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How Federal Higher-Education Policy Can Safely Support Innovation

Amid rising college tuition, low college-completion rates, and ever-changing employer demands for specialized
skills, new forms of postsecondary education are gaining prominence. These “nontraditional” programs (such as
coding boot camps) are typically short in duration and designed to prepare students for a particular occupation
or career—ideally, at costs lower than at a traditional college. Some programs account for prior learning and job
experience, some are offered by noninstitutional providers, and others are self-directed.

Students in many of these programs are not eligible to receive federal loans or Pell grants. As Congress works
toward reauthorizing the Higher Education Act (HEA), however, policymakers are beginning to more actively
consider whether, and under what circumstances, shorter educational programs aimed at imparting specific and
employable skills should be eligible for federal student aid.

While jobs vary in pay, stability, and perceived social value, any educational program receiving federal aid money
should prepare students for employment that enables them to afford monthly payments on student loans. While
such positive student outcomes should be the standard generally in higher education, it is especially relevant for
innovative educational delivery methods with an untested track record. High-quality postsecondary education
imparts critical skills and knowledge but ultimately must provide students value for their time and money.

There are many ways to measure the value and quality of postsecondary educational programs to determine their
eligibility for federal student aid. But as this report explains, the process by which eligibility is currently deter-
mined—by the U.S. Department of Education, a federally recognized accreditor, and the state or states in which
the institution operates—largely limits the pool of educational programs to traditional colleges and is poorly
suited for nontraditional educational programs and models. Recent examples in federal policy show us that new,
student-outcomes-focused methods may be needed to determine eligibility, especially for these nontraditional
types of programs.

If federal policymakers want to open the federal student aid programs like Pell grants and student loans to such
programs, they must first establish sufficient safeguards and valid determinants of value to ensure that taxpayers
are not funding ineffective programs and that students are not using their limited federal aid only to be left worse
off than when they started.
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Introduction

Educational innovation can appear at any time and not necessarily as the result of federal support. This is the
case with the many new “competency-based” educational programs,’ which can include boot camps, on-the-job
training, and subscription-based learning programs that have gained prominence in recent years. The growth
of these programs? raises the question of whether the students enrolled in them should have access to federal
student aid®>—and, if so, under what conditions. Federal support can help promising educational practices to
scale up; but without sufficient quality controls, such support may waste taxpayer money and leave students
worse off. Policymakers must therefore carefully decide when it is appropriate to scale innovation through access
to student aid funds, ensuring that new delivery models demonstrate “proof of concept” before they are able to
access federal dollars.

Quality can be measured in different ways—including job placement, completion rates, post-program income
growth, licensure passage rates, and student and employer satisfaction, among others. Though it is true that the
market wage for a job is not always aligned with its social value and that wages for similar jobs can vary geo-
graphically, a quality program should minimally leave students capable of securing jobs with wages sufficient to
cover the cost of completing the program. If a program does not meet this requirement, including by failing to
lower its price to meet market demand, it is not leaving students better off and taxpayers cannot fairly be asked
to support it.

The problem today is that accreditation and U.S. Department of Education (ED) requirements in many cases
effectively bar such innovative educational programs from receiving federal aid funds, regardless of their ef-
fectiveness. For example, “seat-time” requirements mandate that students complete a certain amount of class
time before completing a course or credential. Federal law generally requires that institutions base the number
of credits—and thus the amount of aid for which a student is eligible—on the amount of time a student spends
sitting in class (or at a computer) learning the material.

Such requirements exist for good reason. For many years, predatory institutions would inflate the number of
credits that were awarded for a particular class to maximize the Pell grant funds that the institution could capture,
even for students not enrolled on a full-time basis. However, seat-time requirements also make it much more
difficult for institutions to award credits to students on the basis of their demonstrated skills and abilities rather
than the time they take to complete a program. For these reasons, an outcomes-focused approach to evaluating
the effectiveness of such programs could allow more people to gain effective skills while protecting students and
taxpayers from programs that leave graduates unable to find a job or repay their loans.
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The Current State of
Federal Policy

The federal government’s primary focus in higher ed-
ucation has historically been one of increasing access:
getting more students enrolled in educational pro-
grams. Current federal policy does this through vouch-
er-based funding (most commonly in the form of Pell
grants, student loans, work-study, and GI Bill benefits)
made available to students who are then free to enroll
in any program at an eligible institution of higher ed-
ucation.

