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PREFACE

The sign read, “Closed Until Further Notice.” That’s what one hundred or so college students read as they arrived early one Monday morning at their institution during the fall term of 1978. But these weren’t average college students and this wasn’t an average college.1

Students of Lacaze-Gardner Business School in Washington, DC—nine hundred in all—came from the most disadvantaged areas across the city. Many struggled as single parents, living day to day on public assistance. Lacaze-Gardner, a for-profit college, offered them a way out of poverty by promising them careers in management, accounting, “key-punch” operations, and a variety of technical fields. What they knew about the school came from radio and television advertisements as well as “sales reps” who sold them the hope of a better future. What they didn’t expect to read that morning was a sign telling them those hopes and promises had come to an end.2

Daniel Grossman, owner and operator of Lacaze-Gardner, had become the target of an FBI investigation in November 1978 for fraud and the misappropriation of $2 million in federal student aid he’d received the year before. He abruptly fired all twenty-one instructors over the weekend and closed the school’s downtown office. This move dealt a major blow to students who had signed all the necessary documents and followed all the instructions the school had given them, including taking on debt that went far beyond their wildest expectations. “I was shocked,” stated Candida Butler, a twenty-five-year-old student with two children, “when I went down to Lacaze for the first time and they told me the tuition was $2,900 [approximately $11,000 in current dollars] for nine months. But I decided to pay it because I needed some basic math and English courses. The school was close to where I work and the sales rep told me I could get a federal grant.” She reported signing a sheaf of blank documents on her first day of school and discovered administrators had used them to fraudulently apply for federal student aid on her behalf. Her goal, like many of her peers, was to gain basic literacy skills to improve her life prospects. Lacking these basic skills, students relied on the school to handle the paperwork. What they soon learned was that Grossman and his staff had little intention of providing them with a high-quality education. As one former instructor and whistleblower described it, “All they wanted to do was get the kids in school. From then on they expected us to just perform a babysitting service.” Lacaze-Gardner, now defunct and forgotten, left a lasting mark on the life prospects of its former students. It also reflected a much broader trend involving thousands of for-profit colleges and universities (FPCUs) that emerged over the next few decades. Industry insiders acknowledged that many of these FPCUs were engaged in predatory practices and poverty profiteering.3

Predatory lending practices have come under intense scrutiny in recent years due to the subprime mortgage crisis. Researchers, policymakers, and business leaders have all taken various positions on the matter—from identifying these practices as the cause of the global economic meltdown of 2008 to suggesting that poverty profiteering doesn’t exist. Lately, the focus has shifted to an impending subprime student debt crisis. Pundits and the financial press predict the next major downturn in the economy could result from the $1.2 trillion student debt bubble looming large over the still-fragile global financial markets. Debt from FPCU students and graduates happens to make up a disproportionate amount of this bubble. While only 11 percent of the overall college-going population attend for-profits, they represent 44 percent of the student loan defaults. Policy analysts continue to argue over what this outsized portion of debt means. Some say it’s a reflection of pressing economic needs among the student demographic served by for-profits. Others point to exorbitantly high tuition rates in the FPCU sector.4

What’s often overlooked in these kinds of analyses is the long history of interplay between national policy and predatory behavior critical to understanding current debates over the for-profit industry. Those who write about FPCUs have tended to focus on present trends and patterns—the commercialization of traditional higher education, or the for-profit subsidiaries of nonprofit colleges and universities, or select case studies about faculty, governance, and curriculum at stand-alone for-profits. None have looked at the topic with the goal of producing a substantive history with an eye toward the long view that could help us put recent events within their broader context.5

Diploma Mills was written to address this need. It offers a sweeping exploration of the rise and dramatic expansion of FPCUs. It begins with the palpable tension between traditional colleges and their proprietary counterparts in early America and ends with US senator Tom Harkin’s provocative hearings on Corinthian Colleges, the Apollo Group’s University of Phoenix, and dozens of other for-profits in 2012. Between these bookends emerges a history of real-world struggles between elites and the impoverished, majorities and minorities, the powerful and the marginalized, the traditional and the upstart, the physical and the virtual. It’s a history that intersects with some of America’s most crucial conversations—social, cultural, political, legal, and economic—past and present. It’s also a history littered with institutional competition, congressional investigations, government subsidization, and class litigation exposing the noble intentions as well as deceptive strategies that have long defined FPCUs. In the last quarter of the twentieth century, whistleblower testimony captured by investigative reporting and congressional hearings reveal a history shot through with small-time criminals as well as large-scale, well-connected institutions guilty of industrial-sized fraud. This pattern continued during the first decade and a half of the twenty-first century—only bigger. For-profits expanded in size, scope, and enrollments with the help of Wall Street and federal student aid. FPCU campuses appeared along highways and in strip malls, while their ads and web portals popped up online, capturing hundreds of thousands of new applicants. Along with all of this growth came “creative” private student-lending schemes that became the subject of litigation at the state and federal level. Record-breaking lawsuits—in the multi-billion-dollar range—continue to wind their way through the courts, with the FPCU sector’s predatory lending and deceptive practices as recurring themes.6

That’s not to say all for-profits have engaged in questionable practices. Some have succeeded in meeting genuine postsecondary needs overlooked by other forms of higher education. But this book argues that FPCUs have had an unusually scandal-rich past. Key goals, motives, and incentives make for-profit institutions fundamentally different from traditional, nonprofit colleges and universities. Their institutional DNA has been cut from a different cloth and many remain unaware of how the variation has affected the higher education gene pool. Diploma Mills offers the first single-volume narrative history designed to provide a historical context for understanding why for-profits and their distinctiveness have mattered to students, taxpayers, lawmakers, and the financial aid industry.7

Without question, scandals make for great reading, and the following chapters contain plenty of them. But two more compelling reasons motivated this project from start to finish, reasons attuned to what most of us—whether we’re part of the general public, investor class, policymaking set, or academic community—want to know about the origin and development of for-profit higher education.

The first has to do with wanting to get a handle on the basic contours of and potential lessons derived from FPCU history. Among the tribe of historians who call higher education their specialty, virtually all would admit they’ve ignored the for-profit industry, now a $35 billion Goliath, for far too long. The same can’t be said about the origins of traditional colleges and universities. Scholars have spilled much ink over the last few decades in their quest to understand how one of the nation’s greatest assets came into being, beginning with the founding of Harvard (1636), William and Mary (1693), and Yale (1701). Classical undergraduate colleges of the early American and Revolutionary periods, as the story’s commonly told, gave way to more forward-looking institutions like the Massachusetts Institute of Technology and graduate-focused universities like Johns Hopkins. Thanks to this line of research, we know much about the evolution of public and private higher education, especially when it comes to major milestones like the Dartmouth College v. Woodward ruling of 1819. Through Dartmouth, the US Supreme Court delivered a landmark decision in American contract law allowing private, nonprofit colleges to flourish. The modern university, in its public and private forms, emerged out of a confluence of traditional and innovative higher learning. The universities we recognize today began to take shape, in part, through federal legislation—such as the Morrill Acts of the nineteenth century—and, later, through Gilded Age philanthropy, the GI Bills of the forties and fifties, and the Higher Education Act of 1965.8

Historians have had good reason to take an interest in traditional US higher education. Colleges and universities of this nonprofit variety consistently dominate the top spots on international rankings. Faculty research productivity has tended to outstrip, by large margins in some cases, the work conducted comparatively around the world. This productivity has inspired investigations into improving instruction for undergraduate and graduate students as well as service to local, regional, national, and international communities. As such, the American system of higher education has attracted significant scholarly attention and nearly 1 million international students every year.9

But when it comes to for-profits, there’s been a serious gap in our understanding about where these institutions came from and how they’ve developed over time. The void hasn’t changed much, despite the work of economists, sociologists, and higher-education researchers on the topic over the last decade or so. What this means is that contemporary debates over FPCU regulation and legislation have occurred without a basic historical context. Diploma Mills highlights why this lack of context is a problem and how we might be able to get our national conversation about for-profits out of its present rut. It offers a guide to some of the most important accounts available about the turbulent rise of FPCUs in American history. It also provides a way to gauge lessons learned and relearned from past experiences with the industry.10

The second driving force behind this project has to do with the way FPCU history casts new light on American social, political, and economic life. Throughout the periods examined in this book, for-profits have drawn Americans into debates over cherished values and assumptions about education and the public good.

Some on the left of the political spectrum have seen for-profits as a form of access to higher education for severely disadvantaged poor and minority populations. They see these populations as falling through the cracks of the traditional, nonprofit system and as having turned to FPCUs for the job training necessary to break intractable cycles of poverty. They draw on New Deal and civil rights era political traditions to advocate for the sector as a remedy to past economic and social injustices. In this light, the single parent who’s dependent on public subsidies can prepare for a better future by acquiring skills training from for-profits in order to enter the workforce. Aspiring chefs, nurses, or truck drivers can find programs tailored to meet their needs and help them along the path toward becoming contributing members of society. Advocates from the left have viewed FPCUs as part of the fabric of the welfare system and social safety net assisting those limited by life circumstances, location, and program options. For-profits, they argue, play a role as critical as that of Social Security and Medicare. From this perspective, FPCUs have identified an overlooked opportunity for serving the public good.

The Congressional Black Caucus typifies this position coming from the left. Its members have historically sided with for-profits, ostensibly because many of these institutions work with disadvantaged minority communities. They applaud FPCUs for offering training to those without the skills, background, or preparation often associated with success in other forms of higher education. This is no small matter. In poll after poll, Americans consider colleges the most important vehicles for fulfilling the American dream of upward social mobility and self-improvement. For these reasons, many on the left have identified for-profits as places to combat inequality, level the playing field, and give the marginalized a chance to participate in the American dream.11

Those on the right of the political spectrum have also cheered the rise and expansion of FPCUs, but for different reasons. Favoring privatization, they tend to see nonprofits as inadequate to the task of educating the public—whether poor, middle class, or wealthy. This position views public institutions as inefficient and ineffective when compared with competitive private enterprise. It’s a perspective based on an American political tradition of free-market advocacy drawn from the writings of Adam Smith, Herbert Spencer, Alfred Marshall, Ludwig von Mises, Milton Friedman, and others. The dramatic growth of the for-profit industry beginning in the mid-1970s coincided with market-based reforms popularized by Margaret Thatcher and Ronald Reagan. Privatization was in; the public sector was out. And those on the right saw FPCUs as a way to expand the private sector in concert with their ideas about competition, free markets, and entrepreneurialism. These institutions formed part of a broader movement to incorporate greater choice across the board through voucher systems and charter schools as alternatives to public “monopolies,” as they called them, in education. FPCUs offered a higher-education analog to their reform proposals at the elementary, middle, and secondary levels.12

For many on the right during the last quarter of the twentieth century, postsecondary education needed competition from for-profits to make them more limber and responsive to the needs of businesses and the marketplace. They valorized the work of “edupreneurs” who risked their capital in education markets. Privatization served as a countervailing force to ever-expanding public institutions they viewed as complacent, bloated, and of little contemporary relevance. In this vein, Friedman once called the state financing of colleges and universities the “great scandal of our times.” He and his circle pronounced the end of the New Deal era and anticipated a brighter, market-based future through the expansion of institutions like FPCUs. Here, also, the idea of the American dream appears, but with a different meaning. Market-oriented advocates have embraced FPCUs as expressions of the country’s founding principles based on certain inalienable rights—ones that, by extension, allow for the freedom to innovate, compete without excessive government intervention, and, if possible, make a profit.13

The question this book seeks to answer has to do with how well any of these views—left, right, and center—have fared when placed in a broad historical context. The answers offered in the following chapters are based on a wealth of newspaper accounts, archival documents, court papers, state and federal investigations, research reports, and other primary and secondary sources. Taken together, these sources show a formidable gap long in the making between the real and the ideal on the matter of for-profits, particularly when it comes to beliefs held most dear in American social, political, and economic life. This book argues that the rich historical record of concern and debate over what the profit motive means for postsecondary education points to one unmistakable conclusion: Too many students, taxpayers, and governments at all levels haven’t come out ahead in their dealings with FPCUs. Rather, they’ve been “gypped” by “diploma mills,” as a mid-twentieth-century University of Michigan dean once put it, and this book takes its title from such observations repeated throughout the nation’s history. Their concerns, largely forgotten, dampened, or ignored over time, have been expressed in almost every conceivable form—from the literary to the legal—for hundreds of years.14

Diploma Mills is their story. It’s organized around major milestones in the origin and development of this complex, wide-ranging, and multifaceted industry. The goal here is to take readers on a quick jaunt through time and across the country, with stops at key for-profit colleges and universities, visits with well-placed insiders and observers, and access to the court rooms, halls of Congress, and other settings where FPCUs have been hotly contested. It’s a journey intended to provide readers with a critical understanding of how these institutions emerged from obscurity and have expanded to become a multi-billion-dollar industry. It’s a history that begins with edupreneurs who worked the cobblestone streets of colonial American cities.


Diploma Mills


CHAPTER ONE

Commerce

THEY’VE GONE BY many different names—writing schools, merchant academies, commercial colleges, business schools, career centers, proprietary universities, technical institutes, and for-profits. This book calls them for-profit colleges and universities, or FPCUs. They’re a form of higher education that has always appeared alongside traditional public and private nonprofit institutions. Sometimes for-profits have gathered on the margins or in the shadows of their nonprofit peers. At other times, they’ve taken a large share of center stage and the public’s attention. Their numbers, in terms of institutions, enrollments, and profitability, have ebbed and flowed depending on the needs and contexts of the era. Throughout their long and storied past in America, whatever their name and whatever the period, one thing has remained constant: they were founded to make money.

During the colonial period, nine traditional colleges and universities received charters for granting degrees. About the same number emerged around the time of the American Revolution. The harsh conditions faced by the first few waves of colonists made founding a college an unlikely project, especially with its course of studies made up of mostly Latin and Greek. Survival, not Ovid and Cicero, was foremost on the minds of early settlers. Agricultural skills and local knowledge, the kind shared among native populations, would’ve come in handy for the many who lost their lives battling brutal New England winters or the miasmatic swamps of southern colonies. Despite these harsh realities, colonial colleges offered a classical curriculum filled with the words and worlds of ancient civilizations, leaving little or no room for practical knowledge. In doing so, however, they addressed a different kind of practical need. They served as advertisements and symbols of progress that backwoods outposts used to coax potential newcomers who had good reason to question the viability of the colonial experiment. They worked as psychological salves for those who did make the trip across the Atlantic, replenished the human stock, and felt betrayed by false advertising. They maintained social order, produced homegrown leaders, and trained the clergy. In short, these institutions served many purposes—and, at times, blurred distinctions between private and public institutional forms—but none of them came into existence with the express purpose of making anyone a profit.1

Profit seekers found a different niche in colonial and revolutionary America. Master artisans with expertise, hard won or merely claimed, took on apprentices and taught individual students specific trades. Learners paid for the lessons through their labor. The apprenticeship, particularly the indentured kind, took the form of a contractual, proprietary relationship that established the obligations of each party. In one contract from 1676, a master agreed to “teach and instruct, or cause to be taught and instructed in the art and mystery as mason,” a particular apprentice for twelve years and five months. The apprentice, in return, worked for the master during the same period. Other profit seekers devoted themselves solely to instruction and opened schools catering to groups of students and providing less formal, far shorter terms of instruction. In 1709, a proprietary school for adults in Boston claimed to teach a wide range of subjects. Advertisements mentioned everything from “Writing” and “Arithmetick” to “Surveying” and “Navigation” and even bit of “Astronomy.” All this, they announced, could be had at a little shop near the “Mitre Tavern in Fish-street” at the Boston Wharf.2

Legal and medical education also took a largely proprietary, apprenticeship form during the colonial and revolutionary periods. With few regulations, if any, to dictate otherwise, the length, quality, and content of study for these professions varied greatly, depending on what the master knew. Variations in legal and medical training continued until the professionalization movements of the late nineteenth and early twentieth centuries. For most of American history, as a result, those with experience and an entrepreneurial spirit could take on apprentices or open an FPCU with the goal of training the next generation of attorneys and physicians without much in the way of external oversight. An entrepreneur named Tapping Reeve opened one such proprietary school in 1784 to provide legal education in Litchfield, Connecticut. He followed the same pattern as other lawyers in educating apprentices in his own office. But Reeve’s popularity grew, and he moved his instructional practice to a separate location to handle increasing demand. The school’s explicit purpose was to make the owner an income by charging students tuition for lectures and quizzes—all without awarding a single degree. When it closed in 1833, a decade during which states abolished the few formal requirements that existed for law apprenticeships, Litchfield Law School could boast having one of the largest and most successful for-profit programs in the country.3

Aspiring physicians followed the same career trajectory, although those with greater resources sometimes finished their training at European institutions. The University of Edinburgh was a particularly popular destination for the well heeled of this group. The more common practice, however, was for apprentices to begin around the age of sixteen and continue their training over a period of five to seven years. During this time, the youth would “read medicine” in the master’s library, make observations on the doctor’s rounds, and pay for these experiences by working for the physician as a servant, caretaker, and bill collector. Apprenticeships and proprietary schools forced the first medical colleges founded in revolutionary America, those affiliated with traditional institutions, to reduce their graduation requirements because states didn’t require a degree to practice medicine. In this context, students had little incentive to pursue bachelor’s or doctoral degrees of “physic.” Degree-granting medical schools had few faculty, sometimes just one or two, and scarce resources, generally due to a lack of support from boards of trustees. In the end, these formal schools borrowed heavily from the apprenticeship system and continued to do so well into the nineteenth century.4

While a wide range of tutors and proprietary schools served the demand for professional education, the best-known FPCUs of the colonial and revolutionary eras were called “reading and writing” schools. These schools filled a significant gap for aspiring merchants looking to trade with Europe. Traders needed elaborate calligraphy skills with the quill pen to write successful letters to buyers and sellers across the Atlantic. That was their business face. Those wanting to be taken seriously learned penmanship skills in order to build trust with potential business and trading partners. Many turned to these reading and writing schools to prepare them for mercantile life since traditional colleges tended to hold practical studies at arm’s length. Benjamin Franklin, among other revolutionaries, weighed in on the notable gap in American higher education and came out in favor of entrepreneurial institutions organized to meet the demand. He argued for formal courses of study “fitted for any business, calling, or profession” in his Proposals for the Education of Youth of Pennsylvania (1749). Franklin believed practical education was critical to the pursuit of happiness. His proposals led to the creation of the Philadelphia Academy and, later, the University of Pennsylvania, but in both cases traditionalists took over and steered the curriculum from the shoals of practical studies.5

As if responding to Franklin’s original call, the number of institutions of public and private nonprofit higher education increased exponentially during the nineteenth century. Communities across the country used traditional and multipurpose colleges as a way to boost local economies. The institutions served as beacons of progress and civilization as settlers moved westward. Given the oversupply, rapid expansion, and quantity-over-quality mentality characteristic of the exponential growth, these colleges had mixed results. Many came and went before leaving much of a mark, but the college-founding mania kept driving the relentless upward tick. In 1790, there were 19 nonprofit colleges. That number grew to 50 in 1830, 250 in the 1850s, over 500 in the 1860s, and 811 in 1880.6

FPCUs followed suit. Nineteenth-century reading and writing schools transformed into “commercial colleges” and “business colleges” and appeared like mushrooms on the higher-education landscape. Trailblazers opened their doors in the 1830s and 1840s and kept a local flavor by taking on personal or area names followed, in almost every instance, by “Commercial College”: Foster’s (Boston, 1832), Bartlett’s (Philadelphia, 1834), Sawyer’s (Boston, 1838), Duff’s (Pittsburg, 1839), Comer’s (Boston, 1840), Jones’s (St. Louis, 1840), Howard (Marion, Alabama, 1842), Crittenden’s (Philadelphia, 1844), Schofield’s (Providence, 1846), French’s (Boston, 1848), Paine’s (New York City, 1848), and Browne’s (Brooklyn, 1849). Then came a surge of big-city and small-town commercial colleges in the next two decades. Some of note include Bell’s (Chicago, 1850), Gregory’s (Detroit, 1850), Bryant and Stratton’s (Cleveland, 1853), Soule’s (New Orleans, 1856), Oberlin (Oberlin, Ohio, 1858), Eastman’s (Poughkeepsie, New York, 1859), National (Wheeling, West Virginia, 1860), Garden City (San Jose, California, 1862), Dirigo (Augusta, Maine, 1865), Leddin’s (Memphis, 1865), Parish’s (Peoria, Illinois, 1865), Janesville (Janesville, Wisconsin, 1866), Hurd’s (Fayette, Iowa, 1867), Packard’s (New York City, 1867), and Western (Topeka, 1867), among many others. Although the nature of the overall market—mostly small, tenuous, and tainted by fly-by-night operations—makes it difficult to read the data, the US Commissioner of Education placed the total number of FPCUs at 129 in 1878. Other estimates have ranged from several hundred to over 2,000, when including Canadian institutions, with a combined annual for-profit student population of approximately 240,000 by the last decade of the nineteenth century.7

With all of this growth, both traditional and for-profit institutions underwent a great deal of change. Cracks in the classical curriculum began to surface with reports published by Yale in the late 1820s. These reports defined the truly educated gentleman as one well versed in the classical languages, taught by way of recitation, and prepared with the mental discipline to pursue whatever studies or careers college graduates desired. The publications acknowledged the creeping expansion of the sciences into college catalogs and argued that the best course of action was to keep classical languages at the center of the curriculum.8

Despite Yale’s significant influence on American higher education, traditional nonprofits continued to evolve and diversify. These classical institutions created separate schools of science in the 1840s to address demand for biology, chemistry, physics, and engineering, or, as more generally described at the time, natural history and natural philosophy. But pressure to change the core of American higher education intensified. Specialized scientific institutes, such as Rensselaer Polytechnic Institute and the Massachusetts Institute of Technology, kept the staunchest classicists awake at night wondering how far this push for practical studies would go. The passage of the Morrill Land Grant Acts of 1862 and 1890 gave the kind of answers hardened traditionalists had feared. Senator Justin Morrill’s legislation provided federal funding based on the sale of western lands inhabited by Native Americans to create agricultural and mechanic institutions or to reform existing colleges for the purpose. As such, the classical college, based on the English model of undergraduate instruction, began to appear quaint, but backward-looking, especially after the founding of the German-styled, graduate-centered Johns Hopkins University in 1876. By the end of the nineteenth century, the contours defining the modern American university had become visible and distinct. The classical college had given way to a new form of higher education that fused traditional undergraduate studies with scientific, practical, and graduate education.9

Piecing together these elements became an ad hoc affair, but one element was notably missing from this fusion of nineteenth-century institutional forms: the for-profit model. FPCUs found their own way through this upheaval by largely focusing on aspiring business professionals. This was a demographic that even the most forward-looking of the nonprofits avoided for fear of soiling their reputations.10

Traditional nineteenth-century colleges avoided business studies, in part, because of long-held Western views about the separation of knowledge and money. The pursuit of knowledge has almost always represented a noble, pure, and, for centuries, literally monastic calling; the pursuit of money, by contrast, has conjured images of the craven and depraved. Scholars—those filling the ranks of most nineteenth-century colleges—who spent their lives reading, thinking, and writing about classical literature generally shared a dim view of the business world and the people who moved within it. Their skepticism had deeply entrenched roots. The Socrates they taught questioned the ethics, value, and wisdom of chasing after fame, power, and riches. These ancient dialogues, often ending with a red-faced aristocrat angered by some Socratic exchange, reminded readers of the corrupting influence of money generally. But nowhere was Socrates’s message more pronounced than in the special antipathy he reserved for sophists who charged high fees for their lessons. He chided those who made fortunes from instruction, suggesting that financial incentives corrupted what they actually taught. Did sophists provide what students genuinely needed? Or did the act of making a profit corrupt the lessons themselves, driving sophists to teach what students wanted to hear in order to maintain satisfied clients? Socrates made his position clear, dismissing sophists as untrustworthy merchants of knowledge.11

Such positions critical of money’s influence survived through the ages and made their way in one form or another into the traditional nineteenth-century college. The history of early Christianity they taught presented “money changers,” particularly those near places of worship, in the least flattering light. If Dante’s Inferno made an appearance in the undergraduate course of study, it would’ve been hard to miss the seventh ring of hell, reserved for violent, murderous sinners as well as usurious lenders who choked and gasped due to the weight of purses fastened around their necks. If they read Shakespeare’s Merchant of Venice, Shylock—history’s most famous financial villain made out of Elizabethan cloth but interwoven with ancient and medieval fabric—would’ve been there to reinforce the message. Moral philosophy and, later, political economy, sometimes taught by the college president, might discuss the birth of finance in Florence and the stock exchange in Amsterdam in the age after Shakespeare. But these developments did little to temper even the popular writings of Adam Smith that could be found in the nineteenth-century American college curriculum. Often cast as the original advocate of markets and the wealthy, Smith had great reservations about the moneyed class. He warned of “avarice” and “vain-glory” among businessmen who threatened the social order. To his mind, they should “always” be treated with great “suspicion” because they aim to “deceive and even to oppress the public” for the sake of profits aligned with their interests.12

For these reasons, nineteenth-century classicists had little in common with financiers and brokers, especially the Jay Goulds of the era and those who aspired to follow in their footsteps. Many loathed the idea of soiling traditional college campuses with for-profit schemes or commercial studies. As the Scientific American put it, the public viewed FPCUs with contempt for serving little purpose other than “lining the pockets of their proprietors.”13 From across the Atlantic, a report about commercial education in the United States by the British Parliament came to the same conclusion: “When it came to be generally believed that there was ‘money in it,’ there soon grew up an unprincipled exploitation of the field of business education, which has left a lasting stigma on the name ‘business college,’ and has done much to disgrace and discredit an honorable profession.”14

Traditional colleges kept a safe distance from studies that would mark them as commercial or business oriented, although a slow, weak trickle of “separate” and “partial” commercial course offerings appeared at Notre Dame (1842), Hillsdale (1855), and Wake Forest (1869). Catholic colleges, in particular, were more amenable to this than others. It took pressure across nearly the span of the century to yield the first university-based school of business in America, and even then it appeared as a separate school affiliated with the University of Pennsylvania and funded through a special endowment established by industrialist Joseph Wharton.15

Another reason traditional colleges kept commerce out had to do with the questionable business practices of the largest for-profit commercial schools in the country. Henry Beadman Bryant and Henry Dwight Stratton started their first FPCU venture in Cleveland in the mid-1850s and soon after began expanding across the country. They set their sights first on Buffalo, Chicago, and Albany. By the end of the Civil War, they had a chain of over forty campuses.16

The problem with Bryant and Stratton’s enterprise wasn’t its sheer size, but rather how it became one of the largest chains in America. Their business strategy focused on opening colleges in cities where other for-profits had already made their start. Existing institutions signaled for them a demand and market for commercial studies. As they entered each new city, a familiar pattern began to emerge. “Proprietors of the other schools,” according to one account, “were either required to sell out at a sacrifice or the attempt was made by competition to force them out of the field.” Bryant and Stratton won few friends by acquiring local establishments and turning them into branches of the franchise. It also didn’t help that the chain followed a policy of charging local operators 30 to 50 percent of their profits for the privilege of becoming part of the corporate family. During the Civil War, the company’s franchise managers met in New York to stage a revolt against the chain’s practices and heavy-handed contracts. It failed. Their protests fell on deaf ears and the initial insurrection was squashed. Even so, local operators followed with a protest letter blasting the unfair agreements that had “enriched its founders and conferred honor upon their names” at the expense of the “individual and collective efforts” of those handling the affairs at the local level. The agreements left them in “comparative obscurity and indigence.” For these managers, Bryant and Stratton had created a for-profit business model that involved what we might now call hostile takeover practices. Dante, to many a scholar’s mind, had reserved a special place for these kinds of businessmen.17

A third reason for the clear separation between nonprofits and for-profits had to do with the advertising campaigns of nineteenth-century FPCUs. For-profit business and commercial colleges earned a reputation for making inflated claims and offering a direct path to riches through short courses in penmanship, bookkeeping, banking, commercial law, telegraphy, and stenography. Coleman National Business College in Newark, New Jersey, claimed to be the “cheapest and best,” with endorsements from “the most prominent business and professional men of the state and nation.” Bryant and Stratton’s Commercial College advertised special facilities “that cannot be surpassed by any institution of the kind in the United States” and that provided students “influence and advantages that cannot be obtained in any other way.” Their courses offered a single “step” from the classroom to “positions of honor and responsibility” in established business firms.18

Many other nineteenth-century FPCUs offered students the moon, and Eastman Business College of Poughkeepsie, New York, was one of the most flagrant. Founder Harvey G. Eastman, cousin to George Eastman of Eastman-Kodak fame, regularly spent $1,500 to $3,000 for full-page newspaper advertisements. The cost of one Eastman advertisement exceeded the annual salary of Harvard’s president during most of the 1850s and 1860s. This was at a time when bookkeepers made six to eight dollars per week. These ads promised courses “to fill every demand of a business career … in the least time at the smallest expense.” Not to be outdone, Bryant and Stratton made extravagant claims for those wanting to study at home. They claimed young men and women could “easily acquire a thorough and practical business education” through their program, endorsed by “thousands.” Even for those engaged in home study, success was imminent. “Our students,” stated Bryant and Stratton, “secure salaried situations.” Job placement guarantees were common, although frowned upon by critics who charged that the guarantees were “not carried out in good faith.” Students eager to begin this journey toward riches with a mere ten-cent introductory lesson likely failed to discern the subtleties of guarantees and inflated claims.19
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FIGURE 1.1.  St. Paul Business School Advertisement. Source: J. W. McClung, Minnesota as It Is in 1870 (St. Paul: McClung, 1870), 10.

