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About This Report

The Institute for a Competitive Workforce assembled the U.S. Chamber of Commerce 
Task Force on Student Aid to develop a set of core principles that represent the needs of 
the business community when considering the redesign of federal financial aid, and to 

contribute to the public debate by offering observations about the shortcomings of the current 
system and discussing ideas for experts to consider. The group deliberated during several in-
person meetings and conference calls to develop a white paper from the perspective of the 
business community. Task Force members were asked to reflect on how the existing system affects 
them and what changes they would make to optimize the system in order to maximize the public’s 
investment and improve student outcomes. 

However, Task Force members were not asked to achieve consensus on the ideas advanced within 
this report. As such, this report does not necessarily represent the opinions or beliefs of the 
members of the Task Force, nor does it reflect the official policy positions of the Institute for a 
Competitive Workforce or the U.S. Chamber of Commerce. The members of the Task Force on 
Student Aid are as follows:

Christopher Cooney, Metro South Chamber of Commerce

Deepa Gupta, The Boeing Company

Kathy Havens Payne, State Farm

Marc Hill, Nashville Area Chamber of Commerce

Bill Kamela, Microsoft, Inc.

T. Vance McMahan, TVM Consulting

Charles Miller, Meridian National, Inc.

Susan Pareigis, Florida Council of 100

William Powers, Rolls Royce North America, Inc.

Dale Ramezani, The Boeing Company

Derek Redelman, Indiana Chamber of Commerce

Alma Salazar, Los Angeles Area Chamber of Commerce

Drew Scheberle, Austin Chamber of Commerce

Kathleen Shanahan, Uretek Holdings, Inc.

Theresa Shaw, College Board
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A Business Perspective on  
Federal Financial Aid

America’s success is and has been rooted in the success of its higher education institutions. 
Indeed, the private sector and postsecondary education have enjoyed a symbiotic relationship, 
and through that relationship, each has prospered. The business community has relied on 

higher education to prepare its workforce, and the research that institutions have transferred to the 
market has resulted in innumerable commercial innovations. In return, colleges and universities 
have benefited greatly from substantial philanthropic investments, much of which has come from the 
business community in the form of scholarships, capital campaigns, and political support.

Since the Industrial Revolution, the economy of the United States has heavily relied on our nation’s 
ability to train and educate its people. The technological innovations that would reshape the world 
and become the engine of America’s surge to global economic prominence in the 20th century were 
possible only because we made educating our citizens a priority. And now more than ever, the road to 
the American Dream goes through our nation’s colleges and universities.

Yet as we begin the 21st century, our commitment to continually improve our education system has 
waned, and other nations have been quick to take advantage of our inability and lack of will to close 
the skills gap. Key technological advances that were once made here in America are now happening in 
China, Germany, and Korea, among others. If this trend continues, and we fail to increase the number 
of Americans who obtain a college degree or credential, we will soon find our nation’s economy falling 
behind those that outperform us educationally.

We need a better way—a deliberate plan to ensure that all Americans can access, afford, and complete 
a credential, which is increasingly the best way to achieve success and prosperity for individuals, for 
job creators, and for our nation. When America’s business leaders analyze today’s higher education 
system and the financing systems that underpin and drive it, they see flaws. Business leaders see a 
system that has not adapted to changing times and needs. As our students have become more diverse, 
less financially stable, and stressed by the demands of our economy, they have too often been failed by 
our postsecondary institutions.

There are hopeful signs, but they are tempered by indicators of decline. In 2012, the Pew Research 
Center found that for the first time in our nation’s history, one-third of our 25- to 29-year-olds have 
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earned at least a bachelor’s degree. (1) Although this is a positive development, the supply of college 
graduates has failed to keep pace with employer demand. According to Anthony P. Carnevale, director 
of the Georgetown University Center on Education and the Workforce, the supply of college graduates 
would have to increase by 3% each year in order to maintain our current levels, which are already 
less than what is needed. Our current growth rate stands at a dismal 1%. (2) Worse, this increase in 
graduates seems to be a short-lived trend, as total college enrollments dropped for the first time in 15 
years in 2012. (3) 

Meanwhile, we have seen other nations catch up or pass us in academic attainment levels, which has 
contributed to the erosion of our once overwhelming economic advantage. Much of this decline can be 
attributed to the growing skills gap our nation faces. The U.S. Department of Labor reports more than 
3 million jobs that American businesses cannot fill in part because they cannot find workers with the 
necessary skills. (4) This gap persists—and continues to grow—even though approximately 18 million 
people are looking for work. (5) This skills gap is indicative of a system that is in desperate need of 
improvement. 

Certainly, not all of the blame for this skills shortfall lies at the feet of higher education. Declines in 
the quality and productivity of our nation’s K–12 education system have forced our postsecondary 
institutions to patch over a great many shortcomings. Nonetheless, our higher education system shows 
deficiencies that cannot be ignored in its failure to graduate students, its reluctance to be transparent 
to students and stakeholders, and its inability to help keep college affordable for many.

