avoid the problems of 

unsustainable debts (we describe this literature in the next section). Moreover, the historical experience 

with institutional accountability measures suggests that sanctions result in swift and beneficial improve-

ments in outcomes. For instance, the institutional accountability measures legislated in the past proved to 

be very effective in reducing poor student loan outcomes. After the imposition of the Cohort Default Rate 

regulations in the early 1990s under the Bush administration, more than 1,200 for-profit institutions faced 

sanctions and the official cohort default rate plunged from 21.4 percent in 1989 to 10.4 percent in 1995 and 

5.6 percent in 1999.3 Examining the same sanctions, Cellini, Darolia, and Turner (2016) find evidence of 

reduced borrowing and student loan defaults in markets with sanctioned institutions. 

 

 

Information disclosures, while important and necessary to the implementation of account-

ability systems, are insufficient to address the problems federal aid recipients face. 

 

Information disclosures are important as they arm institutional leaders, sophisticated students, and other 

stakeholders (state, local, federal authorities) with information to monitor and guide improvement of stu-

dent outcomes. And new information on student outcomes is increasingly available through federal sources 

. . . 
3 https://www2.ed.gov/offices/OSFAP/defaultmanagement/defaultrates.html. 
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like the College Scorecard. (Indeed, the Scorecard should eventually include program-level outcomes, which 

have been delayed due to data availability.4) But recent research evidence suggests that information and 

market forces alone are not likely to be sufficient to pressure the worst performing institutions to improve, 

or to help consumers who are inattentive or have less-support from making ill-advised choices with federal 

dollars.  

 

A study by Hurwitz and Smith (2018) asks whether the release of the College Scorecard impacted college 

application behavior. While they find that the Scorecard led well-resourced students to apply to colleges 

with higher median earnings, they found very small impacts overall, and no impact of the College Scorecard 

on the college applications of students in less-affluent high schools, those with lower levels of parental ed-

ucation, and underserved minority groups. Similarly, a study by Blagg et al. (2017) found that students in 

schools randomly assigned to receive access to program level outcome information did not make greater 

use of information relative to students in schools that did not have such access. Unsurprisingly, then, 

providing information did not alter the programs students chose to enroll in. Finally, Bettinger et al. (2012) 

randomly assigned low-income families to receive accurate and easily digestible information about college 

costs net of financial aid. They found no impacts on college going or institutional choice from only providing 

families with such information.  

 

These studies all suggest that information provision alone is not enough to alter the enrollment choices of 

less-resourced students and incentivize higher performance among institutions. Absent market pressure 

from students using information to choose higher-quality programs, institutions have the perverse incen-

tive to maximize enrollment driven revenue without regard for educational quality or cost. Other account-

ability provisions are needed to create financial incentives for institutions to improve student outcomes.  

 

While improving information disclosures are not a substitute for explicit incentives or sanctions, disclosure 

provisions are an important complement. In their review of the research literature on the impacts of laws 

requiring public disclosure of consumer information, Lowenstein et al. (2014) conclude that disclosures are 

most likely to be effective, inter alia, when they are simple, provide standardized and comparative infor-

mation, and “vivid” (presented in a way sure to receive attention from target consumers).  

 

 

  

. . . 
4 For example, see announcements here: https://obamawhitehouse.archives.gov/the-press-office/2015/09/12/fact-sheet-empower-
ing-students-choose-college-right-them, and here: https://www.ed.gov/news/press-releases/fact-sheet-obama-administration-an-
nounces-release-new-scorecard-data. 

 
 

https://obamawhitehouse.archives.gov/the-press-office/2015/09/12/fact-sheet-empowering-students-choose-college-right-them
https://obamawhitehouse.archives.gov/the-press-office/2015/09/12/fact-sheet-empowering-students-choose-college-right-them
https://www.ed.gov/news/press-releases/fact-sheet-obama-administration-announces-release-new-scorecard-data
https://www.ed.gov/news/press-releases/fact-sheet-obama-administration-announces-release-new-scorecard-data
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