Coleman, Eastman, Bryant, and Stratton started a trend that forced even tiny, remote nineteenth-century for-profit business colleges to make lavish claims. St. Paul Commercial College described itself as an “international” school offering “the sure road to success” (Figure 1.1). Graduates, they claimed, assumed “lucrative positions” upon graduating. What’s more, although faculty at prominent classical colleges expressed grave insecurities at the time when comparing themselves with their European counterparts, this Minnesota for-profit described itself as “the greatest educational enterprise in the world” without hesitation.20

While the marketing side of for-profits promoted myths to attract students, commercial college faculty contradicted these claims as soon as students arrived, although most likely after they paid their tuition. The popular Counting House Book-Keeping (1864) text by Bryant and Stratton faculty warned students of the “extent of mental labor” expected of their students. “The great foe to true progress in all ages,” they argued,

has been mental slothfulness; and so prone are we all to this condition—so willing to let others do our thinking—that we are constantly in need of some impelling force which shall develop the dormant faculties, and enable us to realize the true idea of education. We have little faith in the “learning-made-easy” method of treating a science so eminently worthy of the best mental efforts, and requiring in its application such thorough comprehension as well as such nice distinctions.21

At bottom, such faculty knew students came with inflated expectations of success and delusions about the ease with which they could achieve that success. The first order of business, as reflected in the textbook’s introductory comment, was to disabuse them of promises made by promotional literature luring students to their institutions in the first place.22

With commercial college faculty finding fault with the advertisements, it’s not surprising that critical observers blasted FPCUs across the board during the mid-nineteenth century. “Nothing of greater use than the subjects included in the curriculum of the public schools,” stated one critic in the pages of a popular magazine, “can be learned in the so-called business or commercial colleges, which, in so far as they undertake to teach the practical details of business life, are misleading, to say the least, in the opinion of all the merchants with whom we are acquainted.” Others compared the business college to the “plumbing school” with disdain, while still others spoke of “sham degrees” given for professional studies and the “absurdity in going to a Commercial College to complete a business education.” These institutions, as critic and author Alfred Holbrook put it, created a “false idea” about knowledge, human nature, and the proper course of practical study. They emphasized “cramming the memory with facts, definitions, rules, observations and remarks” or “preparing for business in working at arithmetic and penmanship.” This, to the Holbrook’s mind, was the “climax of absurdity.”23

In addition to questioning the quality of commercial education, critics scoffed at what the era’s institutions charged for their intellectual goods. Ohio’s Orwell Normal Institute, a teacher training college, branched out into business education to provide an alternative to the overpriced courses on penmanship, mathematics, and other studies found at for-profits. “The Business Course,” Orwell announced, “is calculated to furnish young persons who have not two or three hundred dollars to spend at a commercial college, with such training as when once engaged in business, speedily to comprehend its details.” J. H. Goodwin, author of the best-selling Improved Book-Keeping and Business Manual (1882), also thought tuition rates at for-profits had far outstripped their worth. Having sold tens of thousands of copies of his manual over the course of fifteen editions, Goodwin leveraged his name recognition to speak out against overpriced and overrated commercial colleges. “The young man,” he advised, “who spends from six to sixteen months and from sixty to six hundred dollars to learn book-keeping in a business college is—to put it mildly—throwing away both time and money.”24

Others went a good bit further than Orwell and Goodwin in their criticism of mid-nineteenth-century commercial colleges. George E. Pond, who wrote for the magazine Galaxy, railed against the “sham degrees” these outfits conferred on their students: “To what a pass have degrees come in America! Colleges multiply like cockle over the land—or, rather, academies that take unto themselves the name of universities, and fling their diplomas broadcast. No writing-teacher dubs his school of penmanship with any less pretentious title than Commercial College or Calligraphic University.” Frustrations with the proliferation of degrees, institutions, and courses of study—partial, full, classical, commercial, traditional, modern, collegiate, university, technical, technological, scientific, graduate, public, private nonprofit, and for-profit—had reached a tipping point for those who longed for the old-time college. The for-profit penmanship school was the last straw in a sequence of changes in American higher education across the century.25

Concern over the odd, uneasy place of for-profit institutions in American life reached beyond the desks of social critics and appeared in popular culture of the era as well. Robert Louis Stevenson, with coauthor Lloyd Osbourne, wrote The Wrecker, a late nineteenth-century comedy that pokes fun at the “absurdities” of a “sound commercial education.” The “yarn” starts off with a young Loudon, the story’s protagonist, leaving for a commercial college. He’s being sent by his father, an unhappy businessman, who believes the college will forever alter his son’s chances of success in the business world. From the boy’s perspective, the father “no doubt considered he was putting me in a straight line for the Presidency and the New Jerusalem.” Just before leaving him at the steps of the train cars, the father turned and said “Loudon … I am now giving you a chance that Julius Caesar could not have given to his son—a chance to see life as it is, before your own turn comes to start in earnest.”26

For Stevenson and Osbourne, The Wrecker becomes a vehicle to present the nineteenth-century commercial college as an “absurd place of education.” Loudon’s courses included a smattering of bookkeeping and modern languages. But he and other students spent the vast majority of the day learning how to “gamble in produce and securities.” The whole business was “cold-drawn gambling without color or disguise.… I thought I had never beheld a scene more disagreeable.” Students received “college paper” that functioned like poker chips with which to practice speculating on exchanges. These chips, sold upon graduation, represented the student’s success with market speculation. This is what they spent their days doing, inspiring for Loudon a comparison with Charles Dickens’s Oliver Twist: “If there was ever a worse education, it must have been in that academy where Oliver met Charlie Bates.”27

Even potential defenders knew something had to give if commercial colleges, with their courses of study typically ranging from six weeks to three months to three years in length, could rightly call themselves by the name “college.” Henry Clews, a nineteenth-century financier and Wall Street fixture, questioned the value of for-profits for those looking to follow a similar career path. To this question, he brought a wealth of experience that included training clerks, organizing a “Committee of 70” influential citizens and investors, breaking up a major investment corruption ring led by William “Boss” Tweed, and serving as an economic adviser to President Ulysses S. Grant. His Fifty Years in Wall Street memoir recounted a lifetime of observations on the needs and shortcomings of America’s business and investment firms. From his point of view, commercial colleges distracted aspiring young bankers and business owners from the qualities necessary for success. Early in the century, Clews recounted, “the parents of such a youth who were intent upon getting him a start in an office … were obliged in most instances to pay fifty dollars the first year for the privilege.” Paid apprenticeships got many business leaders their start, he argued, and the public had misplaced its hopes in commercial colleges. What mattered most were the dispositions learned, not where they learned them. Too many wanted to get rich quickly “by some imaginary rapid-transit route.” The young read about the Vanderbilts, Goulds, and Astors—as well as the advertisements of for-profits—and thought a short course in penmanship would get them there, but Clews believed they really needed “sufficient energy, fixity of purpose, patience, self-denial and self-control, frugality, and economy.” It’s not about genius or, worse still, becoming “an accomplished college professor,” but rather cultivating “the habit of feeling at home wherever their lot is cast.” If commercial colleges could achieve such a thing, they would’ve had Clews’s endorsement. But he was skeptical the developments underway in both for-profit and nonprofit business studies would meet these needs.28

Of all the defenders of the era’s commercial colleges, James Hodges stood among the most broad-minded and thoughtful. He, too, knew business needs from an insider’s perspective and identified important shortcomings in the offerings of most commercial colleges. Unlike Clews, however, his point of view was driven less by Wall Street and more by Washington, DC.29

Hodges, a one-term (1885–1887) mayor of Baltimore and local business leader, came up through the ranks of commerce as an apprentice. Although he started a course of legal studies, he dropped out due to a death in his family. After an apprenticeship at a commercial house in Baltimore, Hodges started a successful import company, became a member of the city’s Board of Trade, the president of the Mercantile Library Association, and a director of the National Union Bank. As mayor, he took a special interest in education—opening five schools, assisting with the passing of a school loan resolution, and appropriating funds for the construction of a high school for African Americans.30

When it came to commercial colleges, especially after his term in office, Hodges recommended these institutions not only as vehicles for individual prosperity, but also as a means to bring business leaders into the political process. He believed England owed its “wealth, power, dominion, and influence” to patient, deliberate commerce and held this up as a model to counter the “hot and eager haste” among American youth “rushing rashly” into the business world. Hodges argued that “business education for the commercial classes” was needed to “methodize” their minds for the “constantly-changing conditions of trade.” Without commercial education, “many of them never rise to success as businessmen, or to places of high usefulness in commercial employment. Gross ignorance and inexperience are the primary-producing causes of many honest commercial embarrassments … and have caused many disastrous failures. And a faulty system of book-keeping has absolutely ruined and driven into bankruptcy many worthy merchants whose lack of commercial education rendered them incapable of detecting the villainy or ignorance of their clerks.”31 Commercial colleges, according to Hodges, offered no sure or “royal” road to success, but they certainly increased the chances and could prevent common, fateful errors in basic accounting.32

More importantly, Hodges saw in commercial colleges the possibility of producing graduates who could serve as viable contenders for political office, even without the prestige of a classical education. Commercial and financial legislation, he argued, required the guidance of those best informed about the consequences of such legislation. “Who are better qualified to do this,” he asked, “than intelligent and experienced business men?” The classical college might expose future leaders to ancient languages, history, philosophy, and higher mathematics, but, in Hodge’s experience, graduates of traditional institutions often appeared lost in a business firm. They turned to the “errand boy” for instruction on the rules of the trade and lamented the time “wasted at college” that could’ve been spent more productively preparing for a life in business. At the same time, Hodges proposed a remedy to a critical problem with nineteenth-century commercial colleges: their narrowness. The standard penmanship and bookkeeping instruction found at these institutions provided an “eminent service,” he noted, but they didn’t go far enough to prepare future leaders. In addition to the practical courses of study, Hodges also wanted to see students wrestle with “great questions involving the destinies of states and the welfare of nations, that once were decided on ecclesiastical or dynastic grounds, [and] are now decided on commercial.” He longed for commercial interests to be represented in state and federal offices. “I cannot help thinking,” he added, “that if we had a few less lawyers and a few more merchants in our State assemblies and in Congress, the country would be much the better for it.” He wanted what the French had in the practical, business-oriented Ecole Spéciale de Commerce or what the German states had with the Commercial Academy of Vienna.33

Hodges’s ideal commercial college curriculum included elocution, modern languages, political history, commercial law, and commercial geography. With that, in addition to practical knowledge of accounting, insurance, finance, and trade, the nation would see the rise of “not merely successful merchants, but intelligent citizens, public servants, and legislators.” The business schools appearing in nonprofit colleges and universities in the final years of the century began to satisfy such needs. But for-profit commercial and business colleges had for decades attempted to fill the gap, however narrow in scope, for hundreds of thousands of students throughout the century. In 1895 alone, over 96,000 students enrolled in for-profit commercial schools. That same year, nonprofit colleges and universities reported a total enrollment of 97 students in business-related courses of study.34

The hundreds of thousands of students served by FPCUs throughout the nineteenth century took their training in countless directions. Some took a commercial course of study on the way toward a political career. George K. Anderson, president of the Exchange Bank of Titusville, Pennsylvania, got his start by attending Duff’s Commercial College in Pittsburgh during the 1850s. He used his bookkeeping skills for Kirk and Rhodes, “well-known and prominent car builders of Rochester, Pennsylvania,” and later for his own retail grocery business. But after these two ventures, he ran for office and became a senator in the state’s legislature. William W. Lawson followed a similar path in the state of New York. After attending public schools in Buffalo and finishing a course of study at Bryant and Stratton’s Commercial College, he worked for machinists, butchers, and ultimately a stock dealer that bought and sold cattle. He was elected to the state assembly in the 1870s for two terms and later served as sheriff of his county. Henry H. Koch did the same. He had a grammar school education, worked at a family sawmill for three years, and then studied at Bryant and Stratton’s. This gave him skills to work as a bookkeeper and retail salesman for Buffalo’s boot and shoe dealers. Koch opened his own retail store in the same industry that became a success in the area. After gaining commercial recognition, he entered political life as representative of the tenth ward in Common Council and later as sheriff of Erie County.35

Other nineteenth-century for-profit graduates served at various levels of government, journalism, or education. Thomas W. Davis, a graduate of Bartlett’s Commercial College in Cincinnati, worked in the iron industry as a financial manager. After the Civil War, he took his bookkeeping skills with him to the office of Internal Revenue Collection for a district in Pennsylvania. Harrison G. Otis, a graduate of Granger’s Commercial College in Columbus, Ohio, ran a newspaper and printing plant, moved to Washington, DC, managed the Government Printing Office, and later became the head official of the US Patent Office. Otis then returned to journalism as a part owner of the Los Angeles Times and as president and general manager of the Times-Mirror Company. James E. Scripps, a graduate of Bell’s Commercial College in Detroit, became the owner and operator of the highly successful Evening News (later, the Detroit News). He turned his fortune into a philanthropic enterprise that funded projects in California, including Scripps Institute of Oceanography and Scripps College. J. G. Adams, a graduate of Iron City Commercial College in Pennsylvania, used his commercial training to help with the expense of completing a traditional course of study at Waynesburg College in 1870. A few years after graduating from Waynesburg, he became the superintendent of schools in Jasper County, Indiana. Harrison Soule, a graduate of Gregory’s Commercial College in Detroit, worked as an accountant for the Michigan Central Railroad Company for several years. In the 1880s, he left the industry to serve as treasurer of the University of Michigan.36

A small number of the era’s for-profit graduates made untold fortunes too, but, as economists often point out, it’s never clear how much of an individual’s success can be attributed to inherited traits, formal and informal training, and sheer chance. Before making their Gilded Age empires, Andrew Carnegie, John D. Rockefeller, Harvey Firestone, and Frederick A. Goodrich attended for-profit commercial and business colleges. In each case, the luck of being in the right place at the right time contributed in some measure to their success. Goodrich, for instance, started out at the Mound City (St. Louis) Commercial College and later finished a course of studies at the Northern Indiana Normal School in Valparaiso. He worked for Charles Himrod, an iron company in Chicago, as a bookkeeper and salesman. After being transferred to Detroit, the company’s silent partner withdrew and Goodrich became owner, general manager, and treasurer of the company that took his name. In other cases, chance had just about everything to do with newfound success, eclipsing the influence of for-profit training. As one account of serendipity depicts, “Three brothers with educations obtained at Western Commercial College as their only capital, came to this [Alleghany River] oil region four years ago. Now they hardly know what they are worth.” While the biggest names to come out of for-profits were extreme outliers, the idea of similarly striking it rich after a short course of studies motivated more than a few applicants.37

The reality, however, was that most of these nineteenth-century for-profit graduates neither failed nor amassed giant fortunes. As such, business colleges served a diverse body of students. Many used their bookkeeping skills to run local businesses. Some entered politics, government, journalism, and education. A select few became legends in the business world. They were all young, aspiring entrepreneurs at one time who thirsted for success and turned to the commercial college as a way to help slake their thirst.

Those who owned and operated the kind of commercial colleges these students attended, meanwhile, came from diverse backgrounds and followed equally diverse career trajectories. Some had little or no formal academic training. Bell’s Commercial College was started by Digby Bell, who grew up in the Caribbean, apprenticed as a sailor at the age of twelve, and spent the first several years of his career at sea. He followed that period with a stint in agriculture near Detroit, buying and selling grain and feed. After “tiring of that drudgery,” he decided to start a commercial college in 1850s Chicago. He moved to New York after a few years to work in a brokerage business. For Digby, the commercial college was one of a series of passing for-profit ventures.38

For others, like Ira Mayhew, the commercial college played a meaningful role within a broader, well-developed vision for nineteenth-century American education. Mayhew received an antebellum classical education from common schools and the Union Academy in Belleville, New York. He taught at the academy after graduation and, after several years of teaching, accepted a series of administrative appointments. Some of these included serving as principal of Adam’s Seminary, principal of Wesleyan Seminary, president of Albion Seminary and College, superintendent of Jefferson County Schools in New York, and state superintendent of public instruction in Michigan. He received an honorary degree from Middlebury College, in part, for such publications as Means and Ends of Universal Education (1860) and a practical work on bookkeeping that went through sixty editions over ten years. Mayhew founded Albion Commercial College in 1860 as part of a lifelong career in education. After a fire destroyed his school, he moved the operation to Detroit, renamed it Mayhew’s Business College, and later sold it to Spencerian Business College. It later turned into Goldsmith Business University, Detroit Business University, and ultimately Detroit Business Institute.39

For-profit college leaders of the nineteenth century, at least those like Mayhew who spent more than a passing moment in the field of education, understood that their institutions intersected with some of the greatest challenges and concerns of American society. They knew that their colleges were caught in the crossfire over debates about professionalization, regionalism, feminism, and industrialization.

Professionalization was serious business in the nineteenth century. Scientists, physicians, and teachers wanted it, as did lawyers, engineers, business leaders, and academics in every discipline. At the start of the century, however, virtually none of them had it. The drive for professionalization began as a vague desire to separate the quacks and charlatans from the experts and authorities. The difficulty came in deciding where to draw the line. Those who accepted apprenticeships in preparation for their trade and career did so without assurances about consistency or formal requirements in terms of what an apprenticeship should entail. Professionalization pushed various fields to define and standardize training, specialization, codes of conduct, governing bodies, societies, organizations, and publication outlets. The most prominent professional associations came into existence for this purpose, including the Association of American Geologists (1840), which became the American Association of Geologists and Naturalists (1842) and later the American Association for the Advancement of Science (1848). The American Medical Association (1847) appeared around the same time. So did the National Education Association (1857), American Social Science Association (1865), American Bar Association (1878), and the American Society of Mechanical Engineers (1880).40

The professionalization of business came later than the rest, and this delay affected the development of commercial colleges. Professional societies, conferences, journals, and academic courses for those in business came in the early twentieth century. Some of the most important organizations for accountants as well as those in finance, management, production, and marketing didn’t appear until the mid-twentieth century. Without an organizing body, little consensus developed around requirements for the preparation and training of aspiring business professionals. Leaders in the world of commerce brought the same laissez-faire attitude they had toward the marketplace to their own professional development.41

This lag in nineteenth-century business professionalization cut both ways for proprietary commercial colleges. On the one hand, it allowed them the freedom to experiment. There were no expectations, at least none that were standardized and policed by professional societies, as to what a business education entailed. While many offered similar courses in penmanship and bookkeeping, the length of programs could vary wildly and the content of these courses could take on different forms. Institutions offering six-week courses could claim to provide the same programming as those offering three-year courses without professional repercussions, sanctions, or loss of recognition. On the other hand, the lag in professionalization kept these colleges in the shadows—barely acknowledged by their nonprofit, traditional counterparts or, worse, dismissed as disreputable profit-making machines. Those pressing for standards in the nineteenth-century for-profit industry expressed great frustration with the state affairs. As trade magazine Manufacturer and Builder described it in the 1870s, there were obvious problems with “business preparation for young men in this eminently practical age. It is especially the absurd notion that scholarship is valuable alone to the professions, and that a few years of mechanical work in memorizing facts and formulas, are all that is needed for success in business, especially commercial affairs.”42 Such periodicals lamented that “in many instances studies are selected at random” and that, as a result, “proper classification becomes an impossibility.” The aspiring bookkeeper, banker, or broker had little to go on in terms of distinguishing good from bad programs.43

Ira Mayhew, of Albion Commercial College and later Mayhew’s Business College, understood the push for professionalization and its potential impact as well as anyone. To his mind, “Young men expecting to become lawyers or physicians, hence appropriately attend the Law School or the Medical College, in order to receive that necessary preliminary training without which they cannot reasonably hope to attain success.” “So persons,” he continued, “intending to become book-keepers, or to engage in merchandise, or in any of the numerous commercial pursuits of the country, should attend a well regulated Commercial College, and for a like reason.” At the same time, Mayhew had an unclear admissions policy that would have worked against professionalization or standardization across institutions. To attend his college, he wanted students to arrive with a “common English education.” If lacking this, students would still “do well” with a basic, “preliminary education.” If lacking this, some “arithmetic” and “reading and writing” were the only “essential” requirements. It might be inferred from the catalog that, if students paid the $100 tuition for the fourteen-week course, even these requirements could be waived.44

During the 1850s, professionalization took a backseat to regionalism and nationalism as for-profits got swept up in the storm brewing between North and South. In the decade before the Civil War, a form of southern nationalism emerged and shaped discussions about the best forms of instruction for southern students. With Harriet Beecher Stowe’s Uncle Tom’s Cabin (1852), the Kansas-Nebraska Act of 1854, the Dred Scott v. Sandford (1857) decision, and John Brown’s raid (1859) as a backdrop, some turned their attention to what commercial colleges could do for the South.45

When Soule’s Commercial College opened in New Orleans at the height of these regional tensions in 1856, the local community enlisted the institution to do much more than prepare bookkeepers. They also asked it to play a critical role in domestic and international affairs. “At this moment,” read one editorial, “when the South is struggling to preserve her social and political station, there is no agency which will do more in so short a time as to improve her commercial intercourse with other countries.… For this, the college of Col[onel] Soule is admirably adapted.” Advocates of the southern cause wanted the institution to train youth in the region in modern languages and skill sets necessary to expand their trade, largely cotton, with buyers abroad. This would reduce dependency on northern markets and increase commercial and financial autonomy. What southerners also believed commercial colleges like Soule’s could do was help cultivate allies through foreign trading partners should a civil war erupt. The for-profit, as such, fell into the broader social, political, and economic feud that ultimately engulfed the nation in civil war.46

Before the war, although more successfully after it, women fought for a place in traditional American higher education. For-profit operators, understanding this need and seeing a market, catered to the women’s needs long before classical colleges opened their institutions to full coeducation.47

The trend in nineteenth-century traditional colleges was to either prohibit women from admission or offer a separate school or separate session for them to attend. The resistance to coeducation had much to do with tradition (e.g., religion), social norms (e.g., separate spheres), and even science (e.g., public health). Arguments formed around these and other values to close off much of traditional higher education to women, despite the existence of long-standing female seminaries of higher learning that offered women rigorous liberal arts education. Scientific studies, in an age increasingly deferential to scientists, gave a progressive twist to the traditionalist point of view. Edward Clarke, Harvard professor of medicine, for instance, claimed to have evidence of the poor health conditions of women who attempted a classical course of college studies. In Sex in Education (1873), Clarke theorized that classical studies were harmful to female reproductive organs. American women had to make a choice: either Homer or healthy children.48

Commercial colleges, all the while, had more freedom to experiment with coeducation. Since mid-nineteenth-century women represented an increasing share of the urban workforce, filling industrial, medical, and educational roles, training for them in these areas served a direct purpose. For this reason, coeducation posed less of a problem and controversy in for-profit settings. Those that did admit women, in some cases, also gave them a tuition reduction. In the 1860s, the “ladies” of Michigan’s Albion Commercial College could enroll at “reduced rates, and enjoy the benefit of the full course of instruction.” Although Albion had a “Ladies’ Department,” women shared the same facilities and lectures “as do gentlemen, and enjoy in common with them all the privileges of the Lecture Room and Library of the Institution. Becoming accomplished Book-keepers, the quiet duties of the Counting-room are befittingly open to them.” During the same period, Boston-based Comer’s College, unlike Albion, described exactly how much of an incentive they gave female students. Comer’s offered women “a discount of twenty per cent from the terms for gentlemen” and claimed “the course of instruction is precisely the same.” Women could also apply on equal terms for twelve scholarships the college offered students needing assistance.49

Some commercial colleges run by women in the mid-nineteenth century kept the public informed about gender, business, and the role of for-profits in women’s prospects for employment. McIntyre and Kidder’s in Boston, led by Sarah McIntyre, had a decade of experience in preparing ladies for bookkeeping and sales when they described their institute to a women’s magazine. “It was at first,” they acknowledged, “difficult for ladies to obtain such situations; but as those who did succeed gave entire satisfaction, others were induced to give them a trial; and now they are very generally employed in our retail stores, at prices varying from four to eight dollars per week, and a few at a still higher salary.”50 The conditions, they stated, were “not so unhealthy as needlework,” although the typical bookkeeper worked ten hours per day. What’s more, McIntyre and Kidder told their students to expect less pay than their male counterparts, even though female workers tended to be “superior to men in faithfulness in the performance of duties.” The owner of a Brooklyn commercial college stated as much when he said that women “are not so well paid as male book-keepers. Much depends on the kind of friends a lady has to secure her a place.” With low pay expectations, preferential treatment and reduced tuition rates made enrolling more appealing to women.51

Low wages paid to both male and female workers of the mid- to late nineteenth century created widespread labor-management disputes that, like professionalization, regionalism, and feminism, raised new questions about the role of for-profits colleges. The rapid industrialization of factory production, railway and steam transportation, telegraph communications, oil refining, and steel manufacturing generated tensions between owners and workers that resulted in violent conflicts. Textile weavers, shipbuilders, shoemakers, coal miners, cigar rollers, railway operators, machine assemblers, field hands, and dockworkers organized strikes across the New England landscape throughout the nineteenth century. From the mill strikes in Lynn, Massachusetts, in the 1830s to the ironworker strike in Homestead, Pennsylvania, in the 1890s, Americans lost lives and property over disputes about proper compensation and working conditions.52

Advocates of commercial colleges saw a role for these institutions in the nineteenth-century struggle between labor and capital. In “Some Experiments in Co-operation” (1876), Charles Barnard, contributor to the popular magazine Scribner’s, argued that for-profits could help ease tensions between the classes: if companies provided commercial courses to laborers, their employees would have greater sympathy with owners. “Give the working man a business education,” he explained, “and he learns to see and understand the laws that govern the movement of wages and interest.” Although Barnard suggested that companies should give “the laborer a share in the guidance and profits of the work,” business leaders of the era tended to dismiss profit sharing as a fanciful experiment. These leaders associated profit sharing with the kind of experiments tried by Robert Owens and other utopianists, despite share plans enacted by Procter and Gamble and N. O. Nelson Manufacturing Company. More important for Barnard was the expectation that for-profits would train workers how to appreciate “the causes that bring about a reduction of wages.” Through a commercial education, workers learn “patience and wisdom,” or, more bluntly, docility: “He comes to see the folly of a strike, and finds out for himself the plain and simple path every industry must follow, if it is to declare good dividends.” Commercial and business colleges, as Barnard understood them, could dissolve the conflicts that existed between laborers and capitalists by turning laborers into capitalists or, at least, by training them to think from the capitalist’s perspective.53

Nineteenth-century commercial colleges ultimately succeeded in securing a foothold in American higher education. They were successful despite the disdain from traditional institutions, the self-inflicted wounds caused by misleading advertising, the dispositions of students who wanted easy paths to riches, the unfavorable reviews by social and literary critics as well as FPCU advocates, and the diverse career aspirations and trajectories of those who attended and operated these institutions. Commercial colleges, of course, represented only one of many kinds of practical schools, proprietary or otherwise, in operation in the nineteenth century. Others included lyceums (e.g., Gardiner, 1822), mechanic institutes (e.g., the Franklin Institute, 1824), institutions for the disabled (e.g., National Deaf-Mute College, 1864), distance education programs (e.g., Correspondence University of Ithaca, 1883), and barbershop training academies (e.g., A. B. Moeler of Chicago, 1893)—all of which beg for further attention and exploration. But the commercial college branched off from the rest, creating a niche characterized by the absence of philanthropic or public support. This niche, with its fiercely independent approach to the way it targeted and catered to aspiring businessmen and women, established by far the dominant formal for-profit model of the century.54

In the end, these commercial and business colleges did more than simply find a place in the established order. They created new possibilities and responses to some of the most provocative concerns of nineteenth-century America, including professionalization, regionalism, feminism, and industrialization. Along the way, they taught hundreds of thousands of students about penmanship, bookkeeping, and commercial law and practices. They struggled to define the nature of business professionalism and were swept up in the era’s disputes between North and South, men and women, owner and worker. The nineteenth-century commercial college, in short, reflected the multidimensional character of American society, especially when it came to the challenges and concerns faced by for-profits as they entered the twentieth century.


CHAPTER TWO

Competition

DESPITE A REMARKABLE PERIOD of growth and expansion throughout the nineteenth century, FPCUs faced serious, industry-busting threats at the start of the twentieth century. Threats from all directions suggested the for-profit’s era might have come to an end. A tidal wave of professionalization efforts in law, business, and medical education as well as expanding trade and technical education at nonprofit secondary and postsecondary institutions began to sink FPCUs as it swept across the country. Operators of proprietary institutions witnessed the rise and dominance of graduate schools approved by professional organizations at a time when the fate of institutions increasingly rested on such approval. Professional societies and organizations began wielding the power to name institutional winners and losers, a power not lost on the for-profit sector. FPCU owners also feared a significant drop in enrollments as a new breed of two-year colleges and public high schools flush with state and federal funds for practical, career-oriented studies attracted large numbers of students and supporters. The secure niche FPCUs enjoyed in the past—the one overlooked by traditional institutions—no longer looked so secure as competition from all sides increased. But, then again, few elements of American life appeared stable during the Progressive Era.1

For-profits entered the twentieth century with the same unsettling concerns facing most Americans, concerns having to do with rapid increases in urbanization, industrialization, and modernization. Vast new fortunes displaced old ones as cheap, immigrant labor expanded the workforce and ran factories that used increasingly complex technologies. Titans of industry ushered in an era of immense change generating uncertainty about the future. Was the country headed into a utopia of production of goods desired by the masses? Or was it creating a dystopia of factory wage slaves who lived in squalor and were oppressed by their corporate masters? The nation craved progress, but notions of progress in social, political, and economic terms multiplied, complicating the nature and character of the “progressive” age. In the end, reform was the watchword of the era and it evoked images of humanitarian concern for the disadvantaged and disenfranchised as much as economic efficiency for the most well off.2

For profit-driven colleges and universities, all of this Progressive Era change and reform looked ominous. Out of this tumult, three competition-related threats, in particular, rocked the FPCU world: early twentieth-century profession building in law, medicine, and business; institutional diversification and specialization; and government involvement in education. These changes brought about the greatest flux for proprietary postsecondary institutions. They exposed the for-profit’s vulnerabilities, shined light on FPCU practices, and reminded the public of important distinctions between for-profits and nonprofits that had characterized the two since their inception in early America.