Since student financial aid represents one of the most significant federal investments in education, 
and since nearly 63.5% of all undergraduate students receive federal financial aid, it represents a key 
leverage point through which we can make the adjustments necessary to reverse the problematic 
trends facing the system. (6) The business community, which employs the majority of our nation’s 
college graduates and contributes significantly to our federal tax base, has an important voice in 
addressing the student financial aid system and can help to solve the problems we face. Outside of the 
students themselves, perhaps no stakeholder group in the United States is affected quite as much by 
this issue as the business community, as the persistent skills gap threatens the ability of companies to 
sustain themselves and inhibits their capacity to grow our nation’s economy. As such, the private sector 
holds a unique position in its ability to focus the attention of policymakers and higher education 
leaders on how to address what is unquestionably an urgent national priority. 

Student loan debt has overtaken credit card debt in the United States, and the total national student 
loan burden now exceeds $1 trillion. (7) The Congressional Budget Office (CBO) projects that 
defaulted federal student loans will cost the nation $38.4 billion in fiscal year 2013 alone. (8) The 
CBO also projects that spending on Pell Grants will exceed $40 billion annually by 2017—a nearly 
16% increase over fiscal year 2012. (9) Not coincidentally, public four-year institutions have nearly 
quadrupled what they charge in tuition and fees after adjusting for changes to the Consumer Price 
Index since the 1982–1983 school year. (10) These unrestrained increases are undoubtedly responsible 
for much of the growing student loan burden facing our students.
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An increasing number of students now wonder if going to college is even a good idea. A simple Google 
search for “is college worth the money 2012” finds dozens of articles from prominent publications 
questioning whether college is a worthy investment. With more than two-thirds of job openings 
requiring some form of postsecondary education by 2018, our nation cannot afford these serious 
deterrents. At our current pace, the 3 million jobs skills gap will grow to more than 7 million unfilled 
jobs within six years. (11) 

For example, Microsoft recently reported that it has more than 6,000 unfilled jobs, more than half of 
which are for engineers, researchers, and developers. (12) These are not jobs that can be filled with 
simple training—they require at least a bachelor’s degree, and often higher. If the firm cannot find 
enough qualified workers in the United States, it will be forced to find those workers elsewhere in 
the world or to move those jobs to where skilled workers can be found. This situation represents lost 
opportunity for thousands of American families and millions of dollars drained from our economy. 
Microsoft is far from alone, as companies from nearly every sector are suffering from a significant 
shortage of qualified workers. 

The members of the U.S. Chamber of Commerce Task Force on Student Aid believe that we need to 
elevate the urgency of the issue and the business community has an opportunity to provide leadership. 
Whether and how we fix student aid affects our productivity, our ability to compete, and our ability 
to move forward toward economic prosperity. With the average student now leaving college with 
$26,600 worth of loan debt, the time to act is now. (13) Our financial aid system is overly complex, 
costly, and dysfunctional, and therefore will require a complete overhaul; tweaking around the edges is 
insufficient to address its flaws. If the system remains unchanged, it will have far-reaching implications 
for students, employers, and our nation. The following section is a set of guiding principles that the 
Task Force believes are important in any effort to rethink sudent aid.
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guiding Principles 
For all of the billions of dollars spent each year on federal 

student aid, we know embarrassingly little about the efficacy 

of these programs in fulfilling their objectives . As Andrew 

Kelly recently pointed out in the Chronicle of Higher Education, 

“Most studies have focused on the factors that shape enrollment 

decisions, or on the overall impact of specific programs . But few 

have attended to how the presence or absence of aid actually 

affects students’ decisions about their education .” (14) We are 

cognizant of and sensitive to the severe lack of information on this 

subject matter . Above all, we recommend that policymakers do no 

harm in attempting to solve the serious issues facing the existing 

system, and we urge careful examination and rigorous study of the 

concepts discussed in this report . 

At a minimum, all existing federal student aid programs should 

be analyzed from a cost-benefit standpoint to serve as a proper 

starting point for legislative or regulatory action . Programs 

that are determined to be ineffective at incentivizing college 

attendance and completion should be folded into more effective 

programs . Resources should be allocated to programs that 

effectively meet the goals of enhancing access, affordability, 

completion, and quality, with special priority given to low-income 

and first-generation college goers . Additionally, we recommend 

that any efforts to redesign the federal student financial aid 

system incorporate the following principles .
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Prioritize student and workforce needs.

Student aid should prioritize student completion and the earning of 
credentials and degrees that bear a reasonable expectation of some labor 
market value. Configuring a higher education system that graduates 
more students from programs of study that can fill high-demand 
occupations will yield tremendous economic benefits for both our 
nation and the students themselves. However, students currently receive 
much of their financial aid without regard to whether they graduate 
and without any expectation of whether their chosen field of study will 
yield a career that leads to self-sufficiency. This suggestion should not be 
construed as demeaning the value of a liberal arts education, as students 
with the ability to think critically, communicate effectively, and reason 
analytically are always valued by employers. However, the business 
community also has a need for workers with technical skills, which 
should be recognized by the higher education community.

Increase transparency and provide more and better 
information about student aid and higher 
education institutions.