The way institutions are deemed eligible for federal
student aid largely limits the pool to traditional col-
leges, even if they deliver the education largely through
electronic means. All institutions must be approved
by the “triad”: ED; a federally recognized accreditor;
and the state(s) in which the institution is operating.
Each of these entities reviews institutions to ensure
that they are complying with oversight requirements,
be it financial stability, deadlines for disbursement of
student aid, or standards of quality for student learn-
ing. Additionally, in order to maintain their eligibility,
all institutions must comply with requirements regard-
ing the percentage of students who have not made a
single payment on their federal loans within the last
year.* With regard to for-profit institutions, at least
10% of their revenue must be derived from private
dollars and/or GI Bill benefits rather than ED sources.®

These requirements are intended to protect students
and taxpayers, given widespread institutional abuses
of the federal student aid programs.® The precipitous
closures of Corinthian Colleges’ and ITT Technical
Institute are well-known,® but more recent closures,
at Argosy University’ and Dream Center Educational
Holdings' (which owned the Art Institutes), left tens of
thousands of students with debt and degrees of ques-
tionable value, at best—often with little warning or
ability to recoup their lost time and money. Closures
and poor outcomes serve as a warning that federal
policy continues to lack sufficient incentives, positive or
negative, for institutions to prioritize student success.

There is, moreover, a growing concern generally for
more accountability in higher education—including
the value of degrees earned by traditional college grad-
uates. The concerns are motivated in part by research
indicating the importance of completion rates and
quality to the overall value of investment in higher ed-
ucation (for students as well as taxpayers)."" One result
is the chairmen of the House and Senate education
committees—republican Lamar Alexander (R., Tenn.)
and Bobby Scott (D., Va.)—each offering public pro-

posals to introduce new measures of student success,
such as whether students are successfully paying
down their loans, or by requiring an evaluation of col-
lege-completion rates and the workforce participation
of graduates as part of the accreditation process. Chris-
topher Murphy (D., Conn.), a prominent member of
the Senate education committee, recently pointed out
in a speech that a focus on outcomes could reduce reg-
ulation and increase focus on student success by pro-
viding the incentives and the freedom to allow educa-
tional programs to serve students in lower-cost ways
that still lead to good outcomes. ™

For now, there are relatively few ways the federal
government funds or approves innovative practices,
since the determination of eligibility or ineligibility
for federal student aid by the “triad” is the primary
lever by which federal policy interacts with higher ed-
ucation. The Obama administration attempted to fund
promising institutional practices that would encour-
age completion through a competitive grant program
called First in the World (FITW)." However, FITW was
funded for only two years and has not received funding
since 2015."

Another attempted avenue for change is the Fund
for the Improvement of Postsecondary Education, a
program office and grant program within ED that is re-
sponsible for funding innovative postsecondary prac-
tices that will lead to improved institutional quality
and lower student costs.” While Congress appropri-
ated limited funding for this office, recent efforts have
been relatively small, the primary example being a $5
million pilot to lower textbook costs.'®

ED has also attempted to encourage innovation
through regulation and sub-regulatory guidance. In
2013, the Obama administration provided detailed
guidance to institutions seeking to gain federal student
aid eligibility to offer so-called direct assessment or
competency-based course work."” Rather than relying
on seat time as a measure of learning, such programs
are designed to shorten an educational program
by evaluating (typically, mid-career, returning)
students’ knowledge, skills, and abilities with respect
to the program’s design, awarding credit for previous
learning so that students do not waste time taking
courses in subjects they have already mastered.
However, there is little evidence of widespread
adoption of such practices or an uptick in federal aid
awarded for such course work.

In 2018-19, the Trump administration attempted
to work with ED to remove regulatory requirements
deemed burdensome and likely to hold back innova-
tive practices. Ultimately, those regulations remained



largely untouched, with ED instead opting to adjust the
accreditation process more broadly.

The EQUIP
Experimental Site

The most relevant recent attempt to support educa-
tional innovation is the Experimental Sites authority
(commonly referred to as “ex sites”).'® The authority to
run this experiment stems from a provision in HEA that
allows ED to waive statutory or regulatory requirements
for a select group of institutions to test educational prac-
tices not otherwise allowed. The goal is to better inform
policymakers about potential changes to the law.

In October 2015, ED announced a pilot program called
Educational Quality through Innovative Partner-
ships (EQUIP), “to accelerate and evaluate innovation
through partnerships between colleges and universities
and non-traditional providers of education in order to
equip more Americans with the skills, knowledge, and
training they need for the jobs of today and tomorrow.”"
In August 2016, the EQUIP pilot selected eight partner-
ships in which to test alternative forms of accreditation.?