The earliest example of the professionalization clampdown on twentieth-century FPCUs began with the founding of the Association of American Law Schools (AALS) in 1900. This organization immediately picked up where the bar left off, spelling trouble for proprietary legal education not accustomed to serious oversight and scrutiny. Late in the nineteenth century, only one-fifth of all attorneys admitted to the bar each year had attended law school. The American Bar Association (ABA) at the time took a stab at requiring a standardized course of study for aspiring lawyers, but the attempt failed miserably. Disagreements within the bar made it impossible for professionalization advocates to produce a firm resolution on admissions, instructional methods, and graduation requirements. In this fog of disagreement, however, ABA members came together on one important point.3 They categorically rejected for-profit legal instruction and passed a formal resolution on the matter, making their rejection an official position of the ABA: “Further, we believe that law schools should not be operated as commercial enterprises, and that the compensation of any officer or member of its teaching staff should not depend on the number of students or on the fees received.”4

Despite this flat rejection of FPCUs from the late nineteenth-century legal community, the bar’s internal conflicts weakened the organization’s ability to control legal education. Competing cultures of practice emerged as a result, leaving an opening for proprietary institutions. On the one hand, defenders of the apprenticeship model preferred practical instruction within the context of the “ideal” law office. These defenders of the status quo wanted faculty with practical experience. On the other hand, the emerging modern American university began to embrace its affiliated, but once-marginalized, law schools and other professional programs. The process of integrating law schools into the academic community brought about new cultural values based on the German scientific (Wissenschaft) ideal. The Germanic model paved the way for the rise of university-based career law professors who used case-based methods and the law library as their laboratory to teach reasoning and theory. Increasingly, university-based programs, with their theoretical emphasis, began to replace proprietary schools focused on day-to-day law office needs in the service of advocacy and justice.5

From the outset, the AALS recognized these competing law school cultures and sided with the nonprofits. Critics of the for-profit approach wanted the AALS to expose the chaotic, unsystematic nature of the law office approach to training lawyers. The scope and sequence of the curriculum, they argued, depended too heavily on the cases the master’s office received. The apprentice had no assurance of a broad, complete, or sequential training in law. Since most law offices specialized in such areas as tax, real estate, or patent law, the apprentice could expect to learn a specialty but not necessarily much else. The drift toward “formalism,” as some historians have described it, meant increasing pressure from law schools and the ABA to standardize requirements for admission to the bar.6

The AALS advocated formalizing legal instruction while FPCUs fought to preserve the apprenticeship system. The dustup between these two interest groups, however, was woefully lopsided, although it didn’t start out that way. For most of the last half of the nineteenth century, traditional law schools occupied a minor place in the legal community and had virtually no role in ensuring professional competencies or entry into practice. Bar associations—as well as personal relationships formed between aspiring lawyers and the established judicial circuit—served as the primary gatekeepers. The dramatic change disrupting all of this came in the form of an overwhelming demand for legal training at the turn of the twentieth century. Demand far exceeded the supply of law offices willing and able to absorb students. As a result, the number of university-based law schools grew from 1,200 students in twenty-one schools in 1870 to 4,500 students in sixty-one schools in 1890. Between 1890 and 1910, these nonprofits doubled in number (Figure 2.1). Overcrowding of offices and traditional schools, along with the rise of prominent law firms focused on corporate clients rather than personal relationships with bar members, produced Progressive Era calls for change and reform.7

From 1900 onward, the AALS gained confidence in its quest to unseat for-profit apprenticeships. The organization drew increasing strength from both the demands for reform and the swelling enrollments at university-based law schools. AALS supporters also received a boost from state lawmakers who began passing laws (or, in many cases, reinstituting laws from the antebellum period) requiring at least an apprenticeship for entry into the profession. State officials, over time, used these laws to make nonprofits the preferred alternative to the old system. The AALS gained further momentum from Alfred Z. Reed’s investigative report, Present-Day Law Schools. This study was sponsored by the Carnegie Foundation, a philanthropic organization founded by Andrew Carnegie for “the advancement of teaching.” The report added fuel to the reformist’s fire by exposing great unevenness in legal instruction across the country. Some proprietary schools, Reed stated, “profited” by doing “little more than to provide the training needed to pass superficial bar examinations.… No authority made their relative merits clear.” The report highlighted distinctions between kinds of institutions, grouping them into categories that ranked proprietary schools as “low entrance” or “short-course” schools and nonprofit programs as “high entrance full-time schools.” At first, the AALS’s efforts and the Carnegie report made little difference. Enrollment increases in AALS member (25 percent) versus nonmember institutions (100 percent) during the period from 1901 to 1917 suggested that FPCUs had dodged the first major professionalization bullet of the century.8
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FIGURE 2.1.  University-Based Law Schools, 1870–1910. Sources: Robert Bocking Stevens, Law School: Legal Education in America from the 1850s to the 1980s (Chapel Hill: University of North Carolina Press, 1983), 76; William Johnson, Schooled Lawyers: A Study in the Clash of Professional Cultures (New York: New York University Press, 1978), 133; Handbook of the Association of American Law Schools and Proceedings of the Seventeenth Annual Meeting Held at Chicago, IL, December 30–31, 1919 (Washington, DC: Association of American Law Schools, 1919), 41.

For-profit legal education continued to survive into the 1920s and 1930s, but so too did the demands for reform during these decades. As late as 1927, for instance, no state required attendance at a law school to practice law. Instead, regulations called for an apprenticeship or some evidence of training, whether formal, informal, proprietary, or nonprofit. Up to that point, those who had received some instruction and could pass the bar exam earned the right to practice law. During the following decade, a few states, like West Virginia, Colorado, Kentucky, and Wyoming, began enforcing a minimum numbers of years of legal training to enter the profession. Even these states, though, couldn’t agree on one, two, or three years as a minimum requirement. Discrepancies among state requirements eventually brought the ABA and AALS together to create professional standards. The associations started publishing lists of approved institutions, attracting the attention of state legislators wanting to burnish their Progressive Era reformist credibility. During this period, only one-third of law schools in operation received ABA-AALS approval. As a result, enrollments at unapproved institutions dropped precipitously, by approximately 10,000 students, between 1928 and 1935.9

The fatal blow for unapproved, unaccredited for-profits in legal education, however, came from soldiers returning from World War II. These veterans received federal funding to attend postsecondary institutions of their choice. The vast majority of those who chose to enroll in law schools went to ABA-AALS approved institutions. Tens of thousands followed this path, including veterans and traditional students, in the forties and fifties. By then, only an estimated 14 percent of the law school student population attended unapproved schools. Federal support allowed aspiring lawyers to choose higher quality, nonprofits over marginal, unapproved, unaccredited, and proprietary programs by a landslide. With students voting with their feet, the era of the for-profit law school as the profession’s dominant institution came to an end.10

Like proprietary law schools and apprenticeships, for-profit business colleges benefited greatly from the period before the early twentieth-century professionalization movements. These for-profits offered courses in accounting, finance, marketing, management, and other areas without oversight from professional associations. They also benefited from the lack of interest in commercial studies shown by those in traditional higher education. The FPCUs filled a niche with their penmanship, bookkeeping, and commercial law classes. As long as traditional colleges and universities ignored these areas, for-profits could count on a steady stream of new applicants. All of these advantages began to evaporate at the turn of the century as the modern university took shape and as business leaders jumped on the professionalization bandwagon.11

Operators of early twentieth-century commercial and business colleges likely saw the writing on the wall. After the Wharton School at the University of Pennsylvania came programs at the University of Chicago and the University of California in 1899. Over the next decade, New York University, Dartmouth, and Harvard all added undergraduate or graduate programs in business. Around the same time, the American Association of Public Accountants appeared. Their Journal of Accountancy became a monthly in 1905. The American Association of University Instructors in Accounting (1915) later gave rise to the American Accounting Association (1917). Their journal, The Accounting Review, became a staple in the profession in 1926. The Association of National Advertisers was founded in 1910 and the American Marketing Association (and their Journal of Marketing) in 1937. The professionalization of management occurred under the auspices of engineering associations and organizations until it broke off to form a separate Administrative Management Association (1919) and the American Management Association (1925).12

Steeper competition from nonprofits and increasingly sophisticated scholarly outlets for business studies meant an almost certain end to early twentieth-century for-profits in business education, especially those following old school models and principles. The tremendous leap in the number of nonprofit business programs and enrollments mirrored an interest in advanced, specialized, and academic training in the field (Figure 2.2). The old for-profit institutions, with their generalist courses of study, felt pressure to adapt, reinvent themselves, or perish.13
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FIGURE 2.2.  Business Program Enrollments, 1895–1924. Source: Rakesh Khurana, From Higher Aims to Hired Hands: The Social Transformation of American Business Schools and the Unfulfilled Promise of Management as a Profession (Princeton, NJ: Princeton University Press, 2007), 89.

The same threats descending on proprietary legal and business education also fell on for-profit medical schools. Of the three—legal, business, and medicine—the American medical community underwent the most sudden and impressive professional upheaval during the opening decades of the twentieth century, leaving medical FPCUs in critical condition. Professionalization advocates in medicine cast for-profits in a particularly unfavorable light, putting both disreputable and disadvantaged schools out of business.

Big changes began in 1910, when Abraham Flexner’s report for the Carnegie Foundation sent shockwaves throughout the entire medical community. The report, Medical Education in the United States and Canada, acknowledged the significant role past proprietary institutions and apprenticeships had played in training physicians. Even the few medical schools affiliated with traditional colleges, in most cases, operated as commercial enterprises without salary support from college treasuries. They were self-sustaining, running predominantly on student tuition and fees. Proprietary schools, especially those focused on producing high returns, generated pressure on all institutions to compete with one another for students. Competition of this sort created a downward spiral in requirements for admission and graduation. During the mid-nineteenth century, the University of Pennsylvania tried to lengthen its medical program from four to six months, acting on recommendations from the fledgling American Medical Association (AMA). Enrollments dropped like a rock. Students flocked to area proprietary programs offering shorter courses of study for the same degree. Penn faculty responded by completely cutting the undergraduate degree and reducing requirements for their doctoral degree to below what they used to expect for the bachelor’s program. FPCUs taught traditional institutions that medical schools with the shortest programs attracted the largest number of students.14

Flexner also acknowledged the proliferation of medical institutions of all types during the decade before the twentieth century, noting that the total number, including ones founded purely as proprietary institutions, increased from 116 to 151 during the period. From his perspective, this growth had exacerbated the problem of wildly uneven programs of study. Many weaker institutions relied on tuition and fees and used strategies from a previous age to survive: reduce standards for admission and lower requirements for graduation. By the opening of the twentieth century, the downward trend in quality and standards created by competition clashed with Progressive Era professionalization movements. With a team of assistants, Flexner conducted a sweeping study of medical programs across the country. By the time they undertook the survey, many states had already instituted specific minimum education requirements for those applying to take state licensure exams. Requirements included graduation from a medical school that had upgraded from the common four-month curriculum to the newer three- and four-year programs. Some states required the new programs to offer clinical and laboratory experiences. In the last two decades of the nineteenth century, schools with multiyear courses of study increased from 27 percent to 96 percent. For Flexner, the challenge was in distinguishing between what schools advertised and what they actually offered. He approached his survey by building on the AMA’s 1903 Committee on Education (later, the Council on Medical Education) report based on site visits, which found many medical colleges to be “absolutely worthless.” Flexner started his own series of site visits in Baltimore by observing the teaching practices and facilities at Johns Hopkins University, considered one of the foremost medical schools of the era. With these observations in mind, he took his team to inspect the 155 medical schools across the country.15

Of all the institutional types he studied, Flexner found the greatest amount of fraud and misleading practices at for-profits. Based on the nationwide tour of campuses, Flexner concluded that it was virtually impossible for competent, well-staffed, and well-equipped proprietary medical schools to exist. In other words, for-profits had to go. They no longer served a useful purpose in an age of rapidly expanding scientific and medical knowledge demanding resources beyond those available to FPCUs. To his mind, institutions solely dependent on tuition and fees couldn’t afford to maintain medical standards. Flexner’s report documented how proprietary institutions violated their own admissions standards to fill empty seats, failed to invest in modern laboratory equipment necessary for basic medical training, and relied heavily on local physicians as part-time faculty rather than promoting long-term career professors who had vested interests in the success of the institution. The profit motive, in short, conflicted with the professionalization needs of the medical profession.16

Some of the proprietary medical institutions hardest hit by Flexner’s Medical Education report were those serving marginalized communities. Many for-profits catering to aspiring black physicians, for instance, didn’t last long after the publication began to make its rounds. The report generated bad publicity for institutions already experiencing financial strain. The ones in the worst shape were distinct from missionary-based, religiously affiliated programs established after the Civil War designed to train a corps of African American doctors to serve the southern states and elsewhere. For-profits, by contrast, had no formal ties to church or philanthropic groups and their sole purpose was to generate tuition-based profit from poor, marginalized African Americans. Flexner discovered a group of black, for-profit institutions—including Louisville National Medical College, Hannibal Medical College of Memphis, Chattanooga National Medical College, and others in Tennessee and Maryland—that failed to make the grade in terms of student success on state exams and quality of facilities. Flexner studied these institutions carefully and found false advertising, fabricated faculty credentials, and a failure to follow their own admissions and graduation requirements. His report called these for-profits “ineffectual” and “in no position to make any contribution of value,” accusing them of the kind of business practices later observers would call poverty profiteering.17

For those opposed to FPCUs, Flexner’s Medical Education provided all the ammunition necessary to do away with proprietary medical schools for good. It confirmed suspicions of fraudulent behavior traced back to the previous century. According to C. C. Fite, a late nineteenth-century secretary of the Medical Society of the State of Tennessee, his state’s lack of FPCU oversight had attracted an unscrupulous, even criminal, element to the operation and management of proprietary medical schools: “We have no laws bearing upon the practice of medicine.… Confidence men and all that ilk ply their ‘trade’ with no restriction whatever. A farmer boy too lazy to plow reads an old work on [medical] practice, or ‘Every Man his own Doctor,’ invests $6 in drugs and is a physician.”18 Flexner’s site visits had turned up precisely such beliefs at FPCUs. He reported on for-profits that had operators without medical degrees, facilities without buildings as advertised, and graduates without reasonable chances of passing state board exams.19

Flexner wasn’t alone in making the connection between suspicions of FPCU fraud and actual practices on the ground in early twentieth-century medical training. Arthur Dean Bevan, chair of the Council on Medical Education, had conducted his own site visits. He tracked examination scores from medical schools across the country and drafted (but didn’t circulate to the public) reports targeting specific institutions with the aim of helping them raise standards. Based on these visits, Bevan concluded that the great problem in the profession had to do with “medical schools conducted solely for profit.” These were, as he put it, nothing more than “a menace” to the profession. Under his leadership, the Council on Medical Education pushed to have all for-profit medical schools excluded from recognition and recommended having them eliminated altogether.20

The work and commentary of Flexner, Fite, Bevan, and many others put medical FPCUs on the defensive. State agencies mobilized in response to calls for reform, and few proprietary schools of medicine survived the Progressive Era challenge, especially as students questioned the wisdom of enrolling in institutions receiving negative reports from independent reviewers. Within a decade of Flexner’s Medical Education, almost half of all medical schools had closed, with the total number of institutions dropping from 155 to 85. By the early 1940s, the number had fallen to 77. The ones that survived were almost all nonprofit institutions affiliated with established colleges and universities or patterned after them.21

While professionalization brought an end to many FPCUs, those that remained faced an equally troubling threat from Progressive Era trends having to do with institutional specialization. Higher-education reformers at the start of the twentieth century produced ambitious and enthusiastic plans for reforming, altering, and creating new institutional structures within American postsecondary education, some of which came to fruition. Out of this rush of experimentation came the two-year college.22

William Rainey Harper, president of the University of Chicago, spearheaded a two-year college movement in the last few years of the nineteenth century that carved out a space for them within the existing school, college, and university system. This new institutional breed was Harper’s response to two demands. The first came from university faculty wanting advanced training and specialization to occur earlier in the undergraduate course of study. The second emerged from pressures created by real and perceived inadequacies of entering college freshmen. Harper turned to the two-year ideal as a way to address both issues and established the first junior college at the University of Chicago in 1896. The idea spread slowly at first, with the founding of Joliet Junior College and two others by the end of the first decade of the twentieth century. But by 1919, the total number had jumped to fifty-two (Figure 2.3).23
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FIGURE 2.3.  Junior College Enrollments, 1917–1928. Source: Steven G. Brint and Jerome Karabel, The Diverted Dream: Community Colleges and the Promise of Educational Opportunity in America, 1900–1985 (New York: Oxford University Press, 1989), 26.

Joliet set a precedent for granting higher-education access to those without the resources or background necessary for entry into traditional four-year institutions. Two-year institutions initially provided transferable, liberal arts education for students continuing on to a four-year program. The dominant motive for advancing the junior college movement, according to George Zook in 1922, then chief of the higher education division at the US Bureau of Education and later lead editor of Higher Education for American Democracy, “appears to me to be economy in education.” The two-year college reforms, as he saw it, could bring about a “reduction in the total number of years devoted to elementary and secondary education,” which would be “a great boon to professional students.” As such, the junior college represented an accelerated pathway for those seeking to enter professional studies. But leading proponents of these colleges didn’t only have transferable courses of study in mind. The Lewis Institute (Chicago) and the Bradley Polytechnic Institute (Peoria, Illinois) offered two-year vocational and technical education as well.24

Harper and other two-year-college advocates began taking up ground familiar to FPCU operators. Both groups catered to the same student demographic—those who left secondary school and wanted a postsecondary education but were uncertain about completing a four-year undergraduate course of study. For-profits now had to compete with these new publicly supported and financed two-year institutions.25 The American Association of Junior Colleges (AAJC) in 1922 made this competition official when it defined the colleges they represented as offering “two years of instruction of strictly collegiate grade. This curriculum may include those courses usually offered in the first two years of the four-year colleges; in which case these courses must be identical, in scope and thoroughness, with corresponding courses of the standard four-year college. The junior college may, and is likely to, develop a different type of curriculum suited to the larger and ever-changing civic, social, religious, and vocational needs of the entire community.”26 The shift in terminology from junior to community college occurred in the mid-1930s, emphasizing the second half of the AAJC’s definition. By the forties, the scope of offerings expected from the community college was, as one report described it, “limited only by the vision, the energy, and the ingenuity of the college staff and by the size of their budget.” With such a wide-ranging imperative, for-profits recognized that their days without such competition were numbered. But which FPCU offerings, programs, and institutions would disappear and how quickly remained unclear. The Great Depression and the economic challenges of the period prompted two-year institutions to diversify their offerings to include job-training programs. Community colleges were asked to serve on the front lines in the national fight against poverty and unemployment through vocational education. Institutional diversification continued after World War II as a result of the Truman Commission of 1948, and proposals for the expansion of nonprofit, publicly supported community colleges followed.27

While FPCUs competed directly with community colleges for students, new vocational and industrial secondary programs of the early twentieth century threatened to take an even larger share of potential for-profit enrollments. Practical secondary education, as noted in a 1906 Massachusetts report, raised “the most important question which faces the educational world today.” What should be done, they asked, about children between the ages of fourteen and sixteen who left school and lacked skills necessary for entering an increasingly complicated and technical workplace? Vocational and industrial high school education offered one answer, but it also posed a series of additional questions about which kind of practical studies should be offered, to whom, in what fashion, and to what end. None of these issues had easy answers. Many of them had to do with expanding immigrant populations and increasingly specialized industrial needs. Some argued for requiring vocational high school studies; others wanted to create electives available to those who showed an interest in applied programs. Philosopher John Dewey gave a push to both positions when he urged diversification along vocational lines, although he advocated a view shot through with a contentious view of human nature and experience. He did so when suggesting that “in the great majority of human beings the distinctively intellectual interest is not dominant. They have the so-called practical impulse and disposition.” With all this momentum, fueled by Progressive Era angst over urbanization, immigration, industrialization, and modernization, high schools expanded their technical and vocational offerings.28

FPCUs had largely been protected from this threat from below because, as late as the last decade of the nineteenth century, the traditional, college preparatory curriculum had continued to dominate secondary education. Members of the National Education Association (NEA) followed and, at times, generated heated debates over competing visions of high schools and their role in society. A segment of the NEA wanted to break with the college preparatory model and diversify the course of study to meet the needs of the more than 90 percent of high school graduates who didn’t attend college. This group advocated a more practical, vocational, and technical education that had much in common, at least in terms of curricula, with the interests of FPCUs and proprietary apprenticeship programs. Another segment wanted to stay the course and maintain a strict focus on college preparation. To respond to these competing ideals, the NEA commissioned what came to be known as the Committee of Ten, led by Harvard’s president Charles W. Eliot. The report they produced, in effect, maintained a prominent place for classical education while opening the door to modern languages, a broader range of social, scientific, and historical studies, and new purposes for the high school in Progressive Era America.29

By the end of the first decade of the twentieth century, Eliot had reversed himself on the issue. After having witnessed dramatic changes in the nation’s industrial development, the idea of teaching ancient languages to students facing huge leaps in technological and scientific advancement simply no longer seemed tenable. He became sympathetic to the work of the National Society for the Promotion of Industrial Education (NSPIE), founded in 1906 with a wide swath of the public’s support, from Wall Street to Main Street. Two years after the society’s founding, Eliot made a formal address to the NSPIE. The talk focused on the need for practical, trade, and vocational schools for those children, fourteen years old and younger, “who are unfortunately obliged to leave the regular public school system.” His response to the dropout problem, and the industrial needs of the Progressive Era, was to continue to specialize and diversify program offerings for students who had no plans to attend a four-year liberal arts college. What’s more, he enlisted elementary school teachers to begin tracking students at an early age. Eliot wanted these teachers to “sort out the pupils and sort them out by their evident or probable destinies.” With the college preparatory curriculum no longer foremost on the mind of Harvard’s influential president, proponents of vocational education saw a bright future.30

This shift in secondary education programs meant much more competition for FPCUs. The greatest cause for concern along these lines came from federal appropriations to support new high school initiatives. Between 1917 and 1946, five key acts of Congress provided over $150 million to the industrial and vocational education movement. This funding threatened the very existence of FPCUs in this sector (Figure 2.4). If students received adequate training from tuition-free high school vocational programs, backed by federal subsidies, what need would they have for proprietary colleges and apprenticeships that offered similar training?31

The Smith-Hughes Act of 1917 was the first of five appropriations to inspire secondary education reform efforts that directly competed with for-profit career programs across the country. The act came out of a congressional commission charged with exploring ways to provide national aid to vocational education. Throughout the process, the commission, and the legislation that ultimately came from it, triggered sectional tensions in the halls of Congress. While deciding on which kinds of training to fund and how to distribute the funding, congressional leaders staked out positions representing the industrial North and the agrarian South. Those from southern states managed to take the lead in brokering vocational education legislation. In this case, Senator Hoke Smith and Representative Dudley Hughes, both from the state of Georgia, kept an eye on benefiting agricultural as well as social and political interests in their region, such as providing it with funds to support a segregated system of education. Given the congressional seniority system and the relative power of Smith and Hughes, agrarian interests won out. They succeeded in pressing a states’ rights argument, especially on increasing state-level management of funds and reducing oversight authority given to a proposed Federal Board of Vocational Education.32
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FIGURE 2.4.  Secondary and Postsecondary Enrollments in Business Courses, 1895–1924. Source: Rakesh Khurana, From Higher Aims to Hired Hands: The Social Transformation of American Business Schools and the Unfulfilled Promise of Management as a Profession (Princeton, NJ: Princeton University Press, 2007), 89.

When Smith-Hughes became law in 1917, the act established an ominous precedent for proprietary institutions. It created a multi-million-dollar channel of federal funding to public institutions serving a student demographic previously targeted by FPCUs. For a decade, Smith-Hughes turned on the vocational education funding tap. Half of the funding went to agriculture, 40 percent to trades and industry, and the remainder to home economics programs. The George-Reed Act of 1929 followed a similar path, but it split the entire appropriation equally between agriculture and home economics; in George-Reed, trade and technical training didn’t receive provisioning. The George-Ellsey Act of 1934 dispersed funds in thirds: 33 percent for agriculture, 33 percent for trades and industry, and 33 percent for home economics. This distribution was repeated in the George-Deen Act of 1937 and modified slightly in the George-Barden Act of 1946. Collectively, these five pieces of legislation dispersed over $150 million to public high schools across the nation, creating a vocational education juggernaut poised to sink the FPCU.33

Even with the massive infusion of federal funding to competing programs—and the competitive challenges created by professionalization and the two-year-college movement—FPCUs faced their greatest pressures from within. The threat had to do with the way proprietary institutions handled competition among themselves during the opening decades of the twentieth century. Investigations into questionable, unethical, and even illegal behavior among for-profits produced a surge of bad publicity, casting a pall over an already beleaguered industry. The best-known internecine scandals came from proprietary business schools in major cities, but the problems they raised illustrated broader concerns the public had about profit motives in education. Reports about the industry found more than a few bad apples in major urban areas. They uncovered evidence suggesting that the profit motive itself conflicted with the very ideal of ethical practices in recruiting, retaining, and preparing students for the world of work, service, or further study. The scandals and controversies studied in these reports echoed the practices of earlier for-profit operators who advertised great success through easy course work.34

Among the most comprehensive and far-reaching early twentieth-century studies of trade and commercial FPCUs was one conducted by the City Club of Chicago. This nonprofit organization—founded in 1903 and born out of the Progressive Era desire to tackle social, political, and economic corruption—started looking into problems characteristic of for-profits in 1909. A special committee on vocational education gathered data over the next few years from nine states and over twenty major cities, including Chicago, Boston, New York, St. Louis, Philadelphia, Indianapolis, and Milwaukee. Philosopher George Herbert Mead, a leading pragmatist and founder of social psychology, served as chair of the investigation throughout and assisted the committee in completing its Report on Vocational Training in Chicago and in Other Cities, published in 1912. From the outset, the report identified “evidence” of the “unsatisfactory commercial training given in our private commercial colleges” and the “vast sums” students paid in tuition. Based on the data received, Mead and his colleagues concluded that FPCUs suffered from intractable problems rooted in the conflict between education and the profit motive. Institutions relying on student fees and tuition to survive typically showed greater concern for new applicants than for current students. With an estimated 25 to 35 percent of “gross receipts” paid out to solicitors, for-profits devoted a significant portion of their budget to competition-related expenses. FPCUs were, as the report put it, “under the necessity of keeping their attendance, to pay dividends on their capital, and therefore conduct a vigorous campaign of solicitation which extends even to the pupils in grammar schools.” For this reason, the report turned to one of the for-profit’s most notorious problems: solicitation.35

According to the 1912 City Club report, solicitation had to do with recruiting students for proprietary institutions. It was something unique to the for-profit industry, since no similar practice had emerged from public or private nonprofit postsecondary programs. The report blasted solicitors for their unscrupulous behavior:

Most of the solicitors for these schools are working on a commission basis and tend, therefore, to be more interested in securing students than they are in telling the truth … in the amount of business they secure than in the maturity or fitness of the pupils they solicit. In very many cases the pupils, even from the fifth grade and up, are induced to leave the public schools for the purpose of taking a course in some business college.36

The committee described solicitation as a “serious evil in the community,” given the way proprietary institutions used the practice to prey on the young. It lured children out of public schools, half of whom, at least in Chicago, never completed the eighth grade. It made promises to them about employment expectations that the for-profits couldn’t possibly keep. And, in the end, solicitation resulted in “wasted years” and wasted money for children who statistically ended up in low-wage, unskilled jobs. The entire practice was based on “misrepresentation” benefiting proprietary institutions at the expense of the young and unwitting. To the City Club committee, for-profits had become “a source of positive injury to the children.” The report found that FPCUs in Chicago alone enrolled an estimated 19,000 students who spent almost $1.5 million per year in for-profit tuition. The city, meanwhile, spent $1.1 million for the entire public high school budget, which served 17,781 students. These figures and other data collected by the report’s authors indicated that students left public schools because of a lack of interest in their offerings, rather than a financial need, only to end up in an inadequate, “unsatisfactory” for-profit educational system.37

The City Club blamed competition for the problem of solicitation. Their investigation documented the way teachers and students in public schools felt about this “widespread” competitive pressure. According to interviews, teachers objected to the aggressive practice of extracting lists of public schools students, “one can not say how,” in order to target children and their parents. The solicitors “canvass these families thoroughly and repeatedly,” describing high school as a “loss of time” and the for-profit college as a “short cut to wage-earning.” The “persuasion” of the solicitor, as one teacher described it, has managed to capture “my best pupils.” Through the “indefatigable” work of these sales representatives, students also felt the heat generated by this competitive pressure. Of 862 students surveyed between 1909 and 1911 in ten high schools about why more students didn’t continue on to high school, 565 put “the work of the business college agents” at the top of their list. “Perhaps parents wouldn’t be so much against high school,” stated one student, “if it were not for the agents that come around and persuade many parents to let their children go to business college.” Another student reported having had “about ten agents who came to my house last summer” on ten separate occasions, many of whom called the student’s plan to attend high school “foolish.”38 Then there were students who recognized the difference between public and proprietary institutions on this mark: “There is no one going from house to house telling of things they have in high school, and people don’t bother to find out. I have had this same [solicitation] experience, only that my father, being a well-educated man and holding a good position, knew different, and I was compelled to go to high school.”39 When asked about the high school dropout problem, students gave similar answers. Out of nearly 500 student responses to this issue, 341 blamed for-profit “advertisements” and the “work of the solicitors” within the public high school. As one student put it, these sales representatives take the “easily persuaded” students and, according to another, “the more unlettered class of people.” A dividing line had appeared between students with educated families who knew to question the claims of for-profits and those with families who knew no better.40

Operators of proprietary institutions interviewed for the City Club report had equally harsh words for solicitation and blamed competition for forcing FPCUs to cut costs and focus on raising revenues. The cost cutting resulted in “employing teachers who lack training” and “soliciting children,” without regard for the quality of instruction or the likelihood of student success. “I will welcome the day,” said one for-profit owner, “when every young man and woman who needs and wants commercial training can get it without having to pay the fee charged by special schools.”41 Other owners, who didn’t go so far as to wish the end of the for-profit sector, acknowledged that profit motives had distorted the values, mission, and priorities of trade and vocational education. “Many of the proprietors,” explained an operator, “care more for the dollars received as tuition than the kind of training they are giving; because of solicitation, we are getting our pupils too young and immature; the high cost of solicitation renders it impossible to provide high-class instructors.”42 For these operators, solicitation was a symptom of a much more important problem that could be traced back to the pursuit of profits and the way it conflicted with educational goals. The quest for increased revenues, as they saw it, affected everything for-profits did. It determined how they went about the business of recruiting students, setting the length of the curriculum, paying teacher salaries, and funding solicitation campaigns.43

The City Club concluded their report with the view that competition for student dollars had produced unacceptably low quality FPCUs in the early twentieth century. Of the institutions surveyed across nine states, “only a few of them are really efficient, and in every case the course is too short.”44 “The whole attempt,” they continued,

is to drive the students through in as short a time as possible, this being, of course, an attractive feature in the case of the student who must be a wage-earner immediately after he graduates; from his point of view the sooner he graduates the better. The business colleges will take students ordinarily without regard to age, though several maintain they take none under fifteen years. They pay little attention to previous training and do not take into account the natural adaptability or ability on the part of the student, i.e., no attempt is made to inquire whether the prospective student is fitted to become a business man either in a directive or directed position. All is grist that comes to the business college mill.45