Without better and more complete information, we cannot fully 
determine the return on investment in higher education, adequately 
determine the effectiveness of the various student financial aid 
programs, or intelligently make the kinds of improvements we need. 
Leveraging federal student aid to empower consumers and get the 
information needed for students and their families, taxpayers, policymakers, institutional leaders, and 
employers alike is of paramount importance. This includes better information for students about costs 
and debt, as well as educational and workforce outcomes; more information for institutions of higher 
education about workforce needs and quality of programs and offerings; and more information for 
policymakers about higher education productivity, efficiency, and effectiveness of the federal and  
state investment. 

Measure higher education outcomes,  
including student skills and knowledge. 

Assessing and ensuring educational quality in higher education is a critical area that must be 
addressed, particularly with regard to student aid. Very few states and higher education institutions 
assess student learning and skills in a systematic way. Knowing whether, and what, students are 
learning in postsecondary institutions should be a part of any federal student aid program that 
emphasizes degree completion.

The Task Force on 
Student Financial Aid 
considered federal Pell 
Grants, Supplemental 
Educational Opportunity 
Grants, the Federal 
Work-Study Program, 
Direct Subsidized and 
Unsubsidized Loans, 
and Perkins loans as 
part of its deliberations . 
The report does not 
refer to PLUS Loans or 
military and veterans’ 
aid programs, nor does 
it consider federal tax 
benefits related to higher 
education .

guiding Principles 
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Streamline financial aid for students and families.

The complexity of student financial aid creates inefficiencies and confusion for students as they 
attempt to make a decision about whether they can afford to go to college, which college they should 
attend, and what program they should study. Federal student aid programs must be optimized to 
eliminate redundancy, promote affordability, and reduce complexity.

Enhance affordability for those with the greatest need.

The past decade has seen rapid increases in college tuition. Though much of this increase has been 
blamed on recent decreases in state appropriations, this trend began well before the current economic 
downturn. And despite significant reductions in state spending on higher education since 2008, higher 
education is still better funded today than it was 10 years ago, even after controlling for both inflation 
and rising enrollments. (15) 

The government can do—and, indeed, has attempted to do—much to make college more affordable 
by raising the maximum Pell Grant, issuing low-interest student loans, and providing other forms of 
financial aid to needy students. But as long as student aid does little to mitigate the cost of attendance 
and we do not adequately leverage existing resources to achieve the results we desire, little will change.

Tie aid decisions to outcomes while ensuring quality.

Degree completion is important. At the same time, increasing the number of degrees in the labor 
market will not spur economic growth if those degrees do not actually signify that the degree holder 
has developed marketable skills while in college. Placing substantial emphasis on degree completion—
and tying student aid to it—does not come without potential risk of weakening the quality of 
education. For this reason, it must incorporate a systemic approach that addresses information, 
educational outcomes, workforce needs, and cost-effectiveness. 
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summary of deliberations 

Over the course of this project, the Task Force on Student Aid 

met to review the history of the aid programs, understand 

the current structure and complex nature of the system, and 

develop the six principles set forth in this paper . We acknowledge 

our expertise lies in areas beyond the Federal Financial Aid 

system; however, as business leaders we are able to bring a 

unique perspective to the discussion . In our everyday lives as 

employers, chamber executives, and small business owners, we 

work with the higher education community in numerous ways . 

We hire the students served by the system; we struggle to find 

workers with the skills necessary for the jobs available; and we are 

committed to ensuring our companies, communities, and nation 

remain competitive . As a result, we view the financial aid system 

that allows access to higher education for so many as critical to 

our work and our future and are grateful for the opportunity to 

participate in the dialogue .

In the course of our deliberations we discussed a number of ways 

in which the system might be “redesigned .” One thing was clear: 

this is a system that is broken in its current form . While it has 

had some success in providing access for students, it is overly 

complex and does not adequately emphasize completion or student 

outcomes . What follows is a recap of our discussions . These 

ideas are not formal policy recommendations as we recognize 

they require additional consideration of potential unintended 

consequences and a serious review of the practicality of 

implementation . They are an attempt to contribute to the broader 

discussion taking place—among policymakers, higher education 

experts, business leaders, and others—around the challenges 

within the current system .
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Create a Simplified Financial Aid System

The Task Force was puzzled by the complexity of the financial 
aid system and why its focus lies exclusively on access without 
adequately considering outcomes or completion as a goal. The 
current structure serves as an incentive for institutions to focus 
on enrolling students without paying enough attention to their 
success over time. In addition, the priorities of the current system 
are not often aligned with the needs of students or the country. 
Ideally, a federal financial aid system would be simple, would 
provide financial support to the neediest, would encourage both 
the student and the institution to focus on completion, and would 
motivate institutions to keep college affordable. 

All current federal student financial aid programs share the same 
ultimate goal: to make college more accessible to students. Each 
program serves slightly varying populations, but their aims are 
not so different as to warrant working in silos, with each program 
requiring its own team of administrators and personnel to 
implement it. Few of these programs meaningfully interact with 
one another. Eliminating these inefficiencies would bring more 
financial stability to the program itself and could lead to greater 
levels of funding for students.

