(P THIRD WAY

BLOG Published February 10, 2022 - 5 minute read

What Will Happen If We Reinstate the Gainful
Employment Rule?
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In January, the US Department of Education (Department) began a negotiated rulemaking process
to determine which career education programs—certifications or degrees like those that prepare
students to become auto mechanics, elevator technicians, or medical assistants—are worthy of
federal funding due to their ability to provide “gainful employment” opportunities to those who
attend. Designed to ensure that taxpayer-funded career education programs leave graduates
earning a high enough income to reasonably pay down the debt they must accrue to attend, the
Gainful Employment (GE) rule was finalized in 2014, and the first results on program performance
were released in 2017. Unfortunately, the rule was rescinded by the Trump Administration in 2019

before it was ever fully implemented and enforced.

The 2017 data that was released before the DeVos Department scrapped the rule showed that about
750 college programs left graduates earning too little and owing too much; many even resulted in

poverty-level wages. Now, as the Department continues to debate reinstating the next iteration of



https://www.thirdway.org/
https://www.thirdway.org/about/staff/michael-itzkowitz
https://www.thirdway.org/about/staff/michael-itzkowitz
https://www.twitter.com/mikeitzkowitz
https://www.thirdway.org/about/staff/shelbe-klebs
https://www.thirdway.org/about/staff/shelbe-klebs
https://www.twitter.com/ShelbeKlebs
https://medium.com/third-way/the-new-gainful-employment-data-reveals-the-depth-of-the-quality-crisis-in-higher-ed-24cd30a7217

the GE rule, it’s worth asking the question: what if the rules were enforced today in the same
manner as they were intended in 2014? Which types of programs would fail the GE test now, and

which would pass?

To get a glimpse of this potential impact, we ran an analysis of the Department’s new program-
level data. The results give us an indication of how different program types may fare today if

subjected to the rule finalized eight years ago.

What Was the 2014 Gainful Employment Rule?

The 2014 GE rule aimed to measure whether programs were leaving their graduates with enough of
an annual income to reasonably begin paying down their educational debt shortly after they
completed their credential. ! Two metrics were used to determine whether a program passed or
failed:

1. Annual Debt-to-Earnings Ratio: This was calculated by dividing the typical graduate’s annual
loan payment by either the mean or median earnings for its graduates, whichever was higher. If
a college program showed its graduates leaving with an annual loan payment greater than 12%

of their annual salary, that program was seen as failing this metric.

2. Discretionary Income Ratio: This was calculated by dividing the typical graduate’s annual loan
payment by their discretionary income. Discretionary income is defined as earnings beyond
150% of the federal poverty line that can be used for other necessities beyond basic living
expenses. If a program’s graduates had an annual loan payment that exceeded 30% of their

discretionary income, it was also considered to be failing the Gainful Employment requirement.

A college program had to fail both the debt-to-earnings and discretionary income ratio to receive a

failing status.

To pass the gainful employment requirements, a program’s graduates must have
annual loan payments that are less than 8% of total earnings or less than 20%
of discretionary earnings.

If a program does not fall into the passing category and its graduates have either
annual loan payments between 8 and 12% of total earnings or between 20 and
30% of discretionary earnings, that program is considered to be a higher risk
and is placed in the “warning zone.”

WARNING

If a program’s graduates have annual loan payments greater than 12% of
total earnings and greater than 30% of discretionary earnings, the program is
considered to have failed the requirements.

Source: https://www.thirdway.org/memo/how-the-gainful-employment-rule- THIRD WAY

protects-students-and-taxpayers.

The Results: Gainful Employment Then vs. Now



To estimate GE outcomes with current data, we used the Department’s recently released outcomes
data for programs that are currently covered under the “gainful employment” requirement in
statute. These include all programs at for-profit institutions, as well as all certificate programs at

public and private non-profit institutions that have debt and earnings information available.