City Club proposed a solution to all of the problems stemming from FPCUs and the profit motive in education: expand nonprofit trade, career, vocational, technical, and commercial studies at the secondary level. “This need,” they insisted, “could be better met by public schools.” Their report recommended publicly funded, tuition-free secondary programs backed by local and state support as the only reasonable alternative. The public sector, they argued, had efficiency advantages in not having to pay for solicitation expenses; had financial support to offer longer, more comprehensive, well-staffed programs requested by business leaders; and had the added benefit, as a public institution, of being able to integrate studies beneficial for “active life” as a citizen over and above that of a future employee.46

When the Chicago report came out in 1912, few could have appreciated it as much as New York’s Bertha Stevens. As one of the era’s leading experts in commercial studies for boys and girls, Stevens would’ve instantly agreed with the City Club’s rejection of for-profits and praised its public rather than market-based solutions. She had long tracked the unemployment rates of for-profit college graduates and identified a large segment of these institutions as a fraud perpetrated on young, desperate, and unsuspecting students. The “honest school,” she charged, “cannot guarantee positions,” as many institutions had.47

For her own study, Private Commercial Schools: Manhattan and the Bronx (1918), Stevens interviewed 1,952 children and twenty principals in twenty-nine public schools within twenty-four districts. To this, she added an examination of the solicitation work of sixty-three for-profit commercial schools and at least twenty-two fly-by-night operations in the area that had opened and closed without much time for investigation. In addition, she gathered information on 1,682 students who had attended FPCUs since 1913. Based on this evidence, Stevens viewed revenue-focused competition as a “serious” problem responsible for forcing standards downward, reducing teaching quality, shortening courses, and advertising to students too young or unable to benefit from postsecondary instruction.48 “The effect of competition,” she noted, “is, too often, to concentrate all the energy and ingenuity upon methods of outwitting a rival, instead of using this energy and ingenuity in building up a better school and thus winning fairly by offering to students a better thing for their money.… The hottest rivalry is to be found in the relations of the private schools with each other.”49 Her investigation revealed evidence—documented, published, advertised, and experienced by students and their families—about the way rivals fought “with all disregard of truth and fairness.” The “misdoings” of these institutions appeared frequently in documents gathered and testimony “enthusiastically” provided by interviewees.50

The unscrupulous, competition-born behavior of FPCUs Stevens exposed had much to do with fraudulent activity directed at students and other for-profits. Proprietary college students, for instance, received unmarked mailings from rival institutions. These mailings falsely warned them not to attend the school in which they were enrolled due an infectious disease outbreak at the students’ institution. The noticed would be “signed” by the manager of the stricken school. Others, particularly female students, were victims of deliberately “unscrupulous” behavior by fly-by-night for-profits requiring payment in advance of instruction. In one of many cases, a group of one hundred or so women and girls “were cheated out of months of schooling and a good deal of money” when an operator collected advance tuition from students the day before the institution closed. Students interviewed in such cases called the proprietor a “crook” who had profited from their hopes of removing themselves from poverty.51

Stevens interviewed for-profit owners as well, but, to her mind, their replies were underwhelming. They asserted their right to exist because of historical precedent and their role as “discoverers and pioneers” in areas of education overlooked by traditional colleges and universities. They aspired to fill a niche by providing short, practical courses that could be completed in the kind of time frame (e.g., four to six months) suitable for those looking to transition quickly into the workforce. And they argued that they offered an educational alternative to those not suited for or not successful in the public school system. “Public school does right in keeping to ideals in education,” one proprietor told Stevens, but “the private [for-profit] school must exist for the minority who cannot follow the ideal.” From comments like these, Stevens picked up on a theme of fear. These owners and managers of FPCUs, at bottom, worried that a public system of vocational education might put for-profits out of business. The arguments advanced by FPCUs attempted to “justify an object which had in reality no aim beyond that of an opportunist’s business enterprise.”52

As with the City Club study, Stevens reserved her sharpest words for when she described the problems with solicitation. She found that “solicitors” in New York “work on a commission and have no other connection with the school which employs them. They can make verbal contracts which the school later may not uphold. Arguments used most effectively by agents are the shortness of the course, the futility of high school education or training, the undesirability of factory work, and the guarantee of a position.”53 On average, children reported receiving five to nine personal visits from FPCU agents. Solicitors gathered names and addresses by paying children in grammar schools to collect this information from their peers. These agents promised anywhere from two cents per name to eight dollars per page. While some received payment, children also reported never receiving a cent. In addition to hiring children to traffic in personal information, for-profits sponsored fake contests and awards to extract personal information from grammar school students and their parents.54

Both the City Club and the Stevens reports revealed competitive pressures and rivalries among for-profits that had a corrosive effect on education from the elementary to the collegiate level. It shifted priorities from instruction to recruitment, misdirected the energy of proprietors, consumed budgets toward unproductive ends, displaced quality instruction, and mislead students or, worse, left them with empty purses and empty promises. The recommendations coming from both reports focused on replacing for-profits with a more efficient, publicly funded version of vocational education at the high school level. As the City Club described it, students left school less because they needed to support their families and more because they disliked the strictly academic curriculum. By expanding their vocational curriculum, public schools could retain students with practical interests, providing them with a tuition-free program of study while also continuing to prepare them for “active life” as future citizens of a democratic society. Stevens came to the same conclusion about needing to build a public alternative to prevent the profit motive from eroding educational quality and opportunity. “Private commercial schools as a group,” she noted, “are receiving too many and the public schools too few of the city’s younger candidates for commercial instruction.” In the process, FPCUs admitted children “too young and too unprepared” to benefit from their instruction, provided a curriculum “too short to be thorough,” lacked basic English instruction desperately desired by business leaders, and paid “lower grade” teachers a pittance. A public alternative would give parents a far more objective measure of whether their children could benefit from vocational instruction. Such schools, not dependent on direct payment of tuition and fees, could give a “clear-cut, frankly explained refusal” to admit a boy or girl that would “deter many parents from investing money in private instruction.”55

The calls to action from these two reports focused primarily on creating a public alternative to the for-profit model. That was the ideal solution they offered based on extensive research at the local, regional, and national levels. But they also pushed for interim solutions, asking states to take immediate action in regulating proprietary institutions already in existence. The misleading advertising and solicitation on behalf of FPCUs “could be eliminated if, by legislative provision, private schools were compelled to file at the State Department of Education samples of all advertising material, and the State Department were given power to censor it.” Laws could also make it “illegal for schools to use published lists of names in endorsement of their work, unless definite addresses are appended and the date of attendance at the school is indicated.” City Club members called on boards of education to clean up the pollution created by for-profits in much the same way inspections by “the City Board of Health” controlled sanitation in the cities. Stevens came to a similar conclusion when she urged states to regulate for-profits the way they regulated medical education, “issuing of State license” for those wanting to open a proprietary educational institution. The license would require standardized courses of study, standards for admissions, recruitment, and graduation, and the revocation of licenses for noncompliance.56

Reformers of the first few decades of the twentieth century, at bottom, wanted the state to intervene on the matter of FPCUs. They objected to the hands-off, laissez-faire handling of the for-profit sector’s extreme business practices, which had begun to borrow from the most volatile and competition-driven parts of the economy. This was no small objection, given what a British observer once described as a “perfect orgy of speculation” on Wall Street during the Roaring Twenties. The Great Depression following the market crash of 1929 taught the markets a lesson about the absence of regulation and brought about increased government intervention in American economic life. But it took a war of global proportions to mobilize lawmakers on behalf of those most concerned about the financial, academic, and societal impact of for-profit colleges and universities at the local level.57


CHAPTER THREE

Control

FOR-PROFITS WERE THE LAST THING on the minds of most Americans just before and during World War II. Attention had turned to the nation’s attempts to stay out of the Pacific and European conflicts. But then came Pearl Harbor and, the following day, Roosevelt’s “Day of Infamy” speech. The problems with for-profit colleges and universities—the bad publicity from questionable, unethical, and illegal practices; the targeting of grade-school children; the misleading advertisements; the defrauding of students; and the many other scandals and controversies identified by citizen groups—receded into the background. More important were the men and women who left home to serve the country, especially the 1 million casualties of war and the more than 300,000 soldiers who never returned. The $298 billion war mobilization effort, calculated at $4 trillion in current dollars, came with strict controls that consumed the public’s attention, too. Government agencies regulated crop prices for farmers, halted the production of hundreds of nonessential products, and established rationing quotas for canned goods, meat, coffee, tires, gasoline, shoes, and even toilet paper.1

Yet war mobilization and control over the economy had as much to do with goods as it did with services like education and training. Government intervention in this area was nothing new after the popular Depression Era programs that had served over 5 million unemployed American workers. The Work Projects Administration (WPA), the Civilian Conservation Corps (CCC), and the National Youth Administration (NYA) had already established a precedent for federal funding of public and for-profit education during the thirties. The National Educational Association applauded the public support, but expressed concern over those institutions “run for profit.… They have no place in our system of education.” Through the Federal Emergency Relief Act of 1933, nevertheless, states received $500 million to support a wide range of institutional types through “Emergency Education” and “College Student Aid” programs. All three agencies directed their resources to defense needs after the US entry into World War II. With 9 million workers still unemployed from the Great Depression, the WPA, CCC, and NYA funded the retraining of men and women to work with rivets, lathes, drill presses, machine tools, and milling machines for defense industries. Between 1940 and 1945, these agencies stimulated the creation of and enrollment in 13.5 million “Vocational Training for War Production Workers” courses. These studies prepared people for work in automotive, aviation, electrical, foundry, machine, radio, sheet metal, shipbuilding, welding, food processing, engineering, and science industries.2

By far the most important World War II–era intervention in American higher education generally, and FPCUs in particular, was the GI Bill of 1944. Also known as the Servicemen’s Readjustment Act, it affected college and university expansion as well as regulatory control over postsecondary institutions.3

With almost 16 million veterans returning from war and entering the workforce, the GI Bill provided a way to ease their transition back to civilian life. The federal government subsidized home mortgages, provided veterans a monthly stipend for up to a year, and covered full tuition as well as living expenses for education and training. Over 2 million veterans went to college and another 5.5 million enrolled in job-skills programs through the GI Bill. Total enrollments doubled on campuses across the country. Veterans in the immediate postwar era accounted for as much as 49 percent of the overall US higher-education student body. To absorb the influx of funds and adult students, most institutions expanded their facilities, adopted a more corporate and less personal approach to administration, and revised their codes of conduct and parietals to accommodate adult and married students. In the process, veterans who went to college on the GI Bill paved the way toward democratizing higher education in America. Completion rates tripled what colleges had known in the prewar era, and these successes shattered perceptions about the intellectual capacities of veterans and the mystique of collegiate studies.4

While existing colleges and universities designed new dormitories, classroom spaces, and campus rules as a result of the GI Bill, FPCUs underwent a different but equally dramatic change. During the five-year period immediately after the signing of the Servicemen’s Readjustment Act of 1944, for-profits experienced a 300 percent increase in terms of numbers of institutions across the country. The number of newly registered FPCUs—those created in the five-year period between passage of the GI Bill and October 1949—had reached 5,623. For many lawmakers, this startling development in American higher education raised serious suspicions and questions. They wondered about the sudden increase in the number of FPCUs organized to prepare individuals for war work between 1941 and 1945, as well as the dramatic rise in for-profits specifically catering to veterans. Who was running these new for-profits? Where did they come from and what background did they have? Did they have the best intentions for veterans? Could these new FPCUs be trusted with taxpayer-supported GI Bill monies?5

The wave of GI Bill–inspired FPCUs produced new dilemmas, first for state-level lawmakers of the 1940s and, later, for congressional leaders of the 1950s. States had primary responsibility for regulating, monitoring, and controlling for-profits since the GI Bill expressly prohibited federal agencies from exercising a supervisory role over educational institutions. This feature left accreditation and approval processes up to each state and, as a result, great differences began to emerge around the handling of these institutions. What they all shared in common, however, was the need to address increasing and widespread reports of FPCU fraud, abuse, and fly-by-night operations. Public outcry over these problems came with demands for legislative action. In response, states like Illinois, Maryland, Michigan, New Jersey, New York, Oregon, and Pennsylvania passed new FPCU laws or amended old ones by 1947.6

Illinois commissioned one of the most extensive investigations of the late forties as lawmakers there prepared to revise statutes governing and regulating FPCUs. State representative Elroy C. Sandquist spearheaded the effort for the Illinois Legislative Council and learned that citizen groups in the state had long demanded stricter control of “private trade schools.” For years, the Chicago Association of Commerce and Industry had decried the lack of “comprehensive and effective legislation in Illinois” and urged that “action should be undertaken in this direction.”7 According to investigations conducted by the Chicago Association’s Committee on Education, “Numbers of the proprietary schools in various fields are substandard in many respects, and … their students are being victimized. This is due to poor instruction, inadequate facilities, misrepresentation of the benefits to be obtained, questionable contracts and exorbitant fees. A number of individual cases of unethical practices and inadequate services have come to the attention of the members of the committee.”8 What this citizen group wanted was legislation that would provide “adequate controls for proprietary schools” to discourage the founding of “improper organizations of this kind.” According to the committee, the absence of these controls had turned Chicago into a “center of activity of many of the worst types of proprietary institutions which advertise on a national scale.”9

Sandquist didn’t see the problem in Illinois as a lack of any FPCU regulation. His report noted the existence of the Illinois Act of 1927, designed specifically to control correspondence, manual, and mechanic schools. The problem, rather, was in how ineffectual the decades-old law had become in light of FPCUs created after the GI Bill. State law lacked clarity on what counted as a proprietary school and what penalties the state could levy on for-profits guilty of defrauding students, taxpayers, and the government. Unlike statutes in Massachusetts, Michigan, Minnesota, New York, and North Dakota, the Illinois law also lacked control over FPCU sales and advertising. It failed to do what Minnesota, North Dakota, and Oregon already had underway—the licensing of sales agents (also described as solicitors) of for-profits. These states required each solicitor to post a $1,000 bond to head off the known problem of false promises and unscrupulous selling of for-profit education. In the case of Oregon, FPCU agents had to demonstrate “good moral character,” evidence of “good reputation for honesty, truthfulness, and fair-dealing,” and a record clear of felony and misdemeanor convictions having to do with “moral turpitude.” The Illinois Act of 1927, meanwhile, had none of these provisions. Despite an amendment passed by the Illinois legislature in the early forties about student tuition recovery from dubious for-profits, the act had remained untouched since becoming law.10

Sandquist and colleagues in the Illinois state legislature felt pressure from their constituents to rein in for-profits. They knew applications for state approval from newly formed FPCUs during the mid-forties had created a blizzard of paperwork, a new set of regulatory challenges, and a firestorm of student complaints making statutes on the books appear weak and archaic. What they needed was a guide for planning their next legislative move. Sandquist answered this need with a report on how several other states had handled FPCU problems.11

Sandquist reached out to officials in Maryland, Massachusetts, New Jersey, New York, North Dakota, and Oregon for guidance. His correspondence revealed a similar thread of concern over FPCU practices across all states. Merle S. Bateman, director of certification, accreditation, and publications at Maryland’s Department of Education, described the context in which his state had passed for-profit regulations in 1945 and again in 1947. It was largely in response to neighboring state activity to control the institutions. “The standards in New York, New Jersey, and Pennsylvania,” stated Bateman, “were being tightened and it was feared that some of the less reputable schools would leave these states and try to operate in Maryland.” Raymond A. Fitzgerald, deputy commissioner of education in Massachusetts, offered a familiar rationale for 1945 FPCU legislation pending in that state. “The intent of the law,” wrote Fitzgerald, “is to protect the student against abuses connected with any phase of school operation.” Massachusetts, no newcomer when it came to for-profits, had already passed a law earlier in the decade to deal with “several flagrant examples of such abuses.” But Fitzgerald and others campaigned for additional measures to handle increasing complaints about predatory institutions.12

New Jersey’s John A. McCarthy, assistant commissioner of education, complained of the “many malpractices on the part of private trade schools” throughout the forties. “This Department,” he continued, “has had an opportunity of controlling the situations which were not favorable to the taxpayer of the State and one accomplishment was the preparation of a contract agreement under which there would be a specified registration fee and secondly a specified amount for tuition costs with a specified procedure for reimbursement for uncompleted portions of the training program.” New York passed FPCU laws in 1947 to handle such claims. As E. G. Simmons, supervisor of private trade schools in the New York Education Department, explained it, the law corrected for “laxness in administrative procedures, questionable practices in the collection of tuition and low standards of instruction.”13

North Dakota’s A. F. Arnason, commissioner of the state boards of higher education and vocational education, encouraged Illinois in its efforts to rein in for-profits. Arnason recalled that, as early as 1942,

we became somewhat concerned over the fact that fly-by-night private trade schools were making their appearances in neighboring states under the guise of providing training for war industries. Many of the operations were of the shoestring variety and we felt that North Dakota young men should be protected in case that operators of this type attempted to establish themselves in North Dakota. Unquestionably the Law served a good purpose in our State, as no one attempted to invade our State with the type of operation against which we were attempting to guard ourselves.14

The language used in North Dakota appeared again in correspondence with officials from Oregon. Rex Putnam, Oregon’s superintendent of public instruction, said their FPCU law as amended in 1945 aimed at stopping the “ ‘fly-by-night’ operators.” He followed by describing the law as “effective except in dealing with out-of-state correspondence schools which the attorney general has ruled are not subject to the act since such schools are in interstate commerce.”15

For all states attempting to sort out problem for-profits within their borders, the issue of interstate commerce loomed large. Regulating companies across state lines was beyond their purview and required attention at the federal level. What these officials hoped for was an advocate on the floor of Congress. And in the early 1950s, they found one in a representative from Texas known as “Tiger Teague.”16

While states conducted FPCU investigations and passed regulations, Texas representative Olin Earl Teague followed the problematic rise of FPCUs and knew the federal government needed to get involved, establish basic controls, and provide regulatory oversight. Teague was hardly the first at the national level to notice GI Bill abuses occurring at the state level. Congress had already amended the bill in 1946 to address select cases of “on-the-job” training fraud, misappropriation of funds, and unevenness in instructional quality. Congress had also passed amendments in 1949 to prevent veterans from using GI Bill aid for “avocational or recreational” programs of study. Both of these amendments highlighted problems with the bill as originally drafted and with the way unscrupulous operators took advantage of the lack of oversight. Both amendments, however, danced around the central problem with for-profits: rampant institutionalized fraud.17

It wasn’t until early 1950 that Congress began to deal head-on with concerns over for-profits. Teague, at this point a forty-year-old representative with less than a handful of years in office, carefully tracked how two more senior officials handled the issue of FPCUs. The first, Senator Elbert D. Thomas, chaired the Committee on Labor and Public Welfare. The second, Carl R. Gray Jr., served as chief administrator of Veterans’ Affairs (VA). Thomas, by then closing out a nearly three-decade career in the Senate, had requested from Gray a report on education and training under the Servicemen’s Readjustment Act. What Thomas wanted to know was how bad the problem was with GI Bill fraud and corruption in general. Gray replied to the request in January 1950 by delivering a scathing report focused heavily on for-profits and their troubling rate of expansion (Figure 3.1).18
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FIGURE 3.1.  Total Number of For-Profits, 1944–1949. Source: For-profits on VA approval lists itemized in House Select Committee to Investigate Educational, Training, and Loan Guaranty Programs under GI Bill, US House Report No. 1375 (Washington, DC: GPO, 1952), 29.

Gray’s two-hundred-page VA report of 1950 dropped like a bombshell, and Teague couldn’t have missed the rumble and roar it created. It started with a discussion of the origin and evolution of the GI Bill. They followed this with statistics about those who benefited from assistance for education and training, the kinds of programs and courses taken, the means of approving training institutions, and the “business relationships” the bill created between the VA and educational institutions. The numbers demonstrated without equivocation that FPCUs had abused the system and the trust placed in them by veterans, taxpayers, and governments at all levels. The two figures, nine maps, four tables, and sixteen documents included in the appendix all suggested for-profits had to go. If they were not cut altogether, the next best option on the table was to enact strict regulations.19

The 1950 VA report included a wealth of data and case studies that would later inspire others, like Teague, to continue exposing fraud perpetrated by FPCUs. The VA acknowledged the existence of over 5,600 for-profits established after the GI Bill’s passage as the source of “most of the problems encountered by the Veterans’ Administration.” The institutions had gained a reputation for charging wildly excessive fees for education of “questionable character.” Given their high tuition rates, Gray predicted that the “great majority” of these institutions would pass out of existence as soon as GI Bill funds ran dry. For-profits, he concluded, preyed on veterans in order to extract a “quick and large return on invested capital” without much provided in return to veterans.20

Of all the allegations of fraud received by the VA and discussed in Gray’s report, 78 percent had to do with for-profits. The reports led to the closure of 299 institutions, and the VA deemed another 399 unacceptable. Many other potentially fraudulent institutions, however, escaped undetected due to limited resources for investigations and site visits. Out of approximately 3,000 FPCUs surveyed, 40 percent had increased tuition rates by an average of 25 percent between 1944 and 1946. “Many of the institutions established subsequent to the act,” Gray noted, “were using initial tuition rates which were well in excess of the rates claimed by older institutions offering similar instruction.” As soon as the VA began requesting cost information from FPCUs in 1947, the for-profits revolted. They believed the VA had no authority “in any manner” to regulate the training of veterans. Despite the backlash—including three lawsuits filed by FPCUs to prevent disclosure of information, student protests organized or required by for-profits, and a series of congressional hearings—the VA won approval to move forward with the data-gathering effort. No less than 68 percent of a sampling of 2,265 for-profits immediately “reduced their rates” to “fair and reasonable charges” after the VA began requiring disclosure. The VA also recovered $5.5 million in “cash surplus accumulated in excess of the actual cost of instruction” as a result of increased transparency. Officials learned that, in some cases, for-profit operators had tried to hide schemes yielding a “951 percent” return on investment off of GI Bill funding.21

The for-profit fraud unearthed by Gray and studied carefully by Teague’s circle went beyond grossly inflated tuition. Investigations revealed widespread inflated supply costs; the pocketing of income produced by student labor in practice workshops; instructional salary payments to corporate owners; duplicated administrative salaries for executives; the hiring of commission-based field agents who used “pernicious,” high-pressure sales tactics; and unjustifiably long courses of studies to retain students through extended programs. “There is no doubt,” Gray lamented, “that veterans’ education has been an extremely lucrative and profitable enterprise for certain types of business men … [in] education and training of veterans for which honest value is not being received.” Among the most egregious for-profit conspiracies to defraud the GI Bill program was the supply chain scheme. In this scheme, for-profit operators created dummy corporations. The operators then worked with wholesale tool and supply companies to have wholesalers provision the dummy corporation with discounted products. FPCU operators would turn around and “sell” supplies from the dummy corporation to the for-profit and, in the process, pocket an almost 100 percent markup in costs. In one case, the wholesale to retail price of a product purchased by a for-profit soared from $12,085 to $22,086 without the product ever changing hands. To call attention to the problems outlined in the VA report, Gray included brief, paragraph-long descriptions of 228 “typical examples” of FPCU fraud and thirty-eight reproductions of “misleading advertisements” found in periodicals across the country.22

The VA report created a stir in Congress and heightened Teague’s interest in the topic, especially as reverberations hit the White House. President Harry Truman read Gray’s study and, most likely, slammed a fist on the Oval Office desk at the for-profit fraud schemes that “blemished” the spirit of the GI Bill. Truman called out “certain kinds of trade and vocational training” with their “less than acceptable quality” for failing to “contribute materially” to the needs of veterans. Too many of these former servicemen, decried Truman, “have not received instruction which meets reasonable standards.” The president wanted further investigation into the matter and commissioned a joint investigation between the VA and the US Bureau of Budget. In large measure, the joint report published in February 1950 condensed and summarized Gray’s VA report findings.23

Senator Thomas, who’d originally requested the VA report, left office within a year of its publication and, shortly thereafter, so did Gray. While neither departure stemmed from the FPCU investigation, they left a vacuum of leadership Tiger Teague moved in to fill.

Inspired by the work of these and other senior officials, Teague cosponsored a GI Bill amendment in July 1950 designed to address the “typical” FPCU. The amendment had four elements. First, it required for-profits to have a one-year track record of independent sustainability before receiving any GI Bill funding. By requiring the waiting period, the amendment forced FPCUs to demonstrate their viability in the regular marketplace before receiving public subsidies. Second, for-profits now had to pass a more stringent test for approval if the number of non–GI Bill supported students at their institutions fell below twenty-five individuals or one-fourth of the total student population. The intent, as with the first element, was to establish whether the FPCUs could stand on their own without GI Bill support. Third, the amendment disallowed for-profits from creating new courses designed to prepare students for work in oversaturated fields or for which existing facilities and institutions already adequately served demand. By limiting the range of FPCU offerings, the amendment addressed competition in crowded fields and duplicated efforts across institutions. And the fourth element had to do with stricter student attendance requirements. Minimum standards forced FPCUs to keep track of the number of student contact hours for reporting and funding allocation purposes.24

The amendment passed and became Public Law 81-610, but it still fell short of what Teague believed the nation needed in order to deal with nationwide for-profit fraud. His continued interest in this area netted him one of his first leadership positions in the House of Representatives in late 1950: chair of the House Select Committee to Investigate Educational and Training Programs under the GI Bill.25

Under Teague’s direction, the committee conducted a three-month study of the GI Bill. It focused on the “increasing number of complaints from various sources” about “widespread abuses” in educational programming. Committee members directed attention to both sides of the programmatic equation: the administration of the program from Washington and the fly-by-night operations across the country. Their investigation revealed “errors,” “extravagances,” “corruption,” “larceny,” and “administrative inefficiencies.” The committee also focused on problems receiving significant “publicity,” stemming in part from Gray’s VA report and causing “widespread belief” in the public and Congress about where “the most flagrant abuses have taken place.” The 228 “typical examples” identified by Gray in his 1950 study offered a starting point for the committee’s three-month study.26

The Teague committee report of 1951 that emerged from the investigation first lashed out at the VA. It took the agency to task for not consulting with a single official in the US Office of Education on how best to administer the GI Bill’s multi-billion-dollar education program. Teague criticized the VA for failing to “utilize the facilities or experiences of that agency” and failing to secure officials with the experience and background necessary to organize the education and training programs. Teague and the rest of the committee were stunned to learn that the VA’s chief of the training facilities division, the person responsible for “inspecting and approving schools and training facilities for disabled veterans,” had little more than a high school diploma, a one-year course in shorthand and typing, and no education-related work experience. What’s more, they found others, like the former contract chief of the Education and Training Section, with equally lackluster profiles. With all the available talent in allied agencies, their résumés failed to impress. Teague’s greatest concern with inadequate VA staffing had to do with failures in the efficient and expert administration of “sound educational policies.”27 Without experienced staff, the committee noted,

the field of education and training for the veterans was thrown wide open for any individual who could establish the semblance of a school.… Existing regulations did not question the background or qualifications of any individual opening a school, and many of the new schools formed after the program was initiated were owned or headed by individuals not concerned with the question of whether or not the veteran was to ultimately receive training which would tend to make him employable upon graduation, but only as to how much money could be made.28

On this count, the committee referred to evidence presented in Gray’s 1950 report, especially evidence of unjustifiably extended courses of study. It showed “many” new vocational and trade schools offering two-year programs for what established, better known, and more respected institutions gave to students over the course of a year. The obvious attempt by for-profits to “prolong tuition payments” and studies, the committee determined, had little or no educational merit for the veteran.29

The committee also blasted VA officials for bribery and irregular practices. Some had accepted direct payments or gifts, such as a “1946 Buick sedan,” from school operators. Other VA officials secured thousands of dollars in undocumented or poorly documented loans from educational institutions or owned interests in the proprietary schools over which they had a supervisory role. All of this indicated a form of regulatory capture, and Teague wanted to shine light on these instances of corruption.30

But the for-profit supply chain fraud, according to Teague’s 1951 report, was what dominated public and congressional interest. The dummy corporation scheme, the report stated, “is today considered one of the more controversial phases of the veteran educational program.” The GI Bill had provided over $400 million in federal funds for supplies since the mid-forties, and the committee wanted to discern the difference between customary charges and wildly excessive fees (e.g., those yielding 951 percent returns). Through three days of hearings, they discovered that, “with few exceptions,” every school in certain areas—like those training students how to make and repair watches, clocks, and other timepieces—had “conspired with” such companies as Chicago’s C&E Marshall to defraud the government through a supply scheme. Rankled by the discovery, Teague committee members referred for-profit fraud cases to the US attorney general for possible “criminal prosecution” and other legal action by the US Justice Department.31

Along with investigating fraud, Teague had the committee prepare a sweeping evaluation of the for-profit sector from multiple perspectives. They consulted with “old-established trade and vocational schools” to determine a baseline for customary supplies charges in place before the GI Bill. They also requested information from state-level agencies on their procedures for approving new educational institutions. The committee reached out to the National Association of State Approving Agencies to collect data from their nationwide study of attitudes and perceptions of “on-the-job” training for veterans. Other institutions and individuals the committee surveyed included major veteran organizations, individual trainees, large corporations and companies, a select group of “representative colleges and universities,” staff at VA field offices, and such educational associations as “the American Council on Education, Association of Land-Grant Colleges and Universities, and the American Vocational Association.” Those surveyed were asked to describe abuses observed and offer recommendations on how handle them in the future.32

Looking forward, Teague saw the GI Bill’s possible extension to Korean War veterans as the next opportunity to clean up problem areas with for-profits. “The committee,” the report noted, “is of the unanimous opinion that further study and evaluation … is of necessity before any such extension is granted.” Teague got his chance to keep at GI Bill problems through two more investigations: one as member of the Committee on Veterans’ Affairs (1951) and another as chair, once again, of the House Select Committee (1952).33

As a member of the Committee on Veterans’ Affairs, Teague requested William L. Ellis, the General Accounting Office’s (GAO) chief of investigations, to conduct an audit of all educational operations related to the GI Bill. Ellis responded in July 1951 with, by far, the most detailed and extensive analysis to date. It gave Teague and other observers what they had long been waiting for. The Ellis Report of 1951 built on the work of earlier studies—the 1950 VA study and the 1951 Teague investigation and evaluation—to assess with painstaking precision the extent of FPCU fraud in the GI Bill system.34

Ellis’s examination of for-profits began with an indictment of their overall efficacy. His numbers showed what many had suspected: privately operated, for-profit trade and vocational schools had a dismal record of success. According to the GAO’s estimates, completion rates for veterans at these institutions stood at a mere 20 percent. Put another way, for-profits on average failed 80 percent of returning soldiers. These same schools, moreover, marked up tuition rates well beyond “customary” practice. For-profit operators frequently and unjustifiably set tuition at “the maximum allowed under the law,” “entirely unrelated to their costs” and “far in excess of what the average citizen would be able to pay.” Despite the high failure rates and excessive charges, FPCUs managed to stay open by way of “extensive advertising and promotional campaigns” designed to attract veterans who qualified for GI Bill support.35

Ellis’s report then turned to all of the known forms and categories of FPCU fraud committed through the GI Bill. Fraudulent activity in this scheme fell under two general headings: frauds committed in relation to program costs and those committed through supply costs. For the first category, Ellis described the grossly inaccurate information FPCUs sent to the VA about tuition rates, student enrollments, and over thirty points of interests. “Cost figures submitted by [proprietary] schools,” he explained, were

misrepresented or overstated; information withheld with respect to anticipated material increase in enrollment which would have caused a reduction in the rate; listing as expenses during base period items that would have been amortized over the period of school operations; use of incorrect enrollment figures in computing costs; failure of schools to maintain adequate records from which cost data could be verified; profits realized in excess of amounts authorized by VA regulations; tuition based on estimated, not actual costs; payment at rates in excess of those provided by contracts; tuition billed for periods prior to enrollment and subsequent to discontinuance; charges for periods when no instruction was given; tuition paid in excess of statutory limitation; tuition paid for unapproved courses; charges made for tuition rates in excess of those charged nonveterans; and duplicate payments.36

Ellis’s report went on to highlight the second category of fraud and its twenty standard abuses related to supplies requisitioning found throughout the for-profit sector. These practices included the following:

Supplies not furnished as specified by contracts; veterans required to sign blank receipts for books and supplies, some of which were never furnished; no records available to substantiate payments made for books and supplies furnished veterans and billed to the Government; prices charged VA in excess of actual costs of books and supplies; payments made for books furnished in excess of course requirements; duplicate payments; payments made for books and supplies furnished veterans but not required for nonveterans pursuing the same courses; and no evidence available to support claims that books and supplies were actually furnished veterans as billed.37

For both program and supply costs, Ellis detailed how and why these cases of FPCU fraud posed a “widespread” problem, rather than simply reflecting the work of a few bad actors. While gathering data for the report, for example, Ellis conducted his own study of 641 for-profit institutions. Of these FPCUs, 65 percent showed evidence of questionable practices (Figure 3.2). Of these, 80 percent were guilty of one or more of over thirty known program cost abuses. Thirty-one percent of the questionable for-profits, meanwhile, had committed one or more of the twenty known supply scheme frauds. As a result of his own limited sample, Ellis uncovered $7.5 million (approximately $65 million in current dollars) in fraudulent GI Bill charges and quickly recovered $1.4 million of these expenditures. By the time of the report’s publication, the VA and GAO had launched active investigations into the remainder of unrecovered and questionable FPCU charges.38
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FIGURE 3.2.  1951 Study of 641 For-Profits. Source: General Accounting Office, Report of Survey—Veterans’ Education and Training Program (Washington, DC: GPO, 1951), 10–12.