Worse, the duplicative nature of these programs creates an 
unstable environment for students hoping to make informed 
decisions about their futures. According to Young Invincibles, the 
student advocacy organization, 78.3% of students surveyed said 
that the financial aid system could be improved by simplifying 
it. (16) Bringing more clarity to the financial aid process would 
undoubtedly help students assess whether or not they can afford 
to attend college and to make better decisions.

Although it is certainly difficult to design a system that would 
encompass all of the ideal characteristics suggested above, the 
Task Force discussed several ideas, including the notion of just one 
grant and just one loan. Under such a system, all federal grants 
and work-study programs could be merged into one grant—the 
Pell Grant, which could then be one of only two federally funded 
grant programs (the other being grants for active-service military 
or veterans). Similarly, Direct Subsidized and Unsubsidized 
Loans and Perkins Loans could potentially be unified into one 

Core Components of a 
Simplified Financial Aid Plan:

•  Easier to understand: 
Students would receive a 
substantially simplified 
financial aid offer .

•  Easier to fund, analyze, 
and adjust: A new 
system would eliminate 
a significant number of 
variables, making it easier 
to determine appropriate 
spending levels and make 
necessary adjustments to 
the system . 

•  Encouraging increased 
access and success: 
Institutions would receive 
additional funding for 
enrolling underrepresented 
students to encourage and 
support institutional efforts 
to ensure that students are 
successful .

•  Enhanced efficiency: 
Eliminating redundant 
administrative duties 
by consolidating federal 
assistance programs could 
ensure that funding is spent 
more effectively .

•  All existing funding would 
remain in the system: 
This eliminates waste and 
redundancy, but not overall 
assistance .

summary of deliberations 
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loan program at one interest rate. This structure would provide more clarity to students as they 
weigh financial aid packages. It would also be easier for students to understand once they enter loan 
repayment, as they would not have to decipher terms for multiple loans at different interest rates. 
Further, it could reduce complexity for lawmakers, who currently must understand and measure the 
impact of changes made to several grant and loan programs. The Pell Grant is the cornerstone of the 
federal aid system. It is targeted to the neediest students, it acts as an entitlement once all qualifying 
conditions are met, and it is money provided directly to students for their use at any qualifying 
institution. Collapsing other grant programs, resulting in a more streamlined and less complex system, 
also enhances the Pell Grant by folding those dollars into the one program that is widely viewed as 
most effective at making college more accessible and affordable.

Another structure that appealed to the group is the notion of one unified program that folds all existing 
federal student aid programs (grants and loans) at their existing funding levels into one package. Initially, 
financial aid could be issued to the student as a loan that would be subject to repayment. Large portions 
(if not all) of the loan could be forgiven when the student achieves certain benchmarks that are indicative 
of student success—including, but not limited to, staying enrolled for consecutive semesters, being on 
track for completion (for example, enrolling more than half-time), earning a credential, completing the 
credential in a timely manner, and graduating from a high-need program of study—maintaining the 
spirit of the grant program while emphasizing return on investment. Clearly, such a design is a drastic 
departure from the current system and carries downsides that are worth further discussion, including 
attracting working adults into higher education. The Task Force was intrigued by the notion because it 
is simple and it encourages the kind of behavior that most would hope to see out of both students and 
institutions—a focus on completion, an ability to shift the program from loan to grant as the student 
reaches benchmarks set forth by policymakers, and a condition that the institution have real “skin in the 
game” (discussed in the next section of the report) when it comes to the success of its students.

While we do believe students should assume some measure of responsibility in return for accepting 
public funding, we recognize that students often deal with significant external barriers to completing 
their degree. Life often gets in the way, and even students with the best intentions often have to put 
their education on hold. We would not want to penalize students for taking time away from school 
to cope with mitigating circumstances. To limit the impact of events outside a student’s control, loan 
repayment under this type of sturcture could be delayed to allow students the opportunity to “drop 
back in” and complete their degree or credential.

Because this unified program could replace multiple financial aid programs, a substantial amount of 
funding that is currently used to administer the program could be used to offer students additional 
assistance. 

Implementing Institutional Accountability

We also believe that since institutions are ultimately the recipients of taxpayer dollars in the form of 
financial aid, they need to accept a share of responsibility for the success and failure of their students. 
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However, requiring institutions to accept a level of responsibility 
unfortunately does bring with it a substantial risk that access for 
low-income students will be inhibited. Since low-income students 
historically graduate from college at lower rates, institutions 
may seek to reduce their financial exposure by choosing not to 
accept those students. This is contradictory to our nation’s goals 
of producing more graduates and providing opportunity to 
needy students. We therefore discussed several ideas for holding 
institutions accountable while still ensuring adequate levels of 
access for students from all backgrounds.

Under one scenario, both institutions and students could share 
responsibility for repaying a significant portion of the remaining 
loan. If a student fails to earn a credential from the institution that 
he or she attends, the institution could be compelled to assume a 
portion of that student’s outstanding loan burden. Students who 
attend multiple institutions during their academic career would 
have this responsibility spread across the institutions they attend. 