EQUIP allowed traditional institutions of higher edu-
cation to partner with new providers to obtain federal
financial aid for programs that offered innovative
course work (e.g., coding, advanced manufacturing)
and/or innovative program styles (e.g., credit for pre-
vious learning or blended instruction—online and
traditional classroom learning and self-paced videos).
For example, Northeastern University partnered with
General Electric to provide on-the-job, advanced
skills-driven training that was not only aligned with
the company’s existing needs to help students advance
in their existing job but also provided a broader set of
skills applicable to the field to help students eventual-
ly advance outside GE.

That program combined non-classroom-based course
work with a specific job and employment need that
would increase students’ earnings in the near term while
providing for more student-centered value than typical
job training. In theory, such programming could provide
increased value to students with less time to completion,
all without requiring students to discontinue their job at
GE to enroll in a more traditional educational program.

Each EQUIP partnership was to be reviewed and mon-
itored by its own Quality Assurance Entity (QAE), an
independent third party that would hold programs ac-
countable for educational quality by assessing evidence

of student learning and post-program employment.
If an EQUIP partnership failed to meet the quality
standards established by its QAE—or if other prob-
lems were raised by the higher-education institutional
partner, its accreditor, or ED—the institution was re-
quired to improve, suspend, or terminate the educa-
tional partnership. Each QAE selected to participate in
the EQUIP experiment had a unique history, organiza-
tional structure, theory of action, and area of focus that
informed its approach and ambitions in postsecondary
quality assurance.

The EQUIP experiment had the potential to demon-
strate new ways for determining the eligibility of in-
novative programs for federal funds. Unfortunately,
only two QAE models have been approved to evaluate
their innovative partners, several applicants have had
to drop out of the experiment, and still others await ap-
proval or denial from ED.

EQUIP: Lessons Learned

Although the EQUIP experiment has largely failed to
deliver on the promise of its initial goals, the way that
the experiment broke down provides valuable lessons
for the future. One lesson is apparent: the existing
approval structures, especially the current system of
accreditation, are not equipped to evaluate the value
of nontraditional educational models. Another is that
QAEs—or another objective entity responsible for eval-
uating outcomes—are more likely to be effective than
traditional accreditors in evaluating student outcome
metrics. Other lessons include:

The design and implementation of experiments
must be improved. Although ED sought to give QAEs
flexibility in evaluating program quality through assess-
ments of student learning and employment, it failed to
provide them with reasonably clear parameters at the
outset. As a result, QAEs, traditional institutions, and
new programs were then subject to shifting directives
and instructions. In the future, ED should establish a
clear rubric with high-level requirements, timelines
for completion, and a demonstration of capability up-
front to establish buy-in from all parties. The timeline
should provide pressure to move things forward while
allowing participants to demonstrate sufficient com-
pliance to prevent one administrative stumbling block
from hampering the entire endeavor.

Before a partnership’s initial approval, all parties
should be required to demonstrate readiness to
engage and begin to initiate the experiment through
a checklist of clear standards and transparency of
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findings. Additionally, ED should be ready to help
program participants when they run into adminis-
trative difficulties. For example, there were instances
where EQUIP timelines conflicted with the standard
timelines that many regional accrediting agencies
use, resulting in QAEs having to look for information
on how to address the matter.

However, even with a smoother implementation,
EQUIP would have failed because it attempted to test
both the feasibility of innovative providers and the
sufficiency of the review provided by QAEs, making
it impossible to determine which—if any—of the
program participants were effective at which task.
Additionally, because each participant was partnered
with one QAE, instead of each QAE evaluating several
participants, there was no basis to compare the quali-
ty-assurance models.

Entrenched interests may impose barriers to in-
novation. The EQUIP pilot required QAEs to seek
approval not only from ED but also from a tradition-
al educational institution (already eligible to receive
federal financial aid), its accreditor (which is paid by
the institutions it oversees), and, in some cases, the
state regulatory authority. The approving entities, all
comfortably entrenched, had little incentive to speed
up the process and, in the case of some accreditors,
faced little incentive to approve a potential competitor.
In the future, ED will need to use its authority to push
state regulators and traditional accreditors if it hopes
to make progress on new models of education and new
methods of quality assurance.

Consistent, collaborative, and timely technical as-
sistance is necessary. Though the EQUIP pilot ex-
periment was designed to give approved QAEs flex-
ibility on quality assurance, the ultimate arbiter for
determining whether a program was to be approved
shifted between QAE and ED. This undermined QAE’s
authority.

From the beginning, ED’s announcements and
communications with the institutions of higher
education and noninstitutional providers developing
the new programs were fraught. The department put
forth complex requirements for aid eligibility but
offered few details or examples of what would satisfy
such requirements. Nor was it clear on the timeline or
steps for approval. The department also failed to offer
concrete descriptions of expected progress or technical
assistance to participants.