By early 1952, Teague had read Gray’s VA report, coordinated his own House Select Committee report, and digested Ellis’s detailed GAO report. With the surveys, studies, investigations, inquiries, hearings, audits, maps, tables, and statistics in mind, Teague returned to his role as chair of the House Select Committee. This time, he set his sights on the Korean War and whether soldiers returning from that conflict should receive the same readjustment benefits received by veterans of WWII.39

The outcome was the Teague committee report of 1952, a document emphasizing the long-standing trouble created by the “rapid uncontrolled expansion” of for-profit colleges and universities. Teague opened with a warning to Congress: “A new act should be written extending educational benefits to veterans who served during the Korean conflict.” Given the now well-known and publicized problems with the GI Bill, he called for “an entirely new act, rather than amendment to existing law.” The committee’s recommendations for the new act included, among other things, limiting courses to those offered “by public schools and colleges.” If veterans couldn’t access a public option, the new act could allow consideration of some FPCUs. But it’s clear the committee had strong reservations against this. “Many” of these “proprietary profit schools,” Teague concluded, offered training “of doubtful quality.” Armed with extensive data to support their recommendations, the report didn’t mince words: “Exploitation by private schools has been widespread.” For-profits had a disproportionate tendency to falsify cost data, attendance and enrollment records, and charges for supplies, books, and tools. What’s more, Teague’s committee mentioned the “unethical” influence for-profits had achieved over VA officials. Through irregular practices such as gifts, loans, and ownership stake in for-profits given to officials charged with supervising FPCU practices, operators had engaged in bald attempts at regulatory capture. Based on investigations into GI Bill exploitation and abuse, Teague noted, “this class of schools” showed a demonstrable and “widespread” tendency toward “criminal practices.” He cited roughly fifty FPCU-related criminal convictions—coupled with ninety pending criminal cases, a multi-million-dollar recovery of overcharges from “this class of schools,” and the “many new cases” developing—as good reasons to warn against approving any for-profit college or university for GI Bill funding.40

To help fill out the picture of for-profit abuses occurring across the country, the 1952 Teague committee conducted hearings and field investigations—almost all of which had to do with FPCU fraud—in or related to cases in Illinois (Chicago), Kentucky, Pennsylvania (Philadelphia), Tennessee (Memphis, Nashville, and Murfreesboro), and Texas (Dallas, Waco, Houston, and San Antonio). It also requested reports and investigative support from dozens of institutions and thousands of individuals. Respondents included the GAO, the VA, the Federal Bureau of Investigation, the Justice Department, the American Legion, the Veterans of Foreign Wars, the Disabled American Veterans, and the American Veterans of World War II. To this, they added responses received from thousands of students, faculty, and administrators at nonprofit and proprietary programs.41

Based on all of this evidence, the 1952 Teague committee reaffirmed four key conclusions. First, they heard repeatedly that the “vast majority” of FPCU operators had “no previous experience” in education and training. The GI Bill had brought about an “influx” of a large number of non-educators into the sector who privileged making money—particularly from federal funds—over providing veterans with a high-quality education. Second, they revisited case studies highlighting the typical excessive cost claims characteristic of for-profits. Case studies included detailed descriptions of specific trade and vocational programs in electricity and refrigeration, tailoring, woodworking, dry cleaning, aviation, auto mechanics, radio and television broadcasting, dance, art, theater, meat cutting, upholstering, photography, watchmaking, business, and secretarial studies. Teague committee members held up these cases as representative of widespread “abuses and illegal practices on the part of the privately owned trade schools.”42

The committee’s third conclusion had to do with the now well-known use of dummy corporations by for-profits engaged in supply chain fraud. The descriptions—corroborating ones discussed in earlier reports—followed intricate webs of interlocking business, personal, and familial relationships. They also reported on the criminal indictments and investigations underway. And fourth, the Teague committee heard from students and employees themselves who testified about schemes to “falsify the attendance records” of “a considerable number of students.” Many of these students had been recruited not through traditional admissions channels, but as a result of aggressive advertising campaigns conducted by for-profits. “This situation occurred most often and most blatantly,” the committee stated, “in the case of profit trade schools which had been organized specifically to cater to veterans after the inception of the Servicemen’s Readjustment Act.” Examples included schools from different parts of the country. A small midwestern tailoring for-profit took out large newspaper advertisements promising a free suit for veterans and material for hundreds of dollars’ worth of clothing fitted to the student’s specifications. A southern automotive mechanics school offered all interested “GIs” free tools and free car repairs. An eastern trade school made similar promises in their promotional materials. This one promised an “opportunity of a lifetime” announced over a background image of more than fifty tools. These kinds of competitive pressures among “less scrupulous schools,” the committee regretted, had created incentives that distorted the purpose of education and training for readjusting veterans. Extreme and aggressive advertising tactics by for-profits, they noted, threatened to turn the GI Bill into a massive get-rich-quick scheme for FPCU operators. From the committee’s perspective, for-profits had eroded the undergirding ideal of the bill’s original purpose: to create opportunities for veterans to break cycles of poverty and unemployment through concerted study and career preparation.43

Virtually none of the concerns raised by the Teague report of 1952 about FPCUs appeared in the committee’s review of nonprofit colleges and universities. In the view of Teague and his colleagues, nonprofits had done an admirable job on almost all counts. “There is little question,” they emphasized, that nonprofit “colleges and universities of this country have rendered outstanding services in educating veterans and have performed their task under many adverse conditions.” The problems Teague and his circle did find with these institutions emerged as a result of “regulations governing payment of tuition.” But the committee was quick to recognize nonprofits for having a ready solution, one that the committee favored: revamping the system by making payments “directly to the veteran” and allowing veterans to pay tuition, fees, and other charges on the same basis as nonveterans. In other words, they recommended taking educational institutions out of the money business.44

Based on the documentation produced by the 1952 Teague report, it’s unclear which nonprofit institutions committee members turned to for advice. They had surveyed and interviewed thousands of individuals across the country about problems at for-profits as well as challenges at traditional colleges and universities. But if they had reached out to the University of Michigan, Teague would no doubt have heard an earful from one of the era’s most ardent critics of FPCUs: James Bartlett Edmonson.45

Just as Teague arrived in Congress and started his GI Bill investigations, James Edmonson had begun his final few years as the University of Michigan’s dean of the School of Education. They were at different stages of their careers between the mid-1940s and the early 1950s, and they came at their assignments from different angles. But their commitments and priorities almost perfectly overlapped. While Teague worked on FPCUs at the national and political levels, Dean Edmonson took on the same at the academic and state policy levels.46

Edmonson’s reading of the GI Bill was prescient. Long before state and federal lawmakers knew what hit them, Edmonson had accurately anticipated an unprecedented and controversial increase (later calculated at 300 percent) in for-profits as a result of the bill. He warned, through his professional and popular writings, that “G.I. Joe” must be protected against being “gypped” by “low-grade colleges.” His earliest warnings came out in February 1945, a mere eight months after President Roosevelt signed the Servicemen’s Readjustment Act into law. From his bully pulpit in Ann Arbor, Edmonson came out against “so-called higher institutions” that “lacked any adequate accreditation” and hoped to “flourish through the enrollment of veterans under the G.I. Bill of Rights.” He chided states for having been “lax in past years in the control of higher education” and warned of an “underworld” of predatory institutions offering little to no value to students. Adding federal funding without adequate safeguards, he imagined, would result in predictable behavior by “sheepskinners.” These individuals “issue credits and diplomas which are not accepted as proper qualification for the certificates and licenses required for nursing, teaching, pharmacy, and other professions.” He also predicted these low-grade colleges would turn to advertising in ways considered inappropriate or downright exploitative by the nonprofit sector. They would “doubtless make misleading, but attractive inducements to the returning veterans.” Edmonson called on states to send “clean” lists of colleges and universities for VA approval, lists free of sheepskinners. “Any state that fails to protect veterans against being ‘gypped’ in their future education,” he added, “should be subjected to severe criticism from both educators and veterans.” Edmonson placed ultimate responsibility for controlling for-profit fraud in the hands of state legislators. But he lacked confidence in their assessment of what they needed to do and how soon they’d respond to problems likely to emerge.47

Edmonson’s academic and popular works spoke to audiences who were likely unaware of for-profit abuses occurring across the country. He gave advice on how to select a reputable institution by consulting local employers about proprietary trade and vocational schools. He walked readers through recent reports of scandals and fraud. And he shared with them the kinds of claims and practices that should raise flags for prospective students. “The fraudulent trade schools have many deceptive tricks,” he warned, “such as ‘short cuts’ and the promise of an attractive position for which few persons could qualify. Others offer short cuts for certificates and misrepresent the opportunities for employment. In general, any trade school that promises short cuts or employment for prospective students should be viewed with suspicion.” As a leading critic of FPCUs in the early fifties, Edmonson also asked readers for help in tracking down “gyp” institutions. It was a public call to action and it came with instructions on how to assist in bringing these problems to light.48

Edmonson’s sounding of alarm bells over for-profits earned him a leadership role in the National Education Association. As chair of the NEA’s Committee on Fraudulent Schools and Colleges beginning in 1949, he went after “diploma mills” run by “shysters” and “unscrupulous persons.” Fraud in education, for these “racketeers,” had proved to be “profitable business.” He blamed “lax” state laws, as he had years earlier, and the willingness of men and women to buy “fraudulent degrees and certificates.” At the same time, Edmonson lamented that his peers in “reputable schools and colleges have frequently ignored the existence of the ‘underworld’ in American education.” To begin solving the FPCU problem, he conducted a nationwide survey of state boards of education to learn what they knew about for-profits, what they wanted to know about them, and what they needed in order to respond to these institutions in their states. What he and his NEA colleagues found was a situation much worse than anticipated: nineteen states required no charter or license to operate a college or university; twenty-one state boards of education didn’t believe or were uncertain they had adequate laws and regulations for closing “low-grade institutions”; thirty-two states didn’t require nonaccredited institutions to file documents (e.g., catalogs, degree offerings, or course requirements) with state authorities; ten states acknowledged a problem with these institutions within their borders; twenty-two wanted more information about known “diploma mills”; twenty-eight wanted plans from others states on how to eliminate these schools; and twenty-nine asked for suggestions on proposing effective legislation to give state boards or other state agencies more regulatory control over the sector.49

That last finding from the NEA survey really got to Edmonson and ended up dominating a significant portion of his time as chair of the fraud committee. The widespread desire for model legislation inspired a collaboration between Edmonson and William Pencke, a trial attorney with the US Federal Trade Commission. Together, they drafted a template bill for lawmakers to sponsor at the state level. It proposed stricter state laws and regulations governing this sector, particularly with for-profit licensing, chartering, and advertising. Edmonson wanted these new laws to demand evidence of the “value” of nonaccredited colleges and universities and to produce a political culture willing to shame “diploma mills.” But he believed none of these solutions would work without one final recommendation: increased and aggressive state-level prosecution of owners and operators of “fraudulent institutions.” It all hinged on whether states would put “sheepskinners” and “shysters” behind bars.50

As soon as he had a draft bill in hand, Edmonson circulated it to friends, colleagues, and potential critics. For M. A. Nash, chancellor of the Oklahoma State Regents for Higher Education, the draft arrived at just the right time. Nash not only thanked Edmonson for his “high contribution to education in the United States,” but also sent him a proposal under consideration in Oklahoma to get his feedback. Edmonson wrote back, pushing Nash to “define a penalty for a violation” and to require FPCUs to “file with your office full information regarding programs and degree requirements” in order to monitor the institutions. Officials at the American Council on Education (ACE) also celebrated Edmonson’s “concrete advice” on how to eliminate “fake colleges.” And the National Association and Council of Business Schools went on record expressing “very hearty accord with the general objective,” despite hard feelings among its members at not having been consulted on earlier versions of the bill.51

Colleagues and supporters, however, warned Edmonson that his sharpest critics would come from the ranks of religiously affiliated organizations and institutions. Homer Kempfer, director of the National Home Study Council, shared Edmonson’s concern for raising standards, but had no rosy outlook on the challenge ahead. The “diploma mills, fly-by-night schools, and other unethical outfits” would be difficult to root out, Kempfer cautioned, because many “associated with off-brand religious denominations” and sought “refuge in their constitutional rights of religious freedom when attacked in the courts.” Even those within the religious community who were sympathetic to the idea of clamping down on fraudulent FPCUs knew great resistance would come from their own camp. Charles Lynn Platt, dean and Old Testament professor at Kentucky’s College of the Bible, had “sincere appreciation” for Edmonson’s work, but worried about saboteurs putting up “a smoke screen or something of that sort” if they caught wind of the draft bill. “This would, of course,” Platt followed, “be very true in the matter of ‘religious schools.’ This is a case not of liberty but of separation of church and state, in the name of which so many crimes are committed.” Despite Platt’s attempts to reach out to colleagues in the world of religious education, Edmonson’s bill got a cold reception with this group.52

Fort Wayne Bible College, later called Summit Bible College and ultimately sold to Taylor University, followed precisely the path Kempfer and Platt had anticipated. While Fort Wayne’s president S. A. Witmer considered “diploma mills” a source of “embarrassment” in “Biblical education,” he disagreed with Edmonson’s proposals to prosecute owners and managers of for-profits who were guilty of defrauding students and taxpayers. The bill, as written, was “too restrictive” and not conducive to the “right of propagating religious faith.” Witmer appealed to “freedoms inherent in our democracy” as the reason for his resistance to penalties against and supervision of religiously affiliated for-profits. Edmonson took seriously Witmer’s “criticisms,” particularly those having to do with the amount of power the draft bill placed in the hands of state superintendents of education. Witmer thought a single state official shouldn’t have final say—as the bill proposed—on matters better handled by committee. Edmonson responded favorably to the comment and changed it accordingly, making state school boards rather than the superintendent the executive authority. Yet the two of them never met eye to eye. Witmer knew his freedom-of-religion argument protected “racketeering,” but called Edmonson’s bill “un-American and undemocratic” at a time when US senator Joseph McCarthy had turned such buzzwords into weapons of character assassination. Witmer also attempted to taint the proposal by describing it as “more characteristically European than American.” Edmonson shot back, repeating to all who would listen that “no other major country is as lax as the United States in permitting shyster schools and diploma mills to sell certificates and degrees.” The religious liberties claims, as his circle of colleagues had warned, created a powerful cover for fraudulent institutions and a defense against attempts to eliminate them.53

Edmonson’s academic, public, and policy campaigns against for-profits generated a great deal of national attention. According to Arthur Adams, president of the American Council on Education, Edmonson had “aroused” the public’s interest in “the danger of this vicious ‘racket.’ ” A flood of correspondence directed at the Michigan dean’s desk in Ann Arbor came from professors, college administrators, state officials, regional accreditors, military officers, journal editors, and agents of philanthropic organizations across the country. For the most part, they wrote asking about specific suspected “diploma mills” or, more generally, about any lists he had of fraudulent institutions. These individuals wanted to know if their local institution, often a Bible college or religiously affiliated FPCU, was worthy of the name “college” or “university.” Or they wanted a complete, nationwide accounting of fraudulent institutions so they could identify those located in their state and region. Or they simply wanted to show their support for his work and join him in the “effort to curb such institutions,” as some expressed it. At the time, none of these individuals and organizations had anyone else to turn to for this information. And that was Edmonson’s point. The problem—the absence of any formal, current, and comprehensive data about untrustworthy for-profits—struck a nerve for him, and his writings did the same for many people across the United States.54

The national attention Edmonson received for speaking out against problem for-profits won him a splash of international recognition. European observers, in particular, found the wide variety of American colleges and universities confusing and some called on Edmonson to clarify the matter. The title of “university,” to the European mind, conjured notions of tradition and distinction as well as expectations of rigor and excellence supported most often by state regulation. For these reasons, Edmonson wasn’t surprised when German official Walter Wienert reached out to him asking for an explanation of what a degree from a US institution meant. “Judicial Courts and Police Offices of the Federal Republic often submit to me diplomas,” wrote the official, “asking whether the conferring institutions belong to the so-called ‘diploma mills’ in the United States. I would ask whether you have a complete list of these diploma mills. If so, I should feel much obliged if you would kindly let me have a copy of it.” Edmonson had no such list. And even if he did, the rapid turnover—the way for-profits opened, closed, and then reopened under a different name—made it pointless to compile such lists. By the time Edmonson responded to Wienert’s request in the early fifties, the number of for-profits that had received VA approval hovered around 9,000. A full two-thirds of these had been established as a result of the GI Bill during the five-year period after its passage. With American higher education awash in for-profits, he continued to call for stricter state-level regulations so that students and government agencies didn’t need such lists.55

Edmonson—in his seventies, still in full gear, and ready to take on the for-profit sector—died in 1954. With him went a “one-man crusade,” as Adams of ACE put it. “Since his death,” stated Adams, “the [NEA fraud] Committee has languished.” Plans to complete grant applications to fund for-profit fraud studies, lobby states to pass legislation, conduct national and international policy work on for-profits—all of these plans fizzled, faded, and ultimately became a forgotten chapter in the FPCU story after Edmonson’s death. He did live long enough, though, to see many of his predictions realized. These included the call for state laws, the kind of fraud consuming time, energy, and resources at the federal level, and the rise of exploitative practices among FPCUs. What Edmonson couldn’t have predicted, and what he didn’t live to see, was a groundbreaking debate Congress had a decade later. It was over legislation that fundamentally transformed how all American colleges and universities operated. This legislation, at first silent on the matter of for-profits, would ultimately become the single most significant economic boon for FPCUs in American history.56


CHAPTER FOUR

Crisis

WITHOUT THE HIGHER EDUCATION ACT OF 1965 (HEA) and its subsequent reauthorizations in the 1970s, the FPCU industry would likely have followed the course many had predicted for it: extinction for the vast majority of these institutions as soon as GI Bill funds ran dry. The HEA completely changed how this prediction played out. FPCUs, as they appeared after 1965, tapped into a vast source of federal aid giving the sector new life, means of expansion, and avenues for making industrial-sized profits.1

This, of course, wasn’t the original intent of HEA. President Lyndon B. Johnson, a former schoolteacher, had a different goal in mind: increasing access to community colleges as well as public and nonprofit colleges and universities. As part of his Great Society campaign—which included the Civil Rights Act, Voting Rights Act, Economic Opportunity Act, Elementary and Secondary Education Act, and Medicare—Johnson took great interest in the passage of legislation designed to move US higher education toward providing opportunities for students of all social and economic backgrounds. “The important role of the federal government,” he said, “is somehow to do something for the people who are down and out, and that’s where its major energy in education ought to go.” To that end, HEA launched and extended programs for student scholarships, grants, loans, and work-study through HEA’s Title IV Student Assistance Act. One of the signature features of this assistance was the Educational Opportunity Grant (later, Supplemental Educational Opportunity Grant) that went directly to institutions rather than students. The grant created an exchange between the US government and individual institutions receiving funds on behalf of eligible students. Another feature involved banks as mediators of Federally Guaranteed Student Loans or what became known as the FGSL program (later, Federal Family Education Loan Program). The loan program gave students eligibility for private bank loans without requiring them to present income history or declare collateral. Bankers and financiers showed interest in participating in the program because the federal government acted as cosigner to the loans and guaranteed banks repayment in cases of loan default.2

Subsequent reauthorization of and amendments to HEA made federal student aid programs increasingly palatable to bankers and increasingly accessible to the FPCU sector. The 1968 reauthorization permitted a rise in interest rates for federally guaranteed student loans, ensuring banks higher returns with zero risk. This policy caused an exponential increase in private lending. The expansion continued for two decades, at which time lawmakers—stunned by inflated fees and expenses incurred when guaranteeing loans through the private sector—turned to government direct lending that, by some estimates, cut lending expenses in half. The 1972 reauthorization introduced the Basic Educational Opportunity Grant (later, the Pell Grant). It standardized the definition of student need across institutions and the amount of grant aid students received. Pell also increased the level of grant aid to disadvantaged students in order to reduce access barriers to higher education.3

The most significant change for FPCUs in the second reauthorization, however, had to do with the redefinition of higher education. HEA had previously defined an institution of higher education in exclusively “public” or “private non-profit” terms. With the 1972 amendments, Congress inserted language about “proprietary” institutions and used the new language as a proxy for profit-seeking trade, career, and vocational institutions. The change came with a stipulation requiring for-profits to offer programs only to students “who can benefit” from postsecondary instruction.4

Redefining higher education in this way was anything but trivial. Congress, through the 1972 HEA amendments, essentially waved a $200 million appropriation in front of the FPCU sector. For-profit operators noticed and took advantage of every subsequent expansion of federal student aid programs, such as the 85 percent increase in guaranteed student loan awards and the 58 percent increase in Basic Educational Opportunity Grant awards that occurred from 1976 to 1978. FPCUs played a significant role in this dramatic expansion of federal student aid. At first, in 1974, FPCUs consumed a mere 1.5 percent ($3 million) of all student aid. Four years later, nearly the same amount went to just one for-profit institution—Lacaze-Gardner School, with its nine hundred students. Eight years after that, for-profits had captured $785 million, or roughly 36 percent of the entire guaranteed loan budget, even though approximately 2 percent of all postsecondary students attended FPCUs (Figures 4.1 and 4.2).5
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FIGURE 4.1.  US Postsecondary Student Federal Aid Distribution. Sources: Statistics drawn from Joseph Berger, “Changes in Welfare a Boon to Trade Schools,” New York Times (August 6, 1988); Michael Winerip, “Billions for School Are Lost in Waste, Fraud, and Abuse,” New York Times (February 2, 1994).

The rapid entry and expansion of for-profits into federal student aid programs inspired an investigation by the US comptroller general in 1980. At the time, 1,725 proprietary institutions received more than $275 million in Pell Grants alone. Based on its study of how these FPCUs managed federal funds, the comptroller’s office concluded that “many proprietary schools do not comply with [the] Department of Education’s Pell Grant requirements.” Fieldwork gathered from a random sample of thirty-five institutions across fifteen states showed for-profits engaged in practices that were “not in the best interest of students” and did “not comply with the program requirements.” Some of the practices included admitting unqualified students who dropped out at a rate of 74 percent and allowing students to continue in programs without making academic progress (e.g., no limit on absenteeism). Other practices involved providing “misleading” information to prospective students about placement rates and scholarships and disbursing Pell Grant funds in a manner rife with error and false calculations. The comptroller investigation, had it been published, would have sounded an alarm. But the results didn’t come to light until congressional leaders began reading about for-profits in news reports, asking questions, and demanding information.6
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FIGURE 4.2.  US Postsecondary Student Distribution. Sources: US Department of Education, National Center for Education Statistics, Higher Education General Information Survey (HEGIS), “Fall Enrollment in Colleges and Universities” surveys, 1970 through 1985; Integrated Postsecondary Education Data System (IPEDS), “Institutional Characteristics Survey” (IPEDS-IC: 86–99).