To ensure access under this option, institutions would receive 
financial incentives for enrolling underrepresented students. The 
additional subsidy would help ensure that institutions remain 
focused on enrolling these students. Further, if institutions are 
successful at graduating underrepresented students at higher 
rates, this additional funding could turn into a net positive for 
the institution. This incentive funding would serve as a potential 
reward for high-performing institutions that successfully serve 
low-income students.

Another concept for ensuring access is to pool the potential risk of noncompleters. Institutions would 
pay premiums proportionate to a risk calculation. Premiums could be contingent upon multiple 
institutional factors, such as the price of tuition and the completion or transfer rate, and used to offset 
outstanding student loans or defaults. Other options for premium usage could include returning funds 
to institutions that perform exceedingly well supporting and educating underrepresented students, or 
added to the Pell Grant funds. Low-cost institutions with high completion rates would pay relatively 
low premiums, whereas high-tuition, low-performing schools would pay more. To ensure access for 
underrepresented populations, actuarial tables could incorporate a risk-adjusted completion rate 
metric, similar to the one the Institute for a Competitive Workforce used in its 2012 report, “Leaders & 
Laggards: A State-by-State Report Card on Public Postsecondary Education”. (17) The metric used in 
that report measured each state’s graduation rate performance after taking into account the percentage 
of first-time students that receive Pell Grants. Institutions that outperform expectations with regard to 
these higher-risk students would pay lower premiums. 

Options for Institutional 
Accountability:

•  Institutions share 
responsibility for loan 
repayment: If students do 
not complete their degree, 
the institution that accepted 
their student aid would 
share responsibility for a 
portion of the outstanding 
student loan debt .

•  Institutions pool 
risk proportionately: 
Institutions would pay 
premiums proportional to 
various factors, such as 
completion rates and the 
cost of tuition .

 •  Ensure access: Both ideas 
have mechanisms to ensure 
continued access for low-
income students .
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Reining in the Cost of College

Either of these ideas for implementing institutional accountability 
would give institutions a higher stake in the consequences 
of tuition increases. However, if the past several decades of 
skyrocketing tuition have taught us anything, it is that financial 
aid has done little to slow tuition increases. Because of this 
disturbing reality, attempts to make college more affordable by 
increasing aid to students have been largely fruitless. 

While institutions depict tuition increases as necessary, particularly 
in light of declining state appropriations and rising ancillary costs, 
some economic research on the topic suggests otherwise. According 
to economist Howard Bowen, institutions will naturally raise and 
spend as much money as they can in order to improve “quality,” 
which is a never-ending proposition, a concept referred to as 
Bowen’s Rule. (18) This theory competes with one that states that 
higher education costs are largely driven by macroeconomic factors. 
Both theories account for recent cost increases, but researchers 
have determined that Bowen’s Rule expenses have outpaced 
macroeconomic ones by a 2.6:1 ratio between 1987 and 2008. (19) 
Student aid can be better leveraged as a way to assist in keeping 
tuition and fees in check. 

One way to accomplish this goal is to tie an institution’s eligibility 
to receive aid to localized inflation rates (or another metric 
that accounts for varying local conditions). This would enable 
institutions to raise rates in order to keep pace with rising costs 
and encourage them to look at options other than passing the 
costs directly on to students. 

Alternatively, one of the easiest ways to make college more 
affordable is to reduce the amount of time students spend in 

college. To this end, using federal student aid to enable students to earn college credit while still in 
high school could be an effective and efficient use of funds. Dual-enrollment courses offer students 
the opportunity to enroll in college-level courses while still in high school. A recent study suggests 
that dual-enrollment programs make students more likely to graduate from high school and persist in 
college. (20) 

Similarly, numerous benefits have been linked to student participation in Advanced Placement (AP) 
courses. Studies have found that students who took AP courses had higher college grade point averages 
(GPAs), earned more credit hours, and were more likely to graduate in four years or fewer. (21) Opening 

Options for Keeping 
College Affordable:

•  Index aid eligibility to 
localized inflation rates: If 
an institution raises tuition 
beyond the rate of inflation, 
it will receive less in student 
aid funding .

•  Leverage student aid to 
reduce the amount of time 
students spend in college: 
Enable the use of federal 
student aid for dual-
enrollment and Advanced 
Placement courses, which 
allow students to earn 
college credit while still in 
high school .

•  Stimulate innovation 
by removing barriers: 
Accreditation, credit 
hour requirements, and 
regulations linked to federal 
student aid currently inhibit 
cost-saving innovations, 
such as massive open 
online courses .
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federal student aid eligibility to students who wish to participate in dual-enrollment or AP courses 
could help the practice expand nationally. At the same time, institutions should be more transparent 
about their policies regarding accepting AP credits so that students are informed ahead of time about 
which courses will result in completed credit hours. Because some institutions do not recognize 
AP credits as a proxy for college credit, we call on the College Board to work more vigorously with 
institutions to ensure that AP courses will be accepted.