There are some differences between the older GE data and the newer data made available by the
Department that we analyzed. 2 The current program-level data groups similar program outcomes
under a larger reporting umbrella and, as a result, fewer data points are available. For example, the
2014 GE rule data included outcomes for 8,637 college programs, while our sample of current

programs covered by GE has outcomes for only 4,932 programs. 3

But the results can still show us how many programs may be impacted by a similar GE rule today in
comparison to the past, and whether those programs differ depending on which educational sector

offers them.



Gainful Employment: Then vs. Now

How Gainful Employment Programs Would Fare Today

. 836 39 17 892
Public (94,%) (4%) (2%) (100%)
Private 274 17 15 306
Non-profit (90%) (5%) (5%) (100%)

_ . 2,758 681 295 3,734
For-profit (74%) (18%) (8%) (100%)
3,868 737 327 4,932

Total (780/0) (150/0) (70/0) (1000/0)

How Gainful Employment Programs Fared in 2014

. 2,484 9 0 2,493
Public (99%) (1%) (0%) (100%)
Private 382 65 16 463
Non-profit (83%) (14%) (3%) (100%)

: 3,797 1,152 727 5,676
For-profit (67%) (20%) (13%) (100%)
6,663 1,226 743 8,632

Total (77%) (14%) (9%) (100%)
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Overall, we see an incredibly similar proportion of programs falling into the “pass,” “warning,” and

Source: Authors’ calculations from US Department of Education data.

“failing” GE designations today as under the 2014 rule, though there is some variation in the results

by sector.

At public institutions, which had no failing programs under the 2014 rule, there is a slight increase
in those falling into the “warning” category (from 1% to 4%) and into the “failing” category (from
0% to 2%). Notably, private non-profit programs show an increase in those passing the rule, going
from 83% under the 2014 rule to 90% using the updated data from the Department. The proportion
of failing for-profit programs appears to have improved the most when assessing current program-
level data. While 13% of all for-profit programs failed the GE test under the 2014 rule, this
proportion shrinks to 8% when analyzing the earnings and debt of graduates using newer data. We

know that some failing programs shut their doors after the original GE data was released; it’s
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unclear how much of these gains are explained by those closures or whether the outcomes of these

programs have improved over time (or both).

What’s Next?

The Department will continue to convene and negotiate whether the version of the GE rule
finalized in 2014 is adequate to protect students and taxpayers today, with the next session being
held from February 14-18, 2022. Our analysis shows that a similar proportion of programs will likely
fail the rule today if it is enacted similarly to the past. But programs’ ability to pass or fail the rule
could change if the Department and negotiators consider including additional measures of quality
in the new rule. Given that the final rule will need to be able to stand up to legal challenges and the
2014 rule has already proven its mettle in court, it should be considered as at least a baseline of

educational quality moving forward.

HIGHER EDUCATION 597



https://www2.ed.gov/policy/highered/reg/hearulemaking/2021/index.html

ENDNOTES

1.

The way the Department determined what levels of debt are appropriate relative to graduates’
income came from two main sources: 1) mortgage underwriting standards, and 2) a study by
researchers Sandy Baum and Saul Schwartz that looked at the amount of income needed to cover

basic necessities, including student debt.

There are some differences between the data used to calculate the status of programs covered by the
college programs covered by the 2014 Gainful Employment rule and the program-level data being
made available by the Department today. The 2014 rule calculated program outcomes at a more
disaggregated level by using a 6-digit Classification of Instructional Program (CIP) code. In
comparison, the current program-level data only provides outcomes at the 4-digit CIP code,
meaning the outcomes of similar types of college programs are grouped together as one under a

larger umbrella.

The earnings data included under the initial Gainful Employment rule was measured between two to
four years—dependent on the type of program —after students completed their program, current
datais limited to only two years after graduation. Furthermore, while either the mean or median
could be used for programmatic earnings under the 2014 rule—whichever was higher—only the
median is available within current Department data. These differences should be taken into account

when interpreting this analysis.
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