A series of high-profile scandals in the early to mid-eighties spurred on those questions and demands, revealing widespread problems with both for-profit institutions and the government agencies keeping them in business. In New York City, six for-profit institutions consumed almost $20 million in state tuition assistance funding alone—half the entire state’s program budget, not including federal subsidies—during the period. High failure rates discovered by investigators raised suspicions about whether the schools were little more than schemes designed to defraud state and federal student aid programs. More than 12,000 students attended these six schools, but 70 percent of those receiving aid dropped out. More tellingly, 60 percent of these dropouts failed to finish even half of their program. Since the for-profit schools received government funding regardless of whether students failed or succeeded, they had great incentive to persuade students to attend. Once students enrolled and became indebted, the institutions had little incentive to provide meaningful educational experiences. Reports pointed to these kinds of abuses indicating that “many of the trade schools did not provide advertised courses or hours of instruction, used unlicensed teachers and had overcrowded classrooms.” By the time New York State officials discovered these schemes, the schools had come and gone, leaving a trail of debt, confused students, and false hopes in their wake. Edward V. Regan, New York’s comptroller at the time, found these fly-by-night institutions hard to track down and punish. “Recovery of these taxpayers dollars,” he stated, has been “seriously hampered because many schools go out of business.”7

Major urban centers like New York weren’t the only ones affected by FPCU fraud. Reports on such scandals began bubbling up in the country’s heartland as well. Indiana-based Continental Training Services (also known as Superior Training Services), one of the four largest for-profit educational institutions of the early 1980s, ran a chain of correspondence schools for truck driving. Two-thirds of the driving “instruction” was conducted by mail. This company followed the same path as other for-profits in recognizing that aid programs would continue to pay despite, in this case, having a student loan default rate of 57 percent. By the mid-1980s, Continental’s annual revenue reached $100 million in subsidized federal student aid and guaranteed loans. The company received virtually no revenue from sources outside government aid programs. Unlike most of his competitors, Continental’s owner, Gary Eyler, maintained strong connections with officials in Washington. According to travel logs, his corporate jet flew politicians around the country—including US senators Dan Quayle, Edward Kennedy, and Bob Dole, all contenders for the White House at the time—during Continental’s most aggressive growth period. Eyler regularly hosted fundraisers for political figures he counted on to assist his company when it came under fire for fraud, false student loan applications, and other illegal revenue generating activities. For a time, Quayle and Kennedy came to Eyler’s aid when officials in Indiana attempted to clamp down on Continental. But the egregiousness of the fraud perpetrated on both students and federal student aid programs ultimately overwhelmed their efforts. Eyler’s connections failed to prevent a $366 million lawsuit filed by the US Department of Education in 1988 for falsified documents and several other counts of fraud at his schools.8

Joining Continental among the country’s largest for-profits were two more scandal-plagued schools: the Wilfred American Educational Corporation and Robert Fiance Beauty Schools. Wilfred, a Manhattan-based company, operated a nationwide network of beauty and business schools and, throughout the 1980s, received more than $400 million in student aid and guaranteed loans. Toward the end of the decade, reports began to surface that the school had fraudulently applied for Pell Grants and guaranteed student loans on behalf of students. Justice Department attorneys uncovered $117 million in falsified student documents, and Wilfred employees were ultimately found guilty on nine counts of fraud, theft, and racketeering. Fiance, meanwhile, owned and operated schools in the state of Florida, with branches in Tampa and Miami. In the mid-1980s, the school received $65 million annually in federal student aid, but was hit late in the decade with a $10 million US Department of Education fine for falsified records and documents. Although it survived the fine and setback, the school had great difficulty recovering from its lost eligibility for federal aid programs as a result of these charges.9

Well over $1 billion of federal student aid and guaranteed loans went to scandal-plagued, for-profit institutions during the early to mid-1980s. Fines against these institutions escalated into the hundreds of millions of dollars. The exponential FPCU growth rate, meanwhile, suggested there was no end in sight to the problems these institutions posed for federal and state agencies. HEA began with an annual appropriation of $200 million when it invited FPCUs to participate. By the mid-1980s, the US Department of Education distributed nearly $250 million annually to the three least trustworthy FPCUs—Continental, Wilfred, and Fiance—despite headlines indicating civil and criminal misconduct.10

The FPCU scandals of the seventies and eighties reached a boiling point in 1988. That year, in addition to intense public scrutiny of the sector, US secretary of education Bill Bennett came out swinging against for-profits. Bennett, a conservative pundit and later an advocate and owner of a for-profit educational organization, found FPCUs to be engaged in “exploitative and deceitful practices” that “characterize too many proprietary institutions.” With the secretary pulling no punches, his agency rang in a new era of federal investigations into FPCU activities yielding headline-worthy discoveries and revelations. Three key investigations dug up what was known, what wasn’t known, and what was known about what wasn’t known by Congress and the US Department of Education about the for-profit industry: the Bennett investigations of 1987–1988 and the Sam Nunn investigations of 1990 and 1995.11

The Bennett investigations came at the tail end of his tenure as secretary of education. His department had issued fines and charges of fraud, but the explosion of FPCU growth was no match for the understaffed agency. As such, Bennett became both a beneficiary and casualty of the Reagan revolution marked by efforts to shrink the size of government and, in particular, attempts to defund and even close the US Department of Education (or what Reagan called “President Carter’s new bureaucratic boondoggle”). Bennett received his first federal appointments during the Reagan years, starting as head of the National Endowment of the Humanities (1981–1985) and continuing with his selection as education secretary (1985–1988). His conservative political and economic beliefs typically aligned with policies coming from the White House, but the secretary and the president parted ways on the matter of defunding the Department of Education.12

Reagan government budget cuts of the early 1980s directly affected Bennett. His agency didn’t have the staff to investigate the avalanche of federal student aid paperwork coming from for-profit institutions. The Education Department had to reduce spot checks of grant and loan paperwork by 50 percent because of reductions in personnel. As the federal student aid scandals began to make front-page news, Bennett turned to Pelavin Associates, a private consulting firm, to investigate what his agency had little time to explore—the extent of the FPCU problem. Pelavin provided Bennett a way to learn about for-profits and get a handle on what was going on in the sector.13

The report Bennett received from Pelavin changed the course of FPCU history. It made its debut in 1988 during a clash with US senator Edward Kennedy, a supporter of Eyler’s correspondence truck-driving school. Bennett claimed the for-profit industry was riddled with fraud and deception and that the problem was system wide rather than the work of a few isolated institutions. Kennedy responded to Bennett’s statements by demanding to see evidence: “If you’ve got some … let’s have it. Mr. Secretary, let’s have it right now.” In February of that year, Bennett sent Kennedy a dossier filled with reports, statistics, and findings from Pelavin and the Education Department’s inspector general. After reviewing the evidence, Kennedy backpedaled his support for Eyler and the industry in general, stating that Bennett’s dossier “documents serious abuses in federal student aid. The situation requires urgent action by both Congress and the Department of Education to end the abuses while preserving the essential role of these programs in helping needy students.” From that point forward, Congress took off the kid gloves and went after for-profits, launching investigations into their policies, practices, and profits.14

The Pelavin report set Congress on a warpath because of the statistics it contained. The numbers showed that FPCUs had expanded at a much faster rate than congressional leaders had anticipated. The report also linked almost all of this growth to the federal student grant and loan programs. Pelavin researchers established that enrollments at FPCUs rose by 60 percent between 1976 and 1982. By 1985, individual “proprietary” schools made up more than half of all postsecondary institutions. Then came the more difficult news. During the period between 1974 and 1986, the share of Pell Grants received by proprietary schools climbed from 7 percent ($3.5 million) to 21 percent ($783.5 million) or, as analysts put it, a “200-fold increase in dollars.” This spike meant that the rate of increase in grant funding far outstripped enrollment numbers, since proprietary students constituted fewer than 5 percent of the overall postsecondary student population. What’s more, the institution-to-institution comparisons highlighted another potential problem of imbalance and disproportionality. During the first half of the 1980s, Pell Grant funding rose by 51 percent at public two-year colleges and 36 percent at public four-year colleges. During the same period, proprietary school Pell Grant funding increased at a rate of 192 percent. Pelavin researchers found similar rates when it came to federal guaranteed loan programs. The statistics could have been read by policymakers as a dramatic effort at poverty reduction, given the many for-profits working with disadvantaged communities and populations. But when discussing the Pelavin statistics, Bennett emphasized that 85 percent of high loan default institutions were FPCUs and more than six hundred for-profits had a default rate greater than 50 percent. Rather than offering a few isolated case studies, the Pelavin report showed that hundreds of for-profit institutions, with tens of thousands of students, had suspiciously high rates of failure and distributed outsized debt to those least likely to achieve means of loan repayment.15

The statistics alone alerted members of Congress to the need for more careful scrutiny of FPCUs. But the report’s qualitative evidence provoked a debate among lawmakers about whether to end federal subsidies to FPCUs altogether. “The pattern of abuses revealed in these documents,” said Bennett, “is an outrage perpetrated not only upon the American taxpayer but, more tragically, upon some of the most disadvantaged, and most vulnerable, members of our society.” Pelavin researchers uncovered the abuses by analyzing the marketing materials of 160 institutions; interviewing state attorneys general; collecting data from consumer complaint agencies in all fifty states; interviewing local, state, federal, and private accrediting agency officials; and conducting nine site visits in four states (California, Illinois, Ohio, and Texas), among other data-collection strategies and methods. When Bennett talked of a “pattern of abuses,” he was referring to the Pelavin report’s careful documentation of strategies used by FPCUs to increase revenue.16

For the most part, the strategies these institutions relied on had to do with recruitment practices, or the problem of false advertising. According to the report, “state and institutional staff members in all states indicated that violation of standards was common at proprietary institutions.” Standards came from state and federal law as well as regulations imposed by accreditation agencies that, when violated, should have triggered a revocation of license to practice. Without accreditation, institutions would lose eligibility to participate in federal student aid programs. Despite potentially costly penalties and outcomes, investigators found widespread violations among FPCUs.17

For-profits violated laws and regulations aimed expressly at preventing four kinds of exploitative recruitment practices economists now describe as “asymmetric” information relationships between institutions and, in this case, prospective students. The report depicts the first as “canvassing” unemployment and welfare lines for prospective students. During the eighties, some states, like New York, considered passing laws whereby those on public assistance might lose their eligibility for state support if they didn’t apply for work or employment training. “Canvassing” for students experiencing emotional distress due to the threat of lost subsidies struck lawmakers as exploitative in that for-profits capitalized on captive populations waiting in line and unaware of far less expensive public or nonprofit training options. These alternatives often came at no cost or a small fraction of for-profit rates. Because public and nonprofit institutions refused to engage in canvassing, prospective students failed to learn, as in one case, that a for-profit might charge $10,000 for the same cosmetology course offered at a public institution for $276. According to “numerous current and former proprietary vocational-technical school recruiters … a wide range of prohibited practices were common.” These included deceptive practices intended to take advantage of those without the knowledge or training to question these practices in the first place.18 A whistleblower in Texas reported that recruiters often

use employment or welfare lines extensively or go door-to-door in the poor parts of town. They tell people who are living in run-down subsidized housing that they can get them a nice apartment out of town and put money in their pockets if they sign the [application and student aid] forms. They tell them that they will only have to go to school a few times and will not have to attend class regularly. [The recruiter] may have to go back a half dozen times to get the $100 deposit, but they get their commission whether the student drops out in a month or not.19

Paying recruiters by such commission structures violated accreditation standards, but that didn’t prevent the increasingly common practice of contracting freelance recruiters to canvass populations facing hardship. FPCUs could skirt these standards by claiming no permanent employment relationship with freelancers. This strategy gave for-profits the advantages of aggressive, predatory recruitment practices without running afoul of government student federal aid regulations.

Along with canvassing, FPCUs recruited students by printing false or misleading advertising in local papers and periodicals. Proprietary schools often marketed themselves under the employment sections of newspapers. Nineteen student accounts from California indicated that such “employment” advertising resulted in only an “admissions interview.” This put those without basic skills and in need of a job in front of trained “admissions” recruiters who were known to promise cash payments for signing federal student grant and loan documents. For-profits used similar strategies with self-published marketing information. Pelavin researchers analyzed the materials produced by 160 accredited institutions in California, Illinois, Massachusetts, New York, Pennsylvania, Texas, and Vermont. The report called the materials “inadequate in terms of the presence of information” necessary for making informed decisions. Only 25 percent of these accredited institutions provided placement data. None of the materials contained completion rates, success rates on licensing exams, wage rates, or loan default rates. More than 25 percent “made no mention of admissions requirement.” Without fail, however, investigators found that “all materials mentioned the availability of Federal student aid.” The disproportionate emphasis on aid support, without adequate information on basic program expectations, opened the schools to charges of predatory lending and predatory recruiting practices.20

In addition to problems with canvassing and advertising, FPCUs engaged in the practice of targeting children. Investigators found minors, among the most vulnerable in any asymmetrical information relationship, on the receiving end of for-profit recruitment efforts. Evidence of trafficking in children’s signatures and documentation was found, despite regulations classifying this age group as categorically ineligible to qualify for any federal loan programs. This included Guaranteed Student Loans, Supplemental Loans to Students, and Parent Loans for Undergraduate Students. According to HEA requirements, only those students who had graduated or left elementary or secondary school could apply for federal student aid programs. State investigations, nevertheless, discovered for-profits had enrolled minors and submitted loan and grant applications on their behalf. The institutions lured children as young as fifteen into the practice of “admitting high school students” through phony concurrent enrollment in FPCUs. As distributors of loan programs, these for-profits increased their revenue stream by having children illegally sign promissory notes guaranteeing loan repayment before they had reached legal adulthood.21

A final strategy used by FPCUs, as documented by the Pelavin report, involved setting tuition rates to the maximum allowable by grant and loan packages. “State agency staff,” the report announced, “indicated that serious structural and aid management problems and regulatory violations exist at some proprietary institutions.” The basic structural problems included rate setting according to availability of funds rather than “true program cost,” disregarding a federally required needs analysis. FPCUs that failed to provide adequate needs analyses came under fire for falsified expense and income reporting on loan applications. As a result, the report’s multistate study found a nationwide explosion in “unrealistically high costs” and recent “large [fee] increases” at FPCUs, fueled by the expansion of aid availability as well as document manipulation and fraud. Investigations in Illinois showed institutions charging “extremely high costs, $10,000 to $12,000 [approximately $20,000 to $24,000 in current dollars], for essentially one-year programs.” When inspectors pressed institutions for an itemized breakdown of charges, for-profits would invariably “drop the costs.” Pelavin investigators showed how disadvantaged students seeking basic literacy and employment skills stood little chance of contending with industry-wide manipulation of tuition and unexplained expense rates.22

In the end, the report identified canvassing, advertising, targeting, and rate setting as strategies used by FPCUs to gain an unfair advantage as a result of information asymmetry. Interviews with state agency officials and former FPCU staff members described the student-institution relationship as a lucrative imbalance of knowledge and information generating subsidized profits at the expense of disadvantaged populations. As one California official put it, “These kids definitely don’t have enough information. They don’t know how many kids drop out of programs, can’t get jobs, and default on loans.” Another official in Illinois corroborated this view, noting that “kids either aren’t getting enough information or are getting inaccurate information. Many kids who we speak to about their defaulted loans say they were told they would get jobs. Others say they were told they could earn far in excess of what they are [actually] earning—near minimum wage—which is why they are having difficulty paying their loans.” The report exposed these problems in a year when analysts expected guaranteed student loan defaults from FPCUs alone to reach $1 billion annually. For-profits turned these defaults into revenue and left the US government with an expanding liability on its balance sheet.23

The Pelavin report gave congressional leaders the quantitative and qualitative firepower to launch two subsequent investigations led by US senator Sam Nunn of Georgia. The first of these began two years after Bennett made public the findings from his investigation. It also began after several of the largest for-profits faced criminal indictments, suspension of funds, or federal civil suits. At the time, the annual combined share of federal aid distributed to the sector’s three biggest institutions alone had reached approximately $250 million. And with FPCU student loan defaults hitting the $1 billion mark, Congress had no option but to respond.24

Outraged by the continuing stream of federal funding into the coffers of scandal-tainted FPCUs, Nunn led an eight-day congressional hearing in September 1990. What his committee ultimately turned up produced shocking headlines. Fifty current and former FPCU students, recruiters, operators, and investigators testified before Congress on the systemic, structural, and pervasive problems in the for-profit industry. Their testimony, reported on by news outlets across the country, described a culinary school that operated out of the cafeteria of a sewage treatment plant, a school that hired actors to fill classrooms and “pose as students” when accreditation inspections took place, a truck-driving school that stuffed six students into a cab with their limbs hanging out the window, and a nursing school that, according to one report, “consisted of a bed, a desk and a classroom accessible through a hole in the drywall of an X-rated videotape store.” The hearings fanned flames already directed at FPCUs that were now spreading toward the US Department of Education. Nunn and fellow members on the Permanent Subcommittee on Investigations wanted to know what the new secretary of education, Lauro Cavazos, was doing about the problem. Cavazos, anticipating the mood of Congress, had already drafted a statement comparing Bennett’s record with that of the agency’s new leadership. Despite accusing FPCUs of “exploitative and deceitful” practices, Bennett only managed to finish 372 investigations of the 7,000 or so for-profits in 1987. Cavazos, by contrast, could report to Congress on the 1,200 investigations his agency had launched in 1990. Meanwhile, the US General Accounting Office had discovered a group of 135 FPCUs responsible for 54 percent of all student loan defaults. While startling to Nunn and his committee, Education Department officials weren’t surprised. FPCUs took up three-fourths of the agency’s enforcement activity, they noted, even though the sector, largely dominated by enrollments at the two-year level (Figure 4.3), had only 5 percent of the overall total student population.25

The 1990 Nunn investigation presented a picture of a broken system desperately in need of action, and with plenty of blame to go around. “I used to buy the rhetoric that there were just a few bad apples,” testified the president of the Massachusetts Higher Education Assistance Corporation, “but then I discovered there were orchards of bad apples.” A consumer law specialist from South Brooklyn Legal Services agreed, saying that “there are more than a ‘few bad apples’; the system is so fundamentally rotten that it simply does not—and perhaps cannot—keep up with uncovering all the bad actors.” What Nunn learned from the parade of witnesses and whistleblowers coming forward was that state agencies were “woefully undermanned” to handle basic inspections and investigations. The hearings also taught him about how accreditation could be “bought” and that the Education Department had a “dismal record” of indifference to the abuses. The three-part system of checks and balances—state agencies, private accreditation organizations, and the US Department of Education—had failed to adequately uncover and prosecute for-profit abuses in the federal aid program.26
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FIGURE 4.3.  For-Profit Enrollments in US, 1970–1990. Sources: US Department of Education, National Center for Education Statistics, Higher Education General Information Survey (HEGIS), “Fall Enrollment in Colleges and Universities” surveys, 1970 through 1985; Integrated Postsecondary Education Data System (IPEDS), “Fall Enrollment Survey” (IPEDS-EF: 90–99).

Two attention-grabbing cases from the 1990 Nunn hearings highlighted this breakdown in checks and balances. The American Career Training Corporation (ACT), the first case, represented problems having to do with rapid growth and industrial-sized fraud in the sector. During a three-year period (1985–1988), ACT’s guaranteed student loan volume increased virtually tenfold—from $4.7 million to $45.5 million. By the end of the decade, the institution had received $153.3 million in revenue from guaranteed student loans. The huge expansion of loan receipts at this one institution didn’t necessarily present a problem, but its interests and operating culture did. According to one whistleblower, “There is no way to escape being a slave to the quarterly reports. Quality education and higher earnings are two masters. You can’t serve both.” Former ACT employees described the way their institution focused on recruitment and ignored instructional quality, retention, or placement of graduates. The institution provided perks, rewards, and incentives to increase recruitment and enrollment numbers, but the same wasn’t provided for the other ACT divisions. A former financial aid administrator described feeling “a little strange that the instructors never had a contest, or that the placement office never was rewarded if they placed a high number of graduates.” Resources at ACT went toward increasing revenue at the expense of operations. In the late 1980s, instructor pay increased 1.4 percent while advertising and marketing increased by 33.8 percent. Classroom resources, meanwhile, declined from 0.4 percent to 0.3 percent during the same period. The institution also practiced what industry experts called “front-end-loaded” tuition. Under this system, students took out loans and grants to pay for the bulk of tuition payments up front, with the expectation that most would drop out. Up-front payment maximized ACT’s returns and minimized its losses in instructional expenses. With this increased revenue, witnesses contended, FPCUs could purchase their credibility from one of a number of accreditation agencies. The seven largest agencies doubled their combined revenue from $8.5 million to $17 million through membership dues during the late 1980s. Accrediting organizations depended on members for their survival. Competition for members between agencies was fierce and ultimately lowered standards as FPCUs could go “shopping” around until they found one willing to accredit them.27

ACT had also succeeded in increasing its own bottom line through fraud. Investigators discovered truckloads of documentation with student financial aid paperwork containing such phony addresses as “403 Cant Read, Pritchard, Alabama.” These documents lacked signatures and verification of whether such students ever existed. Despite the evidence and years of investigation, it became clear to Rebekah Poston, ACT’s former attorney, that the US Department of Education was outmatched and without the staff necessary to adequately address the company’s violations. “It was not the amount of manpower I would have expected,” she later stated.28
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FIGURE 4.4.  US Postsecondary Student Loan Default Distribution, 1990. Source: Abuses in Federal Student Aid Programs: Report Made by the Permanent Subcommittee on Investigations of the Committee on Governmental Affairs, US Senate (Washington, DC: GPO, 1991), 2.

The second attention-getting case study came from a former owner and operator of a for-profit who had been convicted of defrauding the Government Student Loan Program. He began his career in the industry as a recruiter for Delaware’s North American Training Academy, a truck-driving school with a history of perpetrating fraud against students and the government. “In the proprietary school business,” he explained to Congress, “what you sell is ‘dreams,’ and so ninety-nine percent of the sales were made in … poor black areas … [in] welfare offices and unemployment lines, and in housing projects.” Recruiters cared only whether the prospective student could “breathe, scribble his name, had a drivers license, and was over 18 years of age.” If candidates met these conditions, they would be enrolled in the federal student aid program. What’s more, the academy’s owners encouraged and approved these tactics, including, among other things, “making the down payment for the prospect (the amount of which would be reimbursed to me out of the financial aid proceeds) and … going so far as to accompany the prospect to a pawn shop in order for him to obtain enough money for it.” These were hardly isolated actions on his part. Testimony after testimony piled on evidence of widespread use of misleading strategies by FPCU employees, owners, accreditors, and bankers. After eight days of hearings, Nunn depicted the system as “plagued with fraud and abuse at every level.” Exasperated by the pervasiveness of misconduct among for-profits, the committee turned from listening to testimony to compiling and preparing a report.29
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FIGURE 4.5.  US Postsecondary Student Population Distribution, 1990. Source: US Department of Education, National Center for Education Statistics, Integrated Postsecondary Education Data System (IPEDS), “Fall Enrollment Survey” (IPEDS-EF: 90–99).

By the time Nunn’s committee published the results of their 1990 investigation, US student loan defaults had climbed to $2.7 billion. The investigation concluded that at least 44 percent of this amount ($1.2 billion) came from FPCUs, even though they continued to enroll only 2 percent of the overall student population (Figures 4.4 and 4.5). For a brief period after the hearings, Nunn and the rest of Congress attempted to sort out FPCU issues through the 1992 HEA reauthorization. The reauthorization gave them an opportunity to address for-profit fraud and misappropriations through amendments to HEA. Congressional leaders also used the momentum from the hearings and reauthorization to propose new regulations requiring institutions to demonstrate compliance with an 85-15 rule. Under the rule, institutions had to secure 15 percent of their funding from sources other than the federal student aid program. This new mandate became a bone of contention for FPCUs in the decade ahead and, through strategic, persistent, and concerted lobbying, the for-profit industry ultimately managed to water it down to a 90-10 rule. But in the immediate aftermath of the 1990 Nunn hearings and 1992 HEA reauthorization, it didn’t take long for observers to see the changes hadn’t gone far enough.30

Scandals soon resurfaced, triggering another look at the problem in 1995 by Nunn and the Permanent Subcommittee on Investigations. They followed in the footsteps of earlier federal investigations by Bennett and Nunn that gave rise to a cottage industry of independent investigations, reports, and attempts at regulating the for-profit industry at state and federal levels. All this attention kept FPCUs squarely in the public eye during the early 1990s. Bart Gordon, a US representative from Tennessee, teamed up with NBC news to go undercover, carrying a video camera to document fraud at FPCUs in his state. “If we don’t trust schools to handle loan dollars responsibly,” Gordon reported while briefly in the for-profit-scandal limelight, “we shouldn’t trust them to do any better with grant funds.” Calls to close legislative loopholes and pass stiffer penalties to fight FPCU fraud intensified just as scandals continued to take up a greater share of the headlines. In the lead-up to Nunn’s 1995 investigation, congressional leaders looked into a collection of fly-by-night, religiously affiliated schools claiming tax-exempt status. What they found was a multi-hundred-million-dollar Pell Grant fraud modeled after abuses common to the FPCU industry. “We are being beaten at every turn,” an Education Department official told Congress. “The crooks open one school, run thousands of students through their program, close their school, and retire as millionaires before they were even scheduled for a program review.” Such schools paid students a “stipend” to enroll and apply for Pell Grants—with some students receiving payments for seventeen years—regardless of whether they attended or intended to complete a course of studies.31

With these developments in mind, Nunn brought seven witnesses to testify before the Permanent Subcommittee on Investigations in July 1995. The principal witnesses included congressional investigator Alan Edelman, the Education Department’s inspector general John P. Higgins, and assistant secretary for postsecondary education David Longanecker. Unlike previous hearings, these witnesses all came prepared to testify about the single biggest and most sensational case of FPCU fraud to date: the IADE American School.32

Located in Los Angeles, the IADE American School caught the attention of Nunn’s committee in 1995 when it was discovered that the owners, Abraham Stofenmacher and his two brothers, ran a $58 million Pell Grant scam. Evidence showed a “blatant and intentional” scheme to defraud the US government. Two of the Stofenmachers abruptly left the country for somewhere in Latin America just as their scheme began to collapse. Investigators, meanwhile, were left sorting through the rubble of fraud, bankruptcy, and embezzlement. The school ostensibly served a predominantly Latin American population, with courses in auto repair, computer technology, and basic English, but the Education Department became suspicious when it found that IADE was funded almost exclusively by Pell Grants. Witnesses testified that the Pell program operated “essentially on the honor system,” without student signatures and without substantive monitoring of the use of these funds. Testimony also indicated that the owners led lavish lifestyles, spending Pell funds on a house in Beverly Hills, Club Med vacations, luxury cars, and lingerie. They kept the flow of federal aid dollars coming to the school by creating “ghost” students. According to the school’s language instructor, Lourdes Galvan, they would have “students listed on our rolls who had never come, and when we would go to the office to tell someone, they would always say to just keep them on the list.” What’s more, a team of investigators found a “widespread pattern of altering student financial aid files” as well as “forgery of student signatures” and “falsification of information on course attendance and grade sheets.” Together, these revenue-making strategies gave IADE the ability to extract tens of millions of dollars in student financial aid at virtually no instructional cost to the school.33

Ken Williams, IADE’s chief financial aid officer, at first turned a blind eye to the schemes perpetrated by the Stofenmachers. In recorded testimony, as presented to the Nunn committee, he claimed that he chose “to remain ignorant of these activities” and had no reason to report them “to any authority.” But that wasn’t the whole story. Williams warned the owners in a confidential memo that they owed millions of dollars in non-refunded Pell Grant monies. Knowing the school had become little more than a “Pell Grant mill,” as the hearings dubbed it, Williams understood how “relaxing previously existing procedures allows IADE to significantly increase cash flow in the short run.” But in the long run, the financial aid officer’s memo explained, over 1,600 students “should never have received Pell Grants at all” and, as a result, “IADE’s senior management could face criminal prosecution.” Well aware of the implications of their scheme, the Stofenmachers had little interest in the memo that became the smoking gun in the case. Interviews with a former instructor at the school revealed that the “owners intended to make as much money as they could in 1 or 2 years and then sell the school.” What Williams and instructors might not have known is how far the Stofenmachers had gone to “fool” investigators who participated in more than ten site inspections. They unplugged fax machines at IADE and directed employees to use those lines to pretend to be business owners who employed IADE graduates, deceiving inspectors charged with verifying placement rates. They went to the courthouse to find businesses that had recently filed bankruptcy to add to their placement employer list. This allowed IADE to claim they had placed students at local businesses before they went bankrupt while making it virtually impossible for investigators to verify these claims. They also enrolled students who merely requested information about IADE, but who never signed up. Very little was as it appeared at IADE. The owners succeeded in preying on the ignorance of prospective students, enrolled students, accreditors, auditors, and government inspectors.34

Congressional leaders turned to witnesses Edelman, Higgins, and Longanecker to find out how to stop FPCUs like IADE. Edelman, counsel and investigator to the committee, reviewed the procedures and systems already in place and found it “outrageous” that reports from one investigation found no “credible allegations of criminal wrongdoing.” While identifying a breakdown in the investigative process, Edelman warned Nunn’s 1995 committee that the inspector general’s office at the Education Department had “a very heavy caseload” and cited “understaffing at the Department” as a critical reason for lackluster oversight performance. What they needed was more investigators on the ground conducting more thorough studies of FPCUs because “most of the problems” came from these institutions. Inspector General Higgins followed with specifics. While his office had approximately 350 staff members, he anticipated a reduction in staff to 300 as a result of budget cuts. To handle the hundreds of cases in backlog, Higgins told the committee he needed at least 640 investigators. The entire Pell Grant program’s honor system, he argued, made site inspections imperative. Nunn agreed and described the program as “an open purse” with an oversight procedure akin to “leaving the back door open and removing the guards” or “an open bank with no security guards and no tellers.”35

Nunn reserved some of his harshest tongue-lashing, however, for Longanecker, the agency’s assistant secretary for postsecondary education. Evidence from testimony and reports revealed that Longanecker had reassigned investigators after telling them they had been “too aggressive” in their investigations and had taken “this oversight stuff too seriously.” Longanecker replied by admitting some mistakes, but also by describing new initiatives and investigations aimed at tracking down for-profit fraud. “Your assurances today,” Nunn hit back, “I have heard everybody make before.” Nunn questioned the assistant secretary’s reason for optimism, given the industrial-sized fraud coming from operations like IADE. Moreover, he told Longanecker that, although there was much talk of improvements, “your default rates belie that and your placement rates belie that.” The committee also questioned the official’s ability to lead an underfunded, understaffed agency facing seam-busting caseloads as well as pressure from congressional leaders with FPCUs in their states and districts.36

The IADE scandal, as far as the 1995 Nunn investigation was concerned, had analogs in every state, highlighting the problem of known unknowns—FPCU problem hotspots that the US Department of Education had reason to investigate, but had little or no resources to devote to a full-fledged investigation. “We throw a dart at the board, go out and investigate,” said Nunn, “and, bang, you find a huge scandal.” To his mind, these weren’t anomalies and aberrations. Rather, Nunn had seen enough in the way of testimony and case studies to believe “there is a real pattern here.” But the budget-cutting mood of Congress and the American public suggested little possibility of relief. With such government cuts, Nunn said, “you save $100 by cutting a person and waste $1,000 in programs.” The hearings ended in 1995 with warnings about how FPCU fraud and predatory practices, if left to continue, threatened the entire student financial aid program.37


CHAPTER FIVE

Capital

SENATOR SAM NUNN’S CLOSING REMARKS about for-profits in the mid-nineties were several years ahead of their time. When his hearings ended, with warnings about how the financial gaming and maneuvering of FPCUs threatened the entire federal student aid program, the idea of systemic economic risks hadn’t yet become the subject of dinner-table conversations.