Reforming Accreditation and Eliminating Regulatory Barriers

While direct cost-containment strategies are important and necessary, we strongly believe that there 
are valuable free market solutions to the college affordability problem that are being underutilized 
and overly restricted. Many emerging low-cost models for the delivery of education, such as online 
institutions and massive open online courses (MOOCs), may help drive higher education institutions 
prices downward. As these options proliferate and establish value, consumers will have more 
alternatives and encourage traditional institutions to innovate. 

Unfortunately, there are multiple barriers to such innovation, and because of that, these potential 
solutions have been slow to emerge or serve as building blocks to completion. While many federal 
and state regulations inhibit progressive solutions, the most burdensome of these hurdles—the system 
of accrediting institutions—is directly tied to the federal student aid system. For an institution to 
be eligible to receive federal student aid, it must be accredited by an agency recognized by the U.S. 
Department of Education. For an accreditor to become recognized, it must already be accrediting 
institutions, among other hurdles. Thus, accreditation is a system effectively designed such that 
membership organizations determine which among themselves are worthy of receiving federal 
funding. Because of this, these agencies have what could be a conflict of interest, and can be rather 
effective at protecting the interests of established institutions. 

The system of accreditation was not originally designed to serve as a gatekeeper to federal aid, but rather 
to enable institutions to assist each other in continuous improvement and to establish a way to transfer 
student credit across institutions. Congress gave accreditors this power in lieu of installing its own 
accountability system to protect federal funding from abuse. However, the existing system is neither 
effective at allowing a free transfer of credit nor reliable as a quality control mechanism. Also, since few 
institutions ever face a substantial risk of losing their accreditation, it is difficult to evaluate whether this 
arrangement is truly safeguarding federal funding in a meaningful way. At a minimum, Congress should 
re-evaluate the role of accrediting agencies in the federal student aid system and make changes that 
encourage innovation. 

Ensuring High-Quality Education

Increasing the number of degrees in the labor market will spur economic growth only if those degrees 
actually signify that the degree holder has developed marketable skills while in college. It cannot be 
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ignored that the easiest way to graduate more students would be to lower graduation requirements, 
erode educational rigor, and in effect push students across the commencement stage. 

This manner of working around the system has been seen in K–12 education. Federal requirements that 
demanded the dissemination of student performance data prompted some states to lower their education 
standards. When graduation rates became a focus in K–12 education, states manipulated formulas that 
determined who counted as a “graduate.” And when the formula itself became standardized, schools 
resorted to graduating students regardless of whether the students earned their diplomas. More recently, 
the U.S. Department of Education once again began allowing states to change graduation rate formulas 
under the waivers it has issued to the federal requirements of the No Child Left Behind Act.

If this history were repeated in higher education, the consequences would be severe for our nation. 
Trust in the meaning of a degree would decline among employers, creating enormous confusion in 
hiring practices. Employers could begin to install higher degree qualifications for their employees, 
forcing many students to risk more debt in pursuit of higher academic achievement levels. Other 
students may become skeptical of the value proposition of higher education, and stop enrolling in 
those programs. For these reasons, appropriate safeguards must be in place.

The current safeguards for quality come primarily in the form of 
accreditation and the credit-hour system. However, accreditation 
seldom looks at educational quality beyond the length of degree 
programs and minimal assurances from institutions that they will 
provide rigor. The credit-hour system examines only how long 
students are sitting in a classroom, not what competencies they 
have mastered. 

Another option for ensuring high-quality education is to move 
toward other models for determining whether students are 
actually learning. Capstone projects or examinations, in which 
students must prove that they are worthy of receiving a degree, 
offer a comprehensive method for evaluating the knowledge and 
skills gained. While still often subjective, capstone requirements 
offer an additional layer of accountability in going a step beyond 
the grades instructors give their students. They can also allow 
employers to collaborate with institutions to develop capstone 
requirements that ensure a better connection between what 
students should know to be prepared for the workforce and what 
they learn while in college.

Competency-based education models are an alternative to 
capstone projects in assessing student learning. Most notably 
implemented by Western Governors University, competency-

Options for Ensuring Quality:

•  Be clear about student 
success: Collect and 
provide more detailed data 
and information about labor 
market outcomes .

•  Leverage innovation: 
Emphasize models that 
more demonstratively 
indicate student learning 
gains .

•  Enable meaningful, 
objective comparisons: 
Encourage institutions to 
measure student learning 
in a comparative manner 
through benchmarked 
assessments .
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based education models differ from capstone projects in that the former measure student mastery of 
subject matter in each course, rather than waiting until just before a student is eligible to graduate. This 
model has been expanding rapidly, particularly in distance learning programs, MOOCs, competency 
badges, and for-profit institutions. 

Beyond the obvious benefit of ensuring mastery, competency models can provide the kind of granular 
data that can help inform how we deliver education through both traditional and nontraditional 
modes. With better data on how students learn, we can determine what kinds of learning techniques 
work best, what sequence of courses is optimal in a program of study, and whether certain courses or 
professors are truly effective at delivering a quality education. If this information were available on a 
widespread basis, both educational quality and institutional efficiency could be optimized.