A New Approach to
Federal Support for
Innovation

Despite the limitations of the EQUIP experiment, in-
novative programs have the potential to serve as an im-
portant alternative for students seeking lower-priced
postsecondary education. To the extent that such pro-
grams lower costs and enable students to get quality
education and training in a shorter period of time than
a two- or four-year college degree, they deserve federal
funding. But how can these programs be fairly and effi-
ciently evaluated and approved without falling into the
same trap that doomed EQUIP?

One promising approach comes from Third Way,?
a think tank that has suggested an approval process
that resembles charter school authorization in the
K-12 system.? Third Way’s proposal would establish a
pathway to federal funds with ED playing the role of an
“authorizer.” The goal is to streamline eligibility com-
pared with the current accreditation triad, while still
ensuring that only programs providing sufficient value
to students are able to access federal funding. Pro-
grams would need to meet four key quality thresholds:

1. The program must demonstrate that it can
successfully serve students coming from low- and
moderate-income backgrounds. This could initially
be done through a non-Title IV funding mechanism
such as employer-sourced funding, a competitive
grant fund, scholarship, or models that condition
future loan repayment on sufficient earnings.

2. Programs must provide data showing that their
students can complete their courses of study, find
employment, and earn a wage that is sufficient to
pay off program-related debt and, ideally, higher
than the wage of a comparable individual who does
not have the skills taught in the program. These
evaluation metrics and standards could include
graduation and employment screens that require a
given percentage of entering students to graduate
and a sufficient percentage of graduates to find
employment in their field of study within a specified
time frame (Third Way recommends a threshold
of 75% for each over four years). Additionally,
programs should be required to demonstrate
sufficient earnings for the program, either through
a minimum earnings threshold or the affordability
of program-related debt given the graduate’s salary
earned upon completion. While the 75% completion
rate is higher than the nationwide average for all



higher education, a higher rate is appropriate in
this case, for several reasons:

« Typically, competency-based programs are de-
signed for faster completion and are sometimes
significantly shorter than traditional programs.
Such programs (which typically grant a certif-
icate) often have higher completion rates than
their degree-granting peers because there is less
time for life to get in the way of completion; exist-
ing certificate programs have completion rates 20
percentage points higher than two-year college
credentials, for example.?

« These programs are designed specifically to
prepare students for particular jobs, so program
quality should be measured by success in getting
students jobs that can support repaying the cost
of the program.

- As we have argued throughout this report, the
federal government should fund—and there-
fore scale—only those innovative programs that
have demonstrated sufficient quality and value
through eligibility for federal aid.

3. Programs need to demonstrate that they are filling
gaps in the workforce. This could be demonstrated
through one or more of the following proposed ways,
perhaps accounting for geographic differences:

« Education and credential attainment: the
number of working-age people with certain cre-
dentials compared with the openings for jobs for
people with those credentials.

« State analyses: state labor agencies that publish
labor supply-and-demand analyses proving a
need in a given area or industry.

« Agreement with a local or regional employer: an
agreement guaranteeing the employment of
students who finish the program.

4. A program’s eligibility for federal student aid would
extend for four years with annual reviews. Following
the fourth year, a program could be reauthorized if it
has met ED’s standards of quality and shows that it
can continue to do so.?* With respect to certain types of
programs or programs of certain durations, experience
may show that a four-year authorization is either too
long or too short and needs to be adjusted.

Proposals such as the one offered by Third Way allow
for sufficient flexibility to design different educational
models while providing clear metrics for quality and
value. Currently, innovative programs seeking federal
eligibility for financial aid from the existing accredita-
tion system often feel as though they are trying to fit
a square peg into a round hole. A new framework for
evaluating quality, designed specifically for innovative
programs attempting to scale, would give potential
entrants a clear set of objective criteria to meet, with
achievable metrics for programs without large enroll-
ments or that do not have decades-long track records.
It would also provide crucial safeguards to students
and taxpayers by requiring educational programs to es-
tablish at least a limited track record of success before
they gain eligibility.

Conclusion

The current system for approving new educational pro-
grams for federal student aid is nominally intended to
prevent taxpayer funding from going to programs that
leave students worse off. But it is difficult for these pro-
grams to be fairly evaluated by traditional accreditors
and state regulators. As long as this is the case, it will
be exceedingly difficult to take promising, if nontradi-
tional, new educational delivery models to scale. New
frameworks for evaluating nontraditional education-
al models are needed, and they need to be focused on
measuring student outcomes. This focus will ensure
that students and taxpayers benefit from new models
while allowing new programs to demonstrate their effi-
cacy and become sustainable.
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