Aside from the stock market crash of 1987 and the tech bubble that burst at the turn of the millennium, the last two decades of the twentieth century signaled little other than unprecedented growth for Wall Street. Blinded by success, brokers, investment bankers, hedge fund managers, and CEOs worried more about wealth creation than system-wide market risks. Deregulation during the eighties and nineties unleashed market energies that led to the financialization of the economy, where finance became the tail wagging the dog. Nonfinancial institutions like General Electric and General Motors went big into the world of finance during this period, developing loan divisions that quickly outpaced their other divisions in revenue production. Aggressive investment banks and private equity firms, meanwhile, scooped up industries they viewed as markets to financialize, asset strip, load up with debt, and sell off quickly for a fee. Industry—actually making things—was out, especially given the outsourcing of production work to Asian countries. Debt swept in and the era of big finance, with its short-term, quarterly report–driven thinking, took center stage. Creative financial instruments turned debts, particularly in the mortgage industry, into highly speculative bets, and the age of systemic economic risk threatening the entire global economy was born.1

Just as all this financialization fervor began to take off, executives at a handful of for-profit colleges and universities began to wonder if they too should go big and financialize what they had to sell. They wondered if the era of the big for-profit had arrived. Despite the scandals, lawsuits, and backlash from the Bennett and Nunn investigations, the number of FPCU institutions increased 266 percent and their enrollments increased 59 percent between 1989 and 1999. This remarkable rate of expansion dwarfed the 7 percent rise in traditional higher education during the same period. The principal reason for this for-profit growth had to do with the allies FPCU operators cultivated in Washington and on Wall Street.2

Early innovators in the financialization of big for-profits owe much to the successful reorganization and marketing efforts of Stephen Blair and his circle of Washington lobbyists. Blair, described by observers as “flamboyant” and given to wearing “silk scarves and derby hats,” began his career in the US Department of Education, serving for thirteen years in the agency’s financial aid division before the Pelavin report made its debut. When Pelavin began making headlines, Blair, by then president of the National Association of Trade and Technical Schools (NATTS), had gone through the well-used revolving door leading from public service to private lobbying firms. He saw the writing on the wall when the Bennett and first Nunn hearings took place. In response, Blair launched the most ambitious FPCU lobbying campaign to date, beginning in 1989 and running its course through the mid-1990s. He started this campaign by attempting to convince 2,200 FPCUs to pay NATTS membership dues. His goal was to fund a $1 million per year public relations blitz to manage the political fallout after the Bennett investigation.3

The pitch worked. Institutions paid their dues, and he used those funds to hire top-paid consultants to recast the FPCU image. Blair drew from both sides of the political spectrum. He brought people like Bob Beckel of Walter Mondale’s campaign and Haley Barbour of the Reagan White House into the FPCU fold.4

During the lead-up to the 1992 HEA reauthorization, Blair knew the mood on Capitol Hill had soured toward FPCUs, especially after Nunn’s first for-profit hearing. To Blair’s mind, Nunn had declared war on for-profits, and Blair intended to win it by gathering a massive dues-funded war chest and assembling a circle of influential advisers. The NATTS fund paid for an increasingly sophisticated lobbying machine that involved courting congressional leaders and their aides, making campaign contributions to key members of the US House and Senate, and arranging for politicians and regulators to visit model FPCUs. It also paid staff to fabricate a grassroots telephone and postcard campaign from ostensibly outraged students demanding that federal aid requirements to attend for-profits remain unchanged. The money even helped broker a merger between NATTS and the Association of Independent Colleges and Schools to create the Career College Association (CCA). The name change came out of discussions with a rebranding consulting firm that helped Blair tap into the expectations of the American public. Consultants told Blair that “people think that what you do after high school is college, so call yourself colleges.” He liked the “logic” and “flow” and “what it declared us to be,” although Nunn’s circle of critics likely found the rebranding a distraction from the substantive, scandal-producing problems within the industry.5

On the eve of the 1992 reauthorization, Blair could boast to his funders about how “members of Congress are beginning to feel the heat.” The lobbying blitz and its questionable tactics, however, didn’t sit well with all FPCUs. According to Sharon Parrott, vice president for government relations at Illinois-based DeVry, Blair had crossed the line. She acknowledged widespread problems in the for-profit sector existed and suggested that ignoring the fraud and malfeasance spreading throughout the system invited future problems for the entire FPCU industry. To Parrott, the lobbying “looked a little slick” for her comfort.6

The heat Blair placed on Congress, nevertheless, translated into several substantive victories over Nunn and other FPCU critics. After the passage of the 1992 reauthorization, Blair celebrated having “won the war.” The rest, he claimed, were “minor skirmishes” posing no serious threat to his core FPCU members. Victories included altering right-to-know legislation that would have required FPCUs to publish graduation and placement rates. They won the right to challenge government publication of loan default rates and to contest the rates presented to the public even after publication. They also won the delay of implementation of right-to-know legislation as well as the 85-15 rule that would’ve required at least 15 percent of student funding to come from sources other than government aid programs. The CCA lobbying efforts aimed at managing the reauthorization outcome came with a $1.9 million price tag. But their investment, or what Blair called “democracy at work,” yielded big returns. They succeeded in eliminating or delaying transparency requirements and weakening the ability of the Education Department to root out fraud and predatory practices.7

By the mid- to late 1990s, Blair had a finely tuned lobbying machine ready for damage control whenever impending legislation or investigations posed a threat to the FPCU industry. And he found plenty to keep the machine busy. Former industry lobbyist and consultant Patty Sullivan estimated institution-based fraud throughout the industry at “35–40” percent of all FPCUs. Federal audits year after year showed for-profits failed to make hundreds of millions of dollars in legally required refunds to the government. Regulators identified 20 percent of the $20 billion spent on federal aid as lost each year to fraud. Approximately half of that portion came from for-profits enrolling 5 to 6 percent of the total student population in American higher education. Orlando US attorney Larry Colleton reported a “naive presumption of honesty on the Government’s part” when describing FPCU cases he’d investigated. “When Congress opened the doors of opportunity to benefit students,” he continued, “it really opened the door for cons.… The Government’s being had. And the public doesn’t understand what’s going on.” US Department of Education inspector general James B. Thomas saw matters differently. He had hundreds of institution-level FPCU fraud cases to inspect but lacked the resources and inspection teams to bring the cases to completion. These were known unknowns that remained in the dark corners of the Education Department’s archives. The inspector general’s successor, Thomas B. Bloom, found shoddy record keeping throughout the agency in the mid-1990s, complicating basic organizational matters such as sorting, filing, and consolidating records. The confusion worked against the government’s ability to monitor and investigate.8

Whatever the difficulties in regulatory oversight, one thing was clear for the sector as a whole: the mechanisms preventing greater transparency in for-profit reporting had arrived with Blair’s lobbying machine. Each time Congress or the Education Department attempted to respond to problem areas with legislation and regulation, the CCA stepped up their efforts. “All of our people are up on the Hill right now, lobbying,” said Tony Calandro, vice president for government affairs at CCA, when asked about the perennial fight over the 85-15 rule and attempts to delay its passage. US senator Tom Harkin privately caved to their demands for delay after receiving a $1,000 campaign contribution from FPCU lobbyists, while publicly telling them they had to “get their house in order or else.” The message fell on deaf ears.

Harkin was one of many lawmakers who fell to the lobbying blitz across the nineties due to the lack of pushback from campaign-contributing constituents on the other side of the issue. Lobbyists flexed their muscles again in 1998 and got lawmakers to water down the 85-15 rule to 90-10. This lowered the bar for FPCU operators, only requiring them to demonstrate that 10 percent or more of their revenues came from sources other than government student aid programs. Harkin came back to this very issue a dozen years later in the most comprehensive FPCU investigation in for-profit history, making the Bennett and Nunn investigations look mild by comparison. But he did so only after for-profits had become the darlings of Wall Street.9

Of all the people to forge a connection between higher education and Wall Street, John Sperling, founder of the University of Phoenix, was the least likely candidate for the job. That he became one of the first among for-profit operators to create alliances with New York financiers and to put his company on the stock exchange should have surprised just about anyone who knew his past.10

Sperling’s background, before his University of Phoenix days, appeared fitted for a life critical of investors and the moneyed class. From an early age, Sperling identified as a Depression-era socialist. After a stint at sea with the Merchant Marines, where he developed friendships with many “socialists and a sprinkling of communists,” he studied at a range of institutions of higher education—two year, four year, and research intensive—and, in the end, graduated with a PhD in history from Cambridge University. He gained a reputation as a radical tenured professor at San Jose State, where he organized a faculty union and led a strike in the late sixties. Sperling’s unpopularity on campus for his collectivist organizing drove him out of the ivory tower and into Sunnyvale, California’s working-class neighborhoods. Through a federal grant in the 1970s, he worked with adult learners—mostly teachers and police officers—who wanted to pursue college studies but found few traditional colleges and universities willing to accommodate their work schedules. Inspired by their desire to study, Sperling decided to open the University of Phoenix with eight students in 1976. The university later added online programs, created parent company Apollo Group, and expanded enrollments to approximately 25,000 before becoming a publicly traded corporation in 1994. Sperling turned to Wall Street to see how far and how big he could take the for-profit.11

When Sperling’s Apollo went public in the mid-nineties, most didn’t know much about the FPCU sector beyond its history of bad publicity. Investors decided to test the waters with the University of Phoenix and a few other companies making their way onto the stock exchange. It didn’t take long for interest in the new market to spread like wildfire. The last few years of the twentieth century gave rise to the tech stock frenzy. The mania directed piles of cash from venture firms eager to “go public” with startups brandishing mere concepts alone. Stark imbalances in the US economy, ones decades in the making, created an overaccumulation of capital among wealthy investors that helped inflate the dot-com bubble between 1997 and 2000. Sperling’s Apollo and the rest of his sector ballooned along with it. When the bubble burst, redirecting overaccumulated capital from virtual concepts to such tangible assets as real estate, for-profits managed to survive. FPCUs offered a defined and stable source of revenue. They offered a sure thing attractive to investors no other moneymaking opportunity could provide: income derived from federal student aid. And there was lots of it.12

The multi-billion-dollar federal student aid program, made accessible to financial markets through FPCUs, gave a subsidized refuge to “free enterprise” traders during the opening decade of the twenty-first century. Market analysts like Chas Edelstein of Credit Suisse pointed to subsidies as the reason why “it’s not hard to make a profit” in the FPCU sector. Investors still smarting from the dot-com collapse had no qualms about tapping income from these subsidies. Easy money through FPCUs represented the kind of principle around which Hank Greenberg, CEO of American International Group (AIG), defined his career in big finance: “All I want in life is an unfair advantage.” Pressure from investors to expand on the FPCU advantage meant getting as many students into subsidized profit-making colleges and universities as possible. From 2000 to 2003, postsecondary education stock prices reflected this eagerness to expand, with increases of more than 460 percent. Apollo maintained annual federally subsidized profits of more than $100 million and broke the $1 billion revenue mark in 2003. In that year, over 750,000 students nationwide attended FPCUs. By 2007, the University of Phoenix had well over 125,000 students of its own at its 116 locations. DeVry had more than 55,000 students at its 70 branches. Strayer had at least 14,000 students at 20 sites. During the final years of the first decade of the twenty-first century, FPCUs continued to receive $4.3 billion in Pell Grants and process $19.6 billion in federally subsidized student loans annually. What’s more, $1.65 billion in 9/11 GI Bill funds—allocated for veterans of Afghanistan and Iraq—was also flowing to FPCUs, much of it to help cover the “10” part of the 90-10 rule. With such moves, sixteen of the largest for-profits began making a combined $2.7 billion anually, with profit margins in the 33 to 37 percent range.13

Enticed by the rapid growth and guaranteed student dollars, private equity firms jumped into the market during this period, setting a new precedent and marking an important turn in FPCU history. These firms, typically organized around a limited partnership with a ten-year life span, earned the dubious distinction of producing a culture of short-term thinking and, worse, ringing in the era of the leveraged buyout. The most notorious of the bunch would gather outside investors, purchase companies, slash benefits, raid pensions, and load up their targets with debt. The loans paid for sky-high fees, fund manager salaries, and unsustainable but speciously attractive expansion plans—all of which supported the goal of then selling off the “hollowed out” company to less-informed buyers. Leveraged buyouts and asset stripping entered the business lexicon of the late twentieth century, in part, to describe private equity practices. At the very start of the twenty-first century, these firms turned their attention to for-profit colleges and universities and participated in 3 percent of all transactions involving changes in college ownership. Six years later, that number had risen to 37 percent. During the same period, private equities accounted for an average of 107 college company ownership changes per year. The short-term mentality these takeovers brought with them created a palpable churning in the market.14

During the opening years of the twenty-first century, big finance firms approached for-profits as another market to financialize for a quick return. The private equity fund Huron Capital Partners bought Delta Educational Systems in 2001, acquiring its five campuses throughout the southeast—in Louisiana, North Carolina, South Carolina, Tennessee, and Virginia—for $10 million. Huron took over the company’s management, expanded the number of campuses to sixteen, and sold it for $117 million five years later to Gryphon Investors, a private equity firm based in San Francisco. TA Associates, an investor fund out of Boston, paid $53 million for Florida Career College’s four campuses and its 2,500 students in 2004. Fund managers added three more campuses, expanded enrollments to 4,000 students, and sold the company in under three years. Over one hundred other comparable private equity transactions occurred annually during the first decade of the twenty-first century. And these exchanges involved crucial educational decisions—about student enrollments, campus expansion, faculty and staff quality, and federal subsidies—made by fund managers under the gun to turn a handsome profit in the shortest possible time.15

The purchase that turned the most heads was made by Goldman Sachs Group and Providence Equity Partners. Goldman, described by one critic as “a great vampire squid wrapped around the face of humanity, relentlessly jamming its blood funnel into anything that smells like money,” had by then made one of its many fortunes by manipulating tech stock prices in an illegal practice called “laddering” just before the dot-com crash. The investment company settled its tech stock manipulation suit for $40 million in 2005. Goldman treated the settlement as a small fee for doing business relative to outsized profits made and, the following year, teamed up with Providence to purchase Educational Management Corporation (EMC) for $3.4 billion. At the time, this was the single largest purchase in FPCU history. It turned a publicly traded for-profit into a privately held corporation run by private equity managers. John R. McKernan Jr., EMC’s chief executive officer and former Maine governor, celebrated the deal as a victory for its colleges and universities. He suggested that the quality of for-profit higher education suffered under the publicly traded corporate model with shareholders clamoring for higher returns each quarter. What FPCUs needed, he argued, was “patient capital,” and he placed his hopes in the private equity ownership model. McKernan believed he’d found investors with the “longterm strategic horizon” necessary for running an institution of higher education.16

The deal lasted eighteen months. Goldman and Providence flipped EMC after loading the company up with a startling amount of debt over the year-and-a-half-long relationship. Despite McKernan’s original quality concerns, EMC went back to being a publicly traded company. They did so in order to raise $500 million to pay debts owed to its two former investors.17

These financial positions taken by Huron, Gryphon, TA, Goldman, and Providence represented a broader for-profit buyout fever that struck Wall Street halfway through the first decade of the twenty-first century. Some market movements involved takeovers of struggling nonprofits willing to sell off their accreditation status; others looked to consolidate existing for-profits. Generation Partners bought Post University in Connecticut in 2004. Bridgepoint Education bought Franciscan University of the Prairies in 2005 and renamed it Ashford University. DeVry bought Deaconess College of Nursing and recast it as Chamberlain College of Nursing in 2006. That year, Lincoln Educational Services Corporation bought the New England Institute of Technology (now Lincoln College of Technology), the New York private equity firm Liberty Partners bought Concorde Career Colleges with its twelve campuses in seven states, and the online Capella University became publicly traded under the Capella Education Company umbrella. While these purchases involved tens or hundreds of millions of dollars each, the next giant buyout to shake the sector involved ten “financial players,” including Kohlberg Kravis Roberts and Company and Citigroup Private Equity in 2007. For $3.8 billion, this investor consortium took over Laureate Education with its more than 240,000 online and campus-based students in the United States, Latin America, Europe, and Asia.18

The Laureate purchase in 2007 heralded an FPCU trend toward expanding abroad at a time when these companies were also buying for-profit high schools and marketing businesses. That year, Bridgepoint Education joined forces with Kaplan to establish a footing in the United Kingdom. British-based BPP Professional Education, recently approved to become the first degree-awarding for-profit in England, had caught their attention. Through Kaplan Higher Education International, the US companies applied for degree-granting authority in the country. The fanfare surrounding the move came with official statements applauding recent cuts to publicly supported British higher education. Bridgepoint and Kaplan saw the cuts as having “leveled the playing field” for their comparatively more expensive degree programs. Laureate, meanwhile, looked eastward in a move into China. The company’s venture won support and financial backing from Microsoft’s Paul Allen and global investor George Soros. In a bid to shore up their global credentials, DeVry and Apollo made similar moves. DeVry hired Sergio Abramovich, the general director of La Fundación Universitaria Iberoamericana (FUNIBER), an online education consortium of Spanish universities. The new hire telegraphed DeVry’s interest in overseas expansion. Apollo, around the same time, signed a $1 billion agreement with Carlyle Group to purchase or create for-profits abroad. Their first target was a Chilean university with 3,000 students.19

By 2007, the rush of money into FPCUs had created a problem industry officials attempted to solve by moving into for-profit high schools and Web-based advertising companies. Overaccumulated investor capital had saturated the for-profit sector and, as Washington attorney and FPCU buyout broker Neil Lefkowitz put it, “after a while, there’s not a lot left to consolidate.” To fill seats in their for-profit colleges, Apollo bought Insight Schools. As they saw it, the Portland-based online high school company would create a feeder school for Apollo’s virtual two-year Axia College. The reasoning was simple: capture students online before they leave high school and roll them over into the first two years of college. The trend continued at two other FPCUs. Kaplan bought Sagemont Virtual and DeVry took over Advanced Academics—both for the same feeder school strategy. With increasing competition in the FPCU markets, recruitment and advertising played as important a role as the virtual and for-profit high school education companies. The movement of capital into this FPCU-related market created a $500 million to $1 billion industry in the last few years of the decade. Of all the companies operating in this market, lead companies received the most attention. Designed to produce leads on potential college students, these advertising outfits created Web pages intended to extract information from visitors. The information was then used to create databases for sale to for-profit as well as nonprofit colleges and universities. Dozens of Internet-based recruitment and marketing firms appeared to fill this and allied niches, such as Course Advisor, QuinStreet, and Education Dynamics. The Washington Post, owner of Kaplan and its $2 billion per year revenue-creating FPCUs, purchased lead company Course Advisor to increase enrollments. Apollo executives had the same goal in mind when they paid $48 million for Aptimus to use its online marketing and recruiting tools.20

By the time Apollo purchased Aptimus in 2007, the company had long shed any resemblance to what John Sperling had created in the seventies and took to Wall Street in the nineties. Getting investors, shareholders, private equity firms, and financial managers involved in FPCUs radically changed how the for-profit made and spent its money. Apollo showed it had transformed into something else when it outspent Apple Corporation in advertising following the Aptimus purchase. Analysts estimated that Apollo’s marketing and recruitment efforts had reached $1 billion at the start of the next decade. Skyrocketing advertising expenditures far outstripped instructional ones, making these institutions first and foremost about attracting rather than teaching students. Studies of the industry showed that, on average, thirty leading FPCUs spent 23 percent of their revenues on marketing and 17 percent on instruction. Put another way, these institutions paid out 250 percent more on profits and advertising combined than on instruction.21

Heavy emphasis on advertising to meet revenue projections generated unwelcome publicity, and Apollo responded by allocating a portion of its profits to create the Nexus Research and Policy Center (NRPC), a nonprofit “think tank,” in 2008. Headed by Jorge Klor de Alva, the NRPC’s first publication—“For-Profit Colleges and Universities: America’s Least Costly and Most Efficient System of Higher Education” (2010)—cast a pall over the center. It set a polemical rather than a research tone, calling traditional colleges “studies in inefficiency” while hailing the virtues of for-profits. Even de Alva, a former faculty member at the University of California at Berkeley and at Princeton University, apologetically acknowledged concern over whether the white paper would tarnish the nonprofit’s credibility. “We’ve got a lot of things going,” he assured observers, “that won’t sound as sharp.” Despite claims of impartiality, the organization assisted for-profits in generating a “cookbook” for creating an alternate, more favorable-looking graduation rate than the one used by the US Department of Education. Controversy continued to dog NRPC, as researchers identified basic flaws in later reports. The center produced “careless” and “grossly misleading” work that, as one scholar stated, failed to conform to the norms of “traditional academic studies, in which the methodology is generally clearly articulated and the reader can judge for himself the quality of the study.” Brushing aside criticism, NRPC continued to advocate on behalf of the for-profit sector and its focus on revenues, significant budgets for advertising, and strategies for expansion.22

The FPCU’s emphasis on marketing and recruitment as the core function of higher education—based on how the sector spent its resources—put extraordinary pressure on nonprofit colleges and universities between 2005 and 2010. Nonprofits, most of which traditionally budgeted a mere 1–2 percent for these areas, began to devote increasing attention to lead companies and other Web-based advertisers. Indiana University’s business school opened its purse for “search engine optimization” to put their MBA programs at the top of Google search results. George Washington University’s College of Professional Studies hired Educational Sales Management (ESM), a call-center company, to handle two hundred leads per month. ESM reported on the trend as their business with nonprofits shot up from 5 percent to 25 percent over two years during this period. Pressure to keep pace with advertising quantity rather than instructional quality became a growing concern for traditional nonprofit institutions, a concern threatening the core function, purpose, and mission of higher education.23
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FIGURE 5.1.  Enrollment at Degree-Granting For-Profits, 1990–2012. Sources: US Department of Education, National Center for Education Statistics, Integrated Postsecondary Education Data System (IPEDS), “Fall Enrollment Survey” (IPEDS-EF: 90–99), and spring 2001 through spring 2013, enrollment component.

If Wall Street indicators provide any measure, the threats were real and imminent. For-profit executives cheered as their stock prices soared across the first decade of the twenty-first century. The prices mirrored the sector’s stunning enrollment increases of more than 300 percent between the late nineties and late 2008 (Figure 5.1). Even in the weakest performing years in terms of yields throughout this period, the FPCU sector continued to book between 4 and 20 percent profit margins for its investors. Robert W. Wrubel, executive vice president of marketing and product development at Apollo’s University of Phoenix, recalled the especially celebratory mood about their stock price at the end of 2009. But in the background, something didn’t sit well. As he described it, they all had the same feeling, one “in the pit of everyone’s stomach: That felt too good.” Nagging doubts about the sustainability of Apollo’s business practices came about after executives had extracted significant profits and after they knew they could no longer ignore litigation nipping at their heels. The sinking feeling likely emerged from persistent, long-standing suits over fraud, the misappropriation of funds, and violations of the False Claims Act against Apollo and the rest of the industry.24

Large-scale claims against the shiny new line of publicly traded and private-equity-owned FPCUs began to surface in 2000. These claims continued to multiply, intensify, and mar the industry across the decade and a half that followed. The most troubling ones came from those who knew the industry best—students and whistleblowers. But many other cases came forward, resulting in wave after wave of legal, legislative, and regulatory activity at state and federal levels during the period.25

Students from a subsidiary of Whitman Education Group, a medium-sized player among FPCUs, kicked off one series of lawsuits involving for-profits at the turn of the twenty-first century. They filed a class action representing a total of 5,300 students against the company’s Ultrasound Diagnostic Schools located along the coast from New York to Florida. After hearing the case, Judge Anita Brody called the program a “complete sham.” She was shocked to find students had “experienced virtually all of the abuses” characteristic of FPCU fraud. These included admission without “requisite credentials,” enrollment without the necessary “entrance exam,” graduation despite having “failed the clinical portion,” and indebtedness after being “unable to find a job.” Given the thousands of students affected and the sweeping evidence of predatory practices, Whitman had little choice but to settle the lawsuit in 2000 for $7.3 million.26

Whistleblowers, meanwhile, launched another series of suits, although they generally faced lengthier, more challenging court battles with big for-profits. Few, if any, reached resolution within a year. What’s more, the first whistleblowers received no support from the US Department of Justice for their initial claims. During most of President George W. Bush’s two terms and President Barack Obama’s first, litigants had difficulty getting prosecutors at Justice to move on white collar crime. Testimony and evidence indicating large-scale fraud and systemic violations of taxpayer-supported federal student aid programs received a yawn.27

Mary Hendow and Julie Albertson Behn, two former recruiters at Apollo’s University of Phoenix, discovered this apathy at the federal level when they first came forward in 2003. The institution, they argued, had perpetrated fraud against government student aid programs by claiming to be in compliance with the prohibition against commission-based recruitment. The case didn’t look good for the company. The year before, Apollo had agreed to pay a $490,000 fine to the US Department of Education for violating the law when it outsourced some of its recruiting to a third party that received a portion of tuition paid by each new enrollee. In the months leading up to the 2003 suit, however, executives at the company had reason to think they had dodged a bullet when the Bush administration made two key appointments: Sally Stroup, Apollo’s chief lobbyist, to assistant secretary of postsecondary education and Jeffrey Andrade, consultant to the Career College Association lobby, to deputy assistant secretary of postsecondary education. These appointments fueled accusations that the administration was “stacking the deck” in favor of for-profits. When Stroup and Andrade moved quickly to propose “safe harbor rules” for the FPCU sector, critics had evidence to support their claims. The new rules softened the ban on incentive pay for recruiters at for-profits. They also allowed companies to increase recruiter pay two times per year, but indicated that the adjustments couldn’t be based “solely” on the number of students recruited.28

Hendow and Behn’s 2003 whistleblower complaint against Apollo claimed the company came nowhere close to following the spirit or letter of the law. For six years, the company fought Hendow and Behn, eventually appealing to the US Supreme Court to prevent the case from going to trial. Justice Department prosecutors joined the case in time to help broker a deal between the parties. In the end, Apollo opted to settle the case for $78.5 million, avoiding a potentially larger penalty for fraudulently acquiring billions in federal student aid subsidies.29

Suits and settlements against Apollo continued to pile up in the following years. In 2004, the company agreed to pay another fine—this time a $9.8 million penalty—to the US Department of Education for violating the ban on commission-based recruiting. Investigators interviewed over sixty current and former Apollo employees and found that the company knowingly rewarded recruiters based on who put the most “asses in classes.” Recruiters who performed below aggressive expectations were harassed and shamed by supervisors. Apollo executives withheld from shareholders a scathing report by the Education Department about recruitment abuses resulting in the multi-million-dollar penalty. By failing to release the report to investors, Apollo broke securities laws and potentially caused hundreds of millions of dollars in investor stock losses. In October 2004, shareholders sued, the case went to trial, and the plaintiffs won a $145 million settlement with the company. In 2006, Apollo faced another shareholder suit over fraudulent data used to award stock option compensation to company executives and managers. “Backdating,” stated the complaint, “allowed the option recipients to reap a windfall when the Company looked back in time and chose option issue dates when the stock was trading at lower prices, thereby allowing recipients to make even more money when they exercised the options on the spread between the artificially depressed option price and the later exercise price.” The settlement awarded to the shareholders came in the form of 413,000 repriced stock options used to compensate executives and managers, a restructuring of the compensation board, and $13.1 million in damages.30

Whitman and Apollo were anything but isolated cases of FPCUs engaged in fraud for private gain. Kaplan adopted similar practices between 2000 and 2006, according to two former career and student advisers. Whistleblowers Dolores A. Howland-Justice and Victoria G. Gatsiopoulos claimed Kaplan willfully violated the ban on commission-based recruiting. Their complaint described a compensation system “based solely and directly on their enrollment success.” In addition, they outlined the Washington Post subsidiary’s violations of the False Claims Act. Kaplan’s overall placement rates of 83 to 92 percent, they indicated, were designed to deliberately and systematically mislead prospective students. The plaintiffs argued that Kaplan regularly inflated the numbers with complete fabrications.31 Examples involved instances where Kaplan claimed “a graduated student who secured employment as a Sales Associate at Wal-Mart as working in the related field of Accounting Management; a graduated student who worked as a Telemarketer for Dial America as working in the related field of Business Administrative Fashion Merchandising; and a graduated student who worked as a McDonald’s Crew Leader as working in the related field of Criminal Justice.”32 Howland-Justice and Gatsiopoulos also recounted a culture of fear and intimidation directed at faculty who held rigorous academic standards. If they graded too harshly, faculty knew they wouldn’t last at the company. Loss of students meant loss of revenue for Kaplan, and faculty who failed students translated into lost students. To preserve the flow of federal aid funds, Kaplan routinely overrode faculty decisions. Administrators were “encouraged to change students’ grades to falsely elevate students’ cumulative grade point average” to meet minimum academic progress requirements for federal funding eligibility.33

With brand-name for-profits exposed by litigation, cases against other giants like Career Education Corporation (CEC) began to come forward, indicating an industry-wide pattern of fraud. CEC marketed itself to students at their culinary school in San Francisco as having a 97 percent placement rate from 2003 to 2008. Students sued when they discovered the company had grossly and illegally misrepresented these rates. Among the placements the institution could verify were graduates who waited tables, served as baristas, and otherwise held jobs that didn’t require a degree from the school. Students filed a class-action lawsuit and ultimately won a $40 million settlement. During and after the period of culinary school litigation, CEC continued to mislead students at its New York subsidiaries. They did so with inflated placement rates, suggesting the company interpreted litigation as a fee for doing business rather than a fine, penalty, or punishment for fraud and violation of the False Claims Act. Beginning in 2009, CEC subsidiaries in New York advertised placement rates ranging from 55 to 80 percent, when actual rates ranged from 24 to 64 percent. The fraud cost CEC $10.25 million in a settlement with students and the state of New York.34

The largest suit in FPCU history involved Educational Management Corporation and the same kinds of claims landing other for-profits in court. It began with a whistleblower suit in 2007 and later expanded in size and scope when additional plaintiffs, including the US Justice Department and four states, joined the case in 2011. This was one of the first whistleblower actions against a for-profit to receive coordinated backing from multiple government agencies. Two former employees filed the original complaint: Lynntoya Washington and Michael T. Mahoney. Washington had served as an EMC assistant director of admissions and Mahoney had worked as an EMC director of training. Together, they provided evidence of a detailed performance-based pay system focused on “quality factors” assigned for each new enrollment. EMC paid “commission[s], bonus[es], or other incentive payment[s],” knowingly and systematically in violation of the federal ban. EMC’s violation of the False Claims Act, according to prosecutors, made the institution retroactively ineligible to receive $11 billion in federal student aid subsidies. Since frauds perpetrated against the US government can, in such cases, result in penalties of up to three times the amount defrauded, EMC faced a potential $33 billion fine for falsely claiming eligibility. In late-2015, after years of vigorous attempts to have the case dismissed, EMC settled for $200 million in loan forgiveness and civil penalties.35

All of the settlements and lawsuits won by whistleblowers, shareholders, and government agencies energized the work of others tracking illegal activities within the FPCU sector. State-level lawmakers, state attorneys general, and a wide range of regulators reexamined their roles in reining in for-profits. They took a harder look at what they could do to control the repeated, predictable problems these institutions created in a heavily subsidized market.