Although each of these quality assurance options might succeed at its stated objectives, they fail to 
provide comparability from one institution to the next. Since both capstone projects and competency-
based programs are developed in isolation, on an institution-by-institution or even a program-by-
program basis, they cannot be adequately measured against one another. This situation may be beneficial 
in ensuring institutional autonomy, but it does not enable either students or employers to make 
important decisions. Neither does such a system empower policymakers and institutional leaders to 
make informed decisions regarding their investments or the continued improvement of their constituent 
institutions. Thus, there must be ways for evaluating institutional performance relative to their peers and 
reporting on their performance to the public. 

To accomplish this goal, it is necessary to prompt institutions to measure student learning gains 
through a benchmarked learning gains assessment, such as the Collegiate Learning Assessment (CLA), 
the Collegiate Assessment of Academic Proficiency (CAAP), or a yet-to-be developed examination. In 
recognizing the differing missions of and students served by institutions, schools would be empowered 
to select an assessment that best suits their circumstances. However, any such assessment should be 
benchmarked to enable an apples-to-apples comparison of learning gains across institutions. 

Voluntary initiatives are already under way to accomplish this goal. The Voluntary System of 
Accountability (VSA) is a joint project of the American Association of State Colleges and Universities 
(AASCU) and the Association of Public Land-Grant Universities (APLU) to provide greater 
transparency and accountability among their member institutions. Currently, 319 institutions 
participate in this initiative. The New Leadership Alliance for Student Learning and Accountability, a 
partnership of just over 100 institutions, also strives for voluntary and cooperative transparency and 
accountability for student learning among institutions of higher education. That institutional leaders 
would sign onto such an initiative is indicative of the merits of the concept.

While it would be ideal for these efforts to be successful, it is important to note that there are currently 
about 7,500 institutions throughout the nation. Neither of these initiatives yet counts a significant 
portion of institutions as members. Furthermore, these are low-stakes initiatives—there is no incentive 
for these institutions to join, nothing compelling them to continue their participation, and no 
mechanism to encourage transparency in reporting. 
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Improving Decision Making Through Data

Financial aid provides a largely unrealized opportunity for the government to gather critical data 
about institutions, students, and outcomes once students leave school. Likewise, taxpayers have a right 
to know how effectively their money has been spent. 

The students themselves stand to benefit the most from this information, as data on their predecessors 
can be disseminated to them before they make choices on institutions and programs of study. 
Enabling them to make informed decisions on their education will undoubtedly make the system 
better. Students could base decisions on where to spend their tuition dollars on factors of educational 
quality and expectations of how well they can fare in the labor market. This, in turn, could prompt 
institutional leaders to make investments in their campus that primarily affect educational quality to 
attract the best students, rather than make investments in more imprecise ways.

Even with the data we have today, we can do more to inform students and policymakers about the 
true costs of attendance and, specifically for students, the amount of their monthly student loan 
payments after graduation. We can also tell them their likelihood of obtaining a job and the average 
starting salary for students from similar programs of study, along with other pertinent information 
regarding their expected cost of living wherever they choose to reside after graduation. Packaging all 
of this information together and providing it to students and families before they enroll and take on 
significant debt can help students make better decisions, and improving the depth and quality of these 
data can paint a more complete picture.

For employers, better information about student outcomes can serve multiple purposes. First, it 
would enable them to develop better relationships with local universities. They could more readily 
determine the strengths and weaknesses of an institution and thus target their efforts and partnerships 
appropriately. Second, it could aid human resources managers in developing recruitment strategies 
and help hiring managers make more informed decisions on their entry-level employees. It could also 
push institutions and businesses to work more closely in developing programs of study that are aligned 
with current and future employer needs.

And for institutions, these vital data could help in institutional planning and budgeting. Schools would 
be able to identify which programs are, in fact, in the highest demand in the labor market. This would 
empower them to develop, expand, or contract programs of study accordingly. Further, if institutions 
see that their graduates of a particular program are having difficulties finding employment or if their 
wages are not competitive with graduates from other schools, they can reach out to business leaders to 
better tailor those programs to employer needs.

Improving the quality of higher education data has to begin with plugging the numerous, substantial 
holes that currently exist in the U.S. Department of Education’s Integrated Postsecondary Education 
Data System (IPEDS). One of the most egregious flaws in the data collected under IPEDS is that they 
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only account for first-time, full-time, degree-seeking students—a 
rapidly shrinking proportion of college enrollees. Compounding 
matters is that too many of the data are left up to institutions to 
define, leading to serious inconsistencies in how and what schools 
report. Creating a common set of definitions and calculations, 
along with information about all students, would go a long way 
toward providing the kind of useful information we all need.

Unfortunately, just fixing IPEDS would still leave our data and 
reporting systems rather lacking. For one, community colleges 
still would be unable to prove their efficacy at helping students 
who begin their schooling at a two-year institution and ultimately 
receive a credential at a four-year school. Further, students still 
would not be able to determine which schools and programs 
would provide them with the greatest chance of success after 
graduation. 