California set the pace for other states in its crackdown on FPCU abuses. It began a three-year investigation of Corinthian Colleges in 2004, focusing on how the company misled students about job placements and career prospects. Edmund G. “Jerry” Brown, state attorney general (later California governor), filed suit on behalf of students who’d fallen prey to false claims. Upon investigation, noted Brown, “Corinthian’s records even list non-existent businesses as the students’ places of employment.” Some of the “placements” included “businesses” created as part of class projects to design business cards. Brown’s suit yielded a $6.5 million settlement, most of which went to students affected by the scam. California also went after ITT in 2005 for falsifying grades and submitting fraudulent paperwork on behalf of academically ineligible students in order to tap into the state’s Cal Grants aid program. The state recovered $725,000 in a settlement over this scheme. A few years later, midway through Arnold Schwarzenegger’s tenure as governor of California, for-profit industry officials assumed positions in the state’s regulatory arm charged with overseeing FPCUs. Regulatory capture became unmistakable with Schwarzenegger’s appointment of Barbara Ward, a former University of Phoenix employee, as head of California’s Bureau of Private Postsecondary and Vocational Education. Cuts to the agency followed, and so too did a pattern of inaction. Elena H. Ackel, senior lawyer at the Legal Aid Foundation of Los Angeles, represented scammed students and kept close tabs on the changes. “Since 1998,” she said in 2006, “there has been no enforcement of the law. The bureau does absolutely nothing regarding investigation of student complaints, which they are required to investigate under the law.” California lawmakers responded to part of the problem in subsequent years by linking default and graduation rates to Cal Grant funding.36

New York made a definitive move against FPCU fraud by cracking down on Interboro Institute at the end of 2005. According to state investigators, the company used predatory recruiting practices to attract their 2,600 enrolled students, 80 percent of whom had neither a high school diploma nor a GED. An audit conducted by the state’s comptroller also found $2.4 million worth of government aid processed by the institution for students who had “not matriculated” or were “not in full-time attendance.” To keep state and federal aid flowing to the company, the institute kept students on their books by manipulating their sky-high dropout rates, especially the records of students who failed to complete a single semester. Documents showed that out of one hundred sample students, only two finished in the period the company advertised it would take to complete their programs. EVCI Career Colleges Holding Corporation, Interboro’s parent company, spent the next two years attempting to find a buyer for its New York campuses. The search failed, even after hiring an investment bank to help with the sale, and Interboro closed its multi-million-dollar operation in 2007.37

With these and a multitude of other cases making headlines, ten state attorneys general gathered in spring 2011 to coordinate their efforts against for-profits. They shared common experiences dealing with FPCU fraud and abuse: predatory admissions practices, unacceptably low completion rates, disproportionate loan defaults, fabricated placement practices and reporting, and patent violations of state and federal law. Led by Kentucky attorney general Jack Conway, the group of ten agreed to conduct investigations in their respective states. By 2013, the group had expanded to thirteen, all of whom signed an open letter to Congress calling for legislation prohibiting the use of federal student aid dollars for FPCU advertising and marketing.38 Attorneys general, they noted, “strongly support higher education as a way to improve the standard of living for Americans and help them reach their financial goals. However, federal taxpayers should not be asked to foot the bill for aggressive recruiting and deceptive sales tactics of colleges that have placed profits ahead of ensuring student success.”39 The group of thirteen wanted congressional leaders to work with them against companies that had “violated our state consumer protection laws” and warranted further legal action.40

In January 2014, the attorneys general pooled their resources and collectively hit ITT, EMC, CEC, and Corinthian with a flurry of subpoenas and civil investigation demands. Securities and Exchange Commission (SEC) filings by the companies described the massive scope of the investigation and documentation under action. From ITT, they wanted all documents related to “marketing and advertising, recruitment, financial aid, academic advising, career services, admissions, programs, licensure exam pass rates, accreditation, student retention, graduation rates and job placement rates, as well as many other aspects of the Company’s business.” From EMC and CEC, the list included anything on “recruitment of students, graduate placement statistics, graduate certification and licensing results, and student lending activities, among other matters.” And Corinthian, then experiencing one of its worst public relations slumps, faced the longest list of demands. In its case, thirteen state attorneys general collaborated to demand “documents and answers to interrogatories related to the students recruited from the various states; organizational information; tuition, loan and scholarship information; lead generation activities; enrollment qualifications for students; complaints; accreditation; completion and placement statistics; graduate certification and licensing results; and student lending activities, among other matters.” The era of state inaction had come to a close.41

The for-profits these attorneys general moved against were born out of an age of big finance. In the last quarter of the twentieth century and well into the first decade and a half of the present century, the American economy finished shifting from one that produced tangible products to one heavily dependent on risky financial instruments. Forty percent of all profits in the United States during the period between 2007 and 2008, when the global economy collapsed, went to the financial sector. For-profit colleges and universities partnered with big finance before and after this period to create institutions driven by the same aggressive, predatory practices scholars now identify with systemic financial risk. Defenders of big FPCUs, like David Salisbury, director of the Cato Institute’s Center for Educational Freedom, have argued that students have a right to attend any school they wish. To his mind, it shouldn’t matter what kind of information institutions provide prospective students. “My gut feeling on diploma mills,” Salisbury stated, “is the whole idea of having to regulate this is the denial of intelligence of consumer and marketplace. If people want to waste their money buying a diploma from a diploma mill, let them do so.” State attorneys general disagreed, especially when it came to taxpayer-subsidized grants and loans spent fruitlessly on predatory programs. According to Tom Dresslar of the California attorney general’s office, for-profits marketed misinformation and profited from the misinformed. From the student’s viewpoint, said Dresslar, “you’re out there, you want to improve your life, and you see this advertisement, with these great numbers. You sign up, and to complete the course you need a student loan, which can get into the tens of thousands of dollars. You graduate and you find out they lied, and you can’t get a decent job. So now you’re in a situation where you have enormous debt.” From the FPCU’s point of view, student loan debt accounted for 80 to 90 percent of the tremendous growth in for-profit stock valuation since the start of the twenty-first century.42

For over a decade, whistleblowers, shareholders, and states attempted to stop the redistribution of wealth from taxpayers to FPCU investors and executives through fraudulently acquired student aid processed by big for-profits. But the massive revenues and lobbying power backing the $35 billion FPCU industry steamrolled past the fines, penalties, and settlements. FPCUs used this leverage to fight student suits in courts and, by defending arbitration clauses in student enrollment contracts, won a victory over students’ rights to even sue. The US Supreme Court effectively sided with for-profits in 2011 when ruling in favor of “arb clauses.” This allowed the sector to require students to waive their right to a jury trial. These “customers” now had to submit to arbitration firms with financial ties to for-profits. Knowing constituents across the country had become weary of the willful and deliberate disregard for the law, the erosion of consumer rights, and the cycle of false promises, student debt, and joblessness created by these institutions, congressional leaders began to speak out. Some focused on the crimes and injustices committed against students and taxpayers. Others responded by demanding the largest investigation in for-profit college and university history. Out of this uproar, Senator Tom Harkin stepped forward and promised to offer HELP.43


Conclusion

AT FIRST BLUSH, it might have passed for instructions to a game. The one-page document had illustrations of a funnel, a puzzle, and procedures on how to get from one end to the other. But peppered all over the page—as revealed by US senator Tom Harkin, chair of the Housing, Education, Labor, and Pension (HELP) committee—was the word “pain.”1

Those who read the document learned of four levels of pain that could be inflicted on others through a series of strategically worded, open-ended questions. These questions dropped unsuspecting prospective for-profit college students into a funnel of emotional manipulation. At the end of the funnel, prospects were left with a puzzle that, if presented effectively, had only one possible solution: signing federal student aid agreements and enrolling in a for-profit college. Harkin and the rest of the HELP committee, startled by what they found, saw nothing amusing in these and other “find the pain” for-profit recruiter training materials collected during their investigation of FPCUs from 2010 to 2012.2

Had members of the HELP committee dug into the basic contours of for-profit college and university history, none of this would have surprised them. Rather, they might have seen the profitable use of pain as the logical extension of a long-standing breakdown in checks and balances regulating exchanges between those with the greatest interests at stake: disadvantaged students, understaffed regulators, FPCU operators, and private investors. Instead, Harkin’s HELP committee received lessons largely derived from the recent past, despite having launched the most comprehensive investigation of any in the sector’s history. It missed an opportunity to consider the long view.

HELP’s lessons came from people like money manager Steve Eisman, known for anticipating the 2008 global economic meltdown. Eisman compared FPCUs to the recently failed mortgage industry and described for-profits as “marketing machines masquerading as universities.” Expense reports corroborated Eisman’s claim by showing that large-scale FPCUs typically spent twice as much on advertisement as on faculty. Committee members also learned about the students who went to these institutions. FPCUs enrolled between 10 and 12 percent of the overall postsecondary student population, received a quarter of the total student federal aid disbursements, and were responsible for 44 percent of all loan defaults. With nearly half of all loan defaults coming from the FPCU sector, the HELP committee listened carefully to what Katheleen Tighe had to say. As the US Department of Education’s inspector general, Tighe had found “recurring areas of fraud and abuse” in the FPCU industry. For-profits, at the time, consumed approximately 75 percent of Education’s criminal investigation activity. The inspector described the challenges her agency faced when dealing with widespread falsification of federal aid eligibility documents from students at for-profits who never attended sessions, physically or virtually, and never completed assignments. Her lesson about the recent past spoke to the improbable task of monitoring the activities of fourteen institutions with their 1.4 million FPCU student population.3

The Harkin committee also echoed much of what previous investigations had discovered, while adding a few novel undercover flourishes of its own. HELP members held hearings about the practices used by thirty of the country’s biggest FPCUs over the previous decade. They relearned patterns from the past: for-profits employed more than twice as many recruiters as support staff, focused on revenue creation rather than high-quality instruction, violated the False Claims Act, and even sent recruiters to military hospitals. Stories of hospital bedside recruitment came to light, especially after the case of US Marine corporal James Long. The veteran recalled an FPCU agent visiting him in a brain trauma ward and enrolling him in a program at for-profit Ashford University. But, when asked, Long couldn’t remember what classes he was taking. The Harkin lessons continued, with a wide range of additional anecdotes, charts, and graphs. Some depicted wildly disproportionate tuition rates at for-profits when compared with similar programs at public institutions, reliance on 80 to 90 percent part-time instructional faculty, and multi-million-dollar FPCU executive salaries. Others showed dependency on federal student aid for 80 to 90 percent of FPCU revenue, 50 percent dropout rates after a median of four months in for-profit programs, online programs—such as the University of Phoenix’s—with graduation rates as low as 5 percent, and so on. The list of grievances from the recent past and present was long. But some of the most provocative and novel findings came from an undercover investigation conducted by the Government Accountability Office (GAO). The GAO sent undercover applicants to secretly record conversations with admissions officers at fifteen for-profits. All fifteen “made deceptive or otherwise questionable statements” and four “encouraged fraudulent practices” including falsification of financial aid forms.4

In the end, Harkin’s HELP committee did more than just construct a recent history of for-profit colleges and universities. It also armed state and federal agencies with plenty of data to support their active claims against for-profits. In 2013, California’s state attorney general filed suit against Corinthian for falsely reporting placement rates. Evidence suggested the company engaged in “unlawful, unfair, and fraudulent practices in connection with the sale of programs.” Corinthian claimed placements rates “at times as high as 100 percent,” none of which could be substantiated when investigators requested documentation. That same year, Massachusetts’ attorney general filed a similar lawsuit against Sullivan and Cogliano Training Centers. The state ultimately recovered hundreds of thousands of dollars in tuition and fee payments on behalf of students who were “induced” to enroll as a result of “unfair or deceptive acts or practices.” The practices included falsely announcing that “virtually all students” obtain jobs in their field of training. Career Education Corporation, likewise, came under scrutiny and, in 2013, paid a $27.5 million settlement to investors misled by the institution’s falsely reported placement rates.5

At the federal level, the HELP committee’s history lessons aided the US Consumer Financial Protection Bureau (CFPB). The bureau was then engaged in some of the farthest reaching efforts to protect taxpayer-funded student aid programs. The CFPB took special interest in newly-created private loan departments at several big for-profits. These loan divisions mirrored financialization moves increasingly common among other nonfinancial institutions, but they had an added benefit for FPCUs. They allowed for-profits to charge inflated tuition costs, receive the maximum in federal student aid, and remain in compliance with regulations like the 90-10 rule. In 2014, the CFPB sued two of the country’s largest for-profits—ITT and Corinthian, with a combined enrollment of 125,000—for predatory lending that closely resembled practices leading to the subprime mortgage crisis. ITT sold nine-month teaser loans with 0 percent interest to entering students. The financial product called “Temporary Credit” covered tuition costs at times exceeding $44,000 for an associate’s degree that students could get for $6,520, on average, at community colleges.6 Without warning, ITT then “coerced” students “into paying off their Temporary Credit amounts with high-interest, high-fee private loans payable over ten years. At the same time, to cover the tuition gaps for the upcoming year, students were coerced into taking out additional private student loans. If students were unable to pay off the Temporary Credit and pay the second-year tuition gap, and they refused the private loans, they were threatened with expulsion.”7 By ITT’s own projections, more than 60 percent of the private loans were bound to default. But the for-profit continued to offer these financial products, as highlighted in the CFPB complaint, in order to “enhance its financial statements and appearance to investors” at the expense of students facing debt ruination.

The CFPB, meanwhile, sued Corinthian for a similar private loan program affecting nearly 130,000 students and involving more than $500 million in debt. To cover tuition costs equivalent to ITT’s, Corinthian developed “Genesis” loans with a third-party lender. Together, they sold complex financial instruments to students who lacked basic skills training and were uninformed about loan options. Corinthian’s financial aid staff used coercive, high-pressure sales tactics to “close the deal” on over half a billion dollars in loans in under three years. The loans came with interest rates of about 15 percent and an origination fee of 6 percent at a time when federal student loans ranged from 3 to 7 percent with low or no origination fees. More than 60 percent of borrowers defaulted on these loans in three years or less.8 The court ultimately sided with the CFPB and, in 2015, delivered a $500 million judgment for “ill-gotten gains” against the company.

Collectively, HELP’s lessons about the for-profit’s recent past—coupled with the state and federal lawsuits of the mid-2010s—began to outline the extent of FPCU fraud. The investigations and suits, involving at least twenty-seven states and five federal agencies, showed the impact this fraud had on students, taxpayers, and investors across the country. The lessons also highlighted a trend in the blending of big finance and big for-profits. FPCU private loan programs shared much in common with predatory strategies used by the mortgage industry in the lead-up to the 2007–2008 global economic meltdown. After the housing bubble burst, the practices reappeared in for-profit loan divisions. Along with them, not surprisingly, came extreme volatility. Corinthian, one the country’s largest for-profit, filed for bankruptcy in May 2015, giving observers reason to wonder if the FPCU bubble had finally begun to pop.9

The HELP committee’s hearings, the recent history lessons they offered, and the suits that followed have all provided useful points of reference for current debates over the merits of for-profit colleges and universities. But the long view, the broader historical perspective on FPCUs, has largely been absent from discussions about how to move forward. Much of what has appeared as new and scandalous in the sector is, in reality, old wine in new bottles. Too often students, investigators, lawmakers, and taxpayers have had to spend valuable resources to relearn and reinvestigate the for-profit’s perennial problems. What this book’s brief exploration of FPCU history can offer are a few fixed stars to help illuminate potential paths forward, or at least point out a few messes to avoid stepping in along the way.

For-profits claim to do more than they can and promise more than they should. The profit motive puts pressure on FPCU managers and operators to make inflated claims about the services they provide. Early American shopkeepers advertised lessons on everything imaginable, from astronomy to writing. Nineteenth-century proprietary business colleges promised any takers a “sure road to success” in “the greatest educational enterprise in the world.” For-profit medical schools at the turn of the twentieth century falsely claimed to have facilities they couldn’t afford. Congressional investigations of the mid- to late twentieth century turned up more than their fair share of misleading advertising, which continues to the present and has left a trail of overindebted students and defrauded public coffers. Without the long view, we tend to forget past abuses, and our charitable tendency is to dismiss the most recent news of damaging practices as the work of “a few bad apples.” But the voices and concerns expressed in this FPCU history paint a different picture. Disadvantaged students, it turns out, have consistently been no match against an industry willing to spend astonishing sums in order to expand market share. In the nineteenth century, one business college alone spent more than the annual salary of Harvard’s president for a single full-page newspaper advertisement. More recently, Apollo spent more than the multi-hundred-million-dollar annual marketing budget of Apple Corporation to attract customers. These kinds of tactics have appeared throughout the nation’s history, among institutions of every size and variety, and have most recently taken the form of sky-high placement rate claims or promises of guaranteed employment coming from big for-profits. With such vast resources, the imbalance will always leave students—particularly those facing economic hardship and without basic reading, writing, and critical-thinking skills—vulnerable to the kinds of claims the well educated and well off can easily dismiss and ignore.10

Stanford business school instructor Samuel C. Wood has described the problem of FPCUs’ inflated claims as the “gym” model of profit seeking. “They are going to spend the money on getting you,” his research indicates, “and a little bit on keeping you around. Once you’ve acquired a student, it’s like you’ve acquired an annuity.” Treating students like annuities creates an imbalanced exchange. Something has to give and, historically, the givers have been unemployed, underqualified graduates saddled with billions of dollars in debt at the expense of the public’s trust and treasury.11

For-profits deliver less than they could. While the profit motive conflicts with making reasonable claims about what FPCUs can do and provide, it also works against student-centered postsecondary practices. Nineteenth-century British observers of American for-profits understood this without missing a beat. As soon as profit-seekers discovered “there was ‘money in it,’ ” stated a report to British Parliament, the proprietary business college industry changed. The introduction of the profit motive resulted in “unprincipled exploitation” and “disgrace and discredit [to] an honorable profession.” Early twentieth-century citizen groups found the same when they learned how much more for-profits spent on competing with one another than on quality instruction and qualified instructors. As Chicago’s City Club discovered, for-profits had a tendency of “employing teachers who lack training.” In the 1950s, President Truman wrung his hands at the way for-profits “blemished” the GI Bill and gave “less than acceptable quality” instruction to veterans. Similar discontent swept over the general public when it came to the biggest for-profits from the 1980s to the recent past, particularly with their bare minimum instructional budgets and overemphasis on noninstructional expenses. On average, the thirty leading FPCUs in 2009 spent 17 percent of their budget on instruction and 42 percent on getting students to enroll and making payments to investors. For-profits have shown time and again their preference for spending on advertising and dividends over instruction. This market tendency is profit driven, rather than a reflection of what’s best for American higher education.12

The profit motive’s never-ending search for efficiencies ultimately leads to shortcuts, and the easiest cuts to disguise come in the form of instruction. All indicators suggest, however, that postsecondary instruction has always been and will likely always be an expensive endeavor. This means the aggressive quest for efficiency found in for-profits creates environments less than adequate to meet student needs. For-profits, at bottom, are fundamentally incapable of serving the challenging postsecondary student demographics they often target while also producing record profits demanded by executives and shareholders. Expenses for supporting disadvantaged students—those for programs and initiatives commonly found at nonprofits—are at odds with the production of profits in an FPCU context. Retention programs, remedial courses, loan reduction initiatives, mental health services, and the promotion of financial literacy all have a relevant purpose at nonprofits, given their mission, but they conflict with the central goal of FPCUs. Programs eat into profits. This is why the University of Phoenix decided to abandon almost all of its associate’s degree offerings in 2015. Officials at the institution described the move as “cost cutting” and acknowledged failing to solve retention issues among high-needs students. As one 1990s whistleblower reminds us, “Quality education and higher earnings are two masters. You can’t serve both.” To date, FPCUs have erred disproportionately on the side of maximizing returns and there’s no indication this will change anytime soon.13

For-profits have strong incentives to water down academic standards. The professions have traditionally been in charge of defining academic standards through research, publication outlets, professional organizations, and annual meetings. Out of nineteenth-century professionalization movements came standards dictating what counts as quality instruction and content and what doesn’t. For-profit colleges and universities came under fire in the early twentieth century for failing to live up to the standards demanded by professions like medicine and law. Organizations representing both of these professions published clear, unequivocal statements about the corrosive effect of for-profits in the maintenance of professional standards. In 1907, the chair of the Council on Medical Education flatly rejected for-profit medical schools, calling them a “menace” and forcefully encouraging the profession to rid itself of this class of institution. Fifteen years later, the American Bar Association and the Association of American Law Schools officially came out against law schools “operated as commercial enterprises.” They viewed institutions dependent on “the fees received” as antithetical to the maintenance of standards.14

The clash between for-profits and standards has beaten a clear path to the present. Administrative whistleblowers and former instructors have come forward to describe the way for-profits override faculty decisions or exert systemic pressure to reduce content and course requirements below minimum standards practiced at nonprofits. According to a former FPCU instructor,

The integrity of the institution, the development of individual scholarship, the implicit promise made to students that college provides meaningful and legitimate learning experiences—all of the things that have historically been of value in higher education—have no place in the world of for-profit colleges.… Faculty members at these colleges need to stand up and expose the lie about opportunity that is at the heart of the for-profit model. They need to remind the parent corporations just exactly what education is supposed to be and who is qualified to assess student work.15

For-profit history is shot through with examples of institutions across the spectrum—from small-scale proprietary enterprises to publicly traded and private-equity-run multinationals—that have a different metric for evaluating “quality,” one centered on the profit motive rather than the professional imperative. Medicine and law gave up on FPCUs for reasons having to do with an inexorable downward pressure on academic standards created by profit motives. The same pressure can be seen in recent revelations indicting for-profits for rock-bottom standards that excuse plagiarism, poor attendance, and administrative interference with academic quality decisions made by faculty.16

For-profits resist transparency and too often fail to operate within the law. Transparency and law-abiding behavior are expensive and cut into profit margins. For these reasons, for-profits have often worked aggressively against attempts to gather information on their practices and to rein in criminal behavior within the industry. Citizen groups of the early twentieth century spent countless hours campaigning for greater regulations and transparency. New York’s Bertha Stevens conducted research for one such group. Based on several years’ worth of interviews and document collection, she concluded that the state needed to demand transparency from for-profits the way it required medical schools to reveal their practices. The Veterans’ Affairs (VA) agency of the 1940s fought a collection of lawsuits against disclosure when the agency attempted to collect data about FPCU activities. After overcoming the challenge, VA inspectors exposed an industry brimming with fraud and reclaimed millions of dollars on behalf of taxpayers. The for-profit lobby of the 1990s and onward has become a fixture on Capitol Hill, ready to block transparency initiatives (e.g., right-to-know regulations) and legislation holding for-profits accountable for misdeeds (e.g., commission-based recruitment).17

By the time of the HELP committee hearings, the FPCU lobbying arm had again rebranded itself and went by a new name: the Association of Private Sector Colleges and Universities (APSCU). They represented a $35 billion industry showing few signs of slowing down. APSCU spent $16 million on a lobbying blitz in 2013 after the US Department of Education announced its intention to impose stricter transparency regulations. The department’s proposed rules would have required publication of dropout and loan default rates. But the blitz worked, only a single year after the Harkin investigation. For-profits were, as higher education scholar and Michigan State University’s College of Education dean Don Heller noted, “successful in that they got the regulations weakened. The Department of Education really bent to the lobbying push.” The regulatory and lobbying victory, as in previous campaigns, meant prospective FPCU students would be denied access to clear, accurate data with which to make informed decisions about their postsecondary options.18

The fixed stars—about what for-profits claim, promise, deliver, water down, resist, and violate—complicate the most common arguments made by partisans engaged in debating the future of FPCUs. For those on the left, Diploma Mills challenges some easy assumptions about the potential these institutions have for improving social mobility. It shows how for-profits have historically neither served the poor and disadvantaged well nor tended to improve their lot in life. This isn’t to say for-profits have failed all students. Rather, any intellectually responsible assessment of history and statistical probability would indicate that for-profits privilege earnings to the detriment of learning, especially in light of the costs and debts students typically incur. In searching for ways to break cycles of poverty, it makes little sense to advocate for a $44,000 two-year program when community colleges offer the same for under $7,000. For those on the right, particularly those concerned about taxes, morality, and law and order, Diploma Mills presents a different challenge. It shows how the biggest and therefore most influential for-profits have generally failed to win the public’s trust in terms of resource usage, ethical practices, and lawful behavior. This was certainly the case in the first decade and a half of the twenty-first century, but American history is punctuated with widespread, notable instances of the same, as surveyed in this book. Most on the right side of the political ledger would agree that the drive to capture market share and increasing rates of revenue, a drive at the center of market activity, shouldn’t translate into misleading students, injuring investors, and defrauding the public. But it has—and far too frequently and systemically to represent the work of just a few bad apples. Given the challenges of monitoring and enforcement, it’s likely the vast majority of criminal FPCU behavior has gone undetected. When for-profit crimes have been detected and penalized, settlements too often appear to the industry as a cost of doing business rather than a punishment for unethical practices and violations of law.19

For-profit college and university history bears out the pattern. It offers for both sides of the political debate a set of constants drowned out by the clamor and outrage over the scandals HELP and other investigations have unearthed. Profit motives produce institutions fundamentally at odds with the core, historical mission of higher education. These institutions aren’t simply traditional colleges and universities with a different funding stream, leaving the original functions untouched. The “bottom line” creates palpable pressure to change what it means to talk about serving disadvantaged students, creating a faculty body, maintaining academic standards, cultivating law-abiding behavior, and providing access to the American dream.20

Recent studies and economic observations have produced insights useful for understanding what Diploma Mills might mean for the FPCU’s past, present, and potential future. Researchers now point to the collapse of the Soviet Union in the late twentieth century as generating an unbridled, deregulated confidence in market forces that blurred important distinctions between market economies and market societies. Market economies use the tools of economic reasoning to produce efficiencies, in terms of price signals and the flow of other information, to produce certain goods and services. Market societies apply economic reasoning to almost any facet of life. But not all goods and services lend themselves well to market-based models of efficiency, or at least they don’t play out well for most members of society or are repugnant to social norms.21

A critical misstep occurs, for instance, when companies provide compensation packages to FPCU executives bearing no resemblance to those given to leaders of nonprofit colleges and universities. It distorts the core mission of all higher education. The move to integrate the world of finance with the world of higher education over the past quarter century has produced what researchers call “excess relative wages.” This kind of executive compensation “cannot be explained by difference in education” or “job security” or “individual ability.” But it can, they note, be traced back to “deregulation” allowing corporate boards to set executive pay at virtually any level they wish. Such deregulated environments incentivize cost cutting (e.g., eliminating programs for high-needs students) and illegal behavior (e.g., recruitment at any cost) at the highest level to meet quarterly earnings projections, otherworldly bonuses, and golden parachutes—all examples of market values crowding out nonmarket norms.22

When the 2009 compensation of Robert Silberman, chief executive officer of for-profit Strayer Education, reached $42 million, the company’s compensation board sent an unmistakable message: keep privileging shareholder gains over student gains. That year, Strayer spent $1,329 per student on instruction and $6,968 per student on marketing and profit—or, in other words, they valued marketing and profit well over 500 percent more than instruction. Such distortions in the purpose of higher education offer the only valid reason why one for-profit university executive could earn more than the combined 2009 salaries of the presidents of Harvard ($800,000), Yale ($1,627,649), Princeton ($910,626), Stanford ($985,569), Columbia ($1,527,217), New York University ($1,513,723), Boston University ($1,142,307), Swarthmore ($1,756,293), University of Pennsylvania ($1,321,040), Massachusetts Institute of Technology ($931,603), Rensselaer Polytechnic Institute ($1,771,877), Johns Hopkins ($3,821,886), Vanderbilt ($1,890,274), Ohio State ($1,576,825), University of Washington ($905,004), University of Delaware ($810,603), University of Texas System ($787,258), University of Michigan System ($783,850), University of Virginia ($773,648), University of Colorado at Denver and Health Sciences Center ($753,115), Virginia Tech ($732,064), Auburn ($727,761), Arizona State ($709,196), Kentucky Community and Technical College System ($532,907), Delaware Technical and Community College ($450,066), Valencia Community College ($439,135), Virginia Community College System ($434,654), Hillsboro Community College ($381,295), Cuyahoga Community College ($377,748), Virginia Commonwealth University ($549,846), Texas A&M at College Station ($551,960), University of Oregon ($636,445), University of Cincinnati ($653,223), University of Chicago ($1,276,950), Northwestern ($2,240,775), and Drexel ($4,912,127). Given trends in FPCU history, it’s highly unlikely Strayer awarded Silberman’s salary—more than the combined total given to thirty-six of the country’s best and brightest leaders in nonprofit postsecondary education—for adhering to student-centered practices or following just, ethical, and lawful business strategies.23

Higher education has historically been about the advancement and diffusion of knowledge yielding social, cultural, political, technical, vocational, and intellectual enrichment, rather than returns for shareholders and outsized compensation for executives. For-profit owners and operators come at the postsecondary world with values derived from the latest market movements and quarterly reports. Behaviors that circumvent codes, laws, and regulations, if they generate industrial-sized profits, are rewarded handsomely at the highest levels of executive compensation. The rewards dwarf or eclipse just about any other concern. The profit motive replaces a centuries-old culture of academic trust with a focus on quarterly statements, a strong legal department, and clever rebranding and marketing campaigns.24

Current FPCU practices have too often been found to be neither sustainable nor socially responsible. The simplest and most effective response, based on the intractable patterns outlined in this book, is to end public subsidies in all forms to for-profit colleges and universities.

Regulations won’t do. Lobbyists too easily undo them, or capture the agencies that can revise them, or advocate for operators with very deep pockets who can afford to ignore them. Even Senator Harkin likely fell to lobbyist influence in 2014 when he quietly slipped a $303 million cut into Pell Grant legislation to provide a windfall for large companies charged with servicing student loans. When regulations aren’t undone, undermined, or unheeded, they still produce bureaucratic “red tape,” leaving dissatisfaction among stakeholders across the political spectrum. The US Department of Education’s recently proposed “gainful employment rules,” aimed at curbing for-profit placement fraud, have the potential to spill over into the nonprofit world and move all postsecondary education toward workforce preparation. This would have grave consequences for the many other social, cultural, and intellectual purposes of American higher education. Taking for-profits out of the federal student aid programs—by eliminating reference to the sector in the next Higher Education Act reauthorization—would put a halt to the fraud as well as the spread of for-profit regulations.25

FPCU advocates have argued that we can’t afford to live without for-profits. Costs to the states of California, New York, Ohio, and Texas for receiving current for-profit students, they suggests, would run into the billions. What these advocates tend to ignore, however, are the tremendous costs currently absorbed by students through outsized loan debt and disproportionate postgraduation unemployment, by state and federal governments though loan defaults, and by taxpayers through litigation over multi-billion-dollar fraud schemes. The argument also elides the systemic economic risks posed by the $1.2 trillion student loan bubble, almost half of which comes from for-profit students. But even when taken on its own terms, the FPCU’s value to states appears increasingly suspect as for-profits go bankrupt (e.g., Corinthian) or abandon associate’s degree programs (e.g., University of Phoenix). If FPCUs are worth keeping around, free-market principles would suggest they should be able to find a niche in the free, rather than subsidized, marketplace. Innovators are already experimenting in such spaces with low-profit limited liability companies (L3Cs), also known as benefit corporations, and for-profit universities organized around the “freemium” model that charge tuition so low as to make federal student aid irrelevant.26

Despite significant and recurring patterns of for-profit abuses, recent debates over the sector’s path forward continue to overlook the long view. This comes at a great but unnecessary cost. The investigations, legislation, and reorganization central to this past offer valuable lessons and more than a few warnings. They highlight the kinds of violations, predatory behavior, government aid abuse, and poverty profiteering we’re likely to see in the years ahead. Without substantive changes like the ending of public subsidies to FPCUs, litigants will continue to come forward and battle over these now forseeable patterns and outcomes. Past performance, in this case, has turned out to be a good indicator of future results. What this past tells us is that traditional institutions of higher education have long operated on the ideal of the advancement and diffusion of knowledge. For-profits, by contrast, have established a different tradition. If balance sheets are any guide, they have organized around the advancement and diffusion of advertising—or, as researchers in the field of agnotology might put it, “ignorance production”—to secure profits.27

Whatever the direction of future debates, FPCU history sheds light on the fundamental conflicts of interest that arise when profit motives privilege owners, shareholders, and quarterly profits at the expense of students, faculty, and long-term objectives. If we can come to terms with the limitations of market motives, a tall order in the current political climate, there’s hope for achieving a future different from this past and a way around the problems experienced by those stiffed by American for-profit colleges and universities.
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