The Student Right to Know Before You Go Act, introduced by 
Senators Ron Wyden of Oregon and Marco Rubio of Florida and 
by Representative Duncan Hunter of California in 2012, could 
serve as a solid foundation for such a system. That bill would 
provide students with postgraduation average annual earnings; 
graduation, remediation, and credit accumulation rates; the 
average cost to the student to attend the institution; and the 
average amount of debt incurred. It would also standardize 
reporting requirements across higher education, among other 
things.

Still, a more comprehensive solution would be to encourage the 
implementation of either a longitudinal or federal unit record 
data system. With America’s population becoming increasingly mobile, and with institutions rapidly 
becoming more national in scope through online learning, there must be a way to link records across 
states and institutions. We also must link higher education to both K–12 and workforce outcomes if 
we are to draw conclusions on how to improve each sector and to make informed policy decisions 
throughout. The Florida Education and Training Placement Information Program provides one 
excellent model that can and should be replicated.

Going further, students currently receive information and data about their higher education options 
far too late to affect the decision-making process. While financial aid recipients are currently required 
to receive counseling and verify that they understand what they sign when they accept federal 
assistance, this happens after students have decided where they are going to attend, and frequently 
after they have decided what they will study. Most students already will have formally declined 

Options for Closing the Gap Between 
Education and Workforce Demand:

Create a High-Demand Pell: Offer more 
grant money to students who pursue 
degrees that are in high demand .

Differentiate terms of financial aid: 
Providing students who seek high-
demand degrees with better interest 
rates and greater lending power can 
encourage better decisions .

Expand aid eligibility to workforce 
development programs: Typically, 
certificate and noncredit-bearing 
programs are not eligible for aid, but 
jobs requiring those credentials are in 
increasing demand .

Improving Data and 
Transparency:

•  Fix the Integrated 
Postsecondary Educational 
Data System: Close holes 
in federal data by collecting 
information on all students .

•  Provide better information, 
sooner: Students should 
receive full information 
about their prospects for 
success and their student 
loan burden before making 
decisions, not after .

•  Connect data throughout 
the education system: 
Longitudinal or unit record 
data systems can link 
higher education data to 
K–12 and the workforce and 
create powerful information 
for institutions, students, 
and policymakers .



Redesigning
Federal Financial Aid  

22

acceptances at other institutions. It is clear that counseling and informational materials must reach 
students far earlier in the process if resources are to truly help them make decisions. One way to 
accomplish this is to create a national portal wherein all relevant information about potential college 
options and the probable student loan repayment terms is easily accessible.

Getting a Better Return on Investment 

Taxpayers have a right to expect a return on the money they invest in higher education. At a time of 
diminishing public resources and increasing demand for greater levels of academic attainment, federal 
higher education funding should be calibrated for the utmost efficiency and productivity. 

There are many ways to achieve a better balance between funding 
higher education and aligning productivity with the needs of the 
labor market. A first step is to provide greater transparency about 
the true costs of college, the expectations for loan repayment, and 
the average workforce success of similar students enrolling in 
the same programs at the same institutions. If students are better 
informed, they will likely be less inclined to pursue programs of 
study that do not offer them greater probability of success in the 
workforce.

However, there are other ways to use student aid as a vehicle to 
better align education and workforce needs. One is to provide 
incentives for students pursuing high-demand degrees via Pell 
Grants. A new “High-Demand Pell” could give students additional 
funding to earn degrees where our workforce has the highest 
demand for skilled workers, such as engineering. The new grant 
might consider cost-containment strategies, as many colleges 
currently add fees for students who pursue many of these high-
demand programs. 

Another alternative may be to differentiate the terms of students 
loans based on the demand of the program of study pursued. 
Offering students who pursue higher-demand degrees better interest 
rates and greater lending power creates an incentive for students to 
choose and persist in those programs of study. 

One of the most direct ways to better align student aid with labor 
market need is to expand eligibility for student aid to workforce 
development programs. Currently, students cannot use federal aid 

Options for Closing the Gap 
Between Education and 
Workforce Demand:

•  Create a High-Demand 
Pell: Offer more grant 
money to students who 
pursue degrees that are in 
high demand .

•  Differentiate terms of 
financial aid: Providing 
students who seek high-
demand degrees with 
better interest rates and 
greater lending power can 
encourage better decisions .

•  Expand aid eligibility to 
workforce development 
programs: Typically, 
certificate and noncredit-
bearing programs are not 
eligible for aid, but jobs 
requiring those credentials 
are in increasing demand .



23

for noncredit-bearing programs and courses. However, a growing share of our available jobs require 
certifications, not degrees. Certificate programs are often ineligible for aid. Expanding eligibility to 
cover these programs can help more nontraditional or transitioning workers back into the education 
system and would close some of the more severe skills gaps that currently exist.

Conclusion

It is the hope of the Task Force that the principles it has put forth and the ideas discussed will enrich 
the public debate as it unfolds in the months to come, while maintaining the original intent of the 
system: to provide access to all students, especially those who are underrepresented. Regardless of how 
Congress decides to solve these issues, we urge that it focus on solutions that bring greater efficiency, 
greater transparency, and a greater focus on student outcomes. The business community stands ready 
to work with policymakers and higher education leaders to resolve the outstanding problems of the 
system and keep America’s colleges and universities the envy of the world.
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