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Introduction   
In today’s rapidly changing economy, workers must continually 

acquire new skills in the face of both gradual evolutions and sudden 

disruptions to the labor market. Whether they are young workers 

just starting their careers or experienced workers transitioning to 

a different industry, reentering the labor market after a period of 

caregiving or incarceration, or seeking to keep their skills sharp and 

current, postsecondary education can help workers advance in their 

career and navigate difficult transitions. An educated and high-

skilled population also produces several economic benefits, such as 

lower unemployment rates and higher wages, and better health and 

civic engagement. Many of these benefits spill over to the broader 

society, including those without additional education.1

Yet workers are expected to cover a greater share of the rising cost 

of postsecondary education that may neither provide the boost in 

earnings that justifies its cost nor fit the diversity of learning styles 

and life situations of today’s learners. Nearly half of adults under 30 

with bachelor’s degrees—and over 60% of those with associate’s 

degrees—believe that the benefits of college are not worth the 

costs.2 This disillusionment likely contributes to the fact that college 

enrollment has been consistently declining for the last five years.3

The Biden Administration’s recent attempt to cancel student debt 

reflects a growing sentiment across both parties in Congress that 

the way we finance postsecondary education is broken.

Solving this problem requires a multifaceted approach, including 

better data transparency, stronger and smarter regulatory oversight 

over the entire market, better-funded college completion efforts, 
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and greater access to high-quality short-term education programs. And 

importantly, we need innovative new ways to pay for education. 

JFF launched the Financing the Future initiative to explore new ideas for 

financing postsecondary education that could promote greater access, 

affordability, higher quality, more diverse options, and better employer 

engagement. This report by Financing the Future is intended to help 

changemakers better understand what innovative financing options are 

available, their upsides and risks, and how they can play a powerful role in 

transforming the postsecondary education system by promoting greater 

access, affordability, quality, and equity. 

 

Our research has identified the emergence of five broad categories 

of innovative financing solutions: outcome-based financing, pay 

for success programs, lifelong learning accounts, employer training 

incentive programs, and employment-connected training. These 

solutions spread the cost and risk across a variety of stakeholder 

entities, including education providers, employers, government, 

community-based organizations, and private investors, thus creating 

incentives for additional investment and hardwiring accountability into 

the market itself. 

We open this report with an articulation of the enormous potential that 

innovative finance offers. Next, we describe each model in detail, and 

include examples and discussions of their advantages and disadvantages. 

We then outline the ways in which stakeholders could take steps toward 

realizing the transformative potential of these new models. After a brief 

conclusion, we provide a graphic that presents the landscape of actors in 

this market. 

 It’s important to acknowledge that innovative financing models are 

relatively new and thus their track records are limited. Moreover, there 

are risks associated with each of the models we discuss. In some 

cases, they may fail to perform as expected. In others, unscrupulous 

financing providers may misrepresent the nature of their offerings 
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Terminology   
This report uses an expansive definition of the phrase “postsecondary education” (or 
sometimes shortened to “education”) to refer to both traditional two- and four-year degrees 
from accredited institutions as well as both formal and informal career and technical 
training through programs that are often short term and do not grant degrees (though they 
may build toward degrees). This education could be delivered by a four-year college or 
university, community college, career or technical school, or even by an employer. Innovative 
postsecondary financing has a range of potential applications in all of these contexts.
  
Moreover, this report uses three different terms to refer to individuals. “Learner” refers to 
any individual currently enrolled in postsecondary education and is used because “student” 
can imply youth and exclude adult learners. “Worker” refers to individuals in the context of 
their careers and employment relationships. “Borrower” refers to individuals who are using 
an education financing instrument and are in the repayment period. These categories are not 
mutually exclusive, and an individual can be in multiple categories at once, depending on the 
circumstances. 

and take advantage of unsuspecting learners, or the accountability incentives 

may encourage cream-skimming—in which schools only admit privileged or high 

achieving students—rather than improving the quality of the education itself. Among 

other recommendations, our stakeholder section firmly recommends rigorous data 

collection and evaluation, diffusion of best practices, and strong and clear regulatory 

guardrails to ensure that innovative finance is designed and operated in a way that is 

learner-centered and promotes equity and economic advancement for all. 

Despite the risk, innovative finance offers the potential to move the postsecondary 

financing system toward one that ensures workers can adapt to the changing 

demands of the labor market, advance in their careers, and succeed in a variety of 

roles throughout their lifetimes. As noted above, the current system of education 

and training is woefully inadequate and inequitable and fails precisely those students 

who need it most, so the risks of new models must be weighed against this backdrop. 

For the sake of current and future generations of learners, we have an obligation to 

explore these innovative financing options to see if this transformative potential can 

be realized. 
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Systemic Obstacles    
  
The way we educate workers and prepare them for the labor market is fundamentally flawed. 

The federal government currently stands 

as the largest financer of education and 

training in the US, serving 13 million learners 

through $120 billion annually in grants 

and loans, $14 billion on employment and 

training programs, and $39 billion in annual 

tax incentives to provide education and 

training activities.4 Unfortunately, federal 

postsecondary education financial aid fails 

to keep up with rising cost of attendance. 

For example, in 1980 the Pell Grants 

maximum award represented nearly 

80% of tuition, fees, room, and board at 

a four-year public school but has since 

fallen to about 30%.5 Federal spending 

in employment and training has declined 

over the last two decades.6 Additionally, 

many learners do not qualify for federally 

backed loans due to a lack of taxable or 

scorable income.7

 

 
 
 
 
 

State governments also play a key 

role in providing institutional funding, 

grants, training funds, and tax incentives 

targeted at helping individuals pursue 

postsecondary education and training. 

Combined state and local government 

higher education spending totals about 

$113 billion annually, most of which directly 

funds public institutions.8 This includes 

initiatives like “college promise” programs, 

which typically provide two or more years 

of tuition-free or debt-free college to 

eligible learners. Several states also offer 

grants, such as Indiana’s Workforce Ready 

Grant, to help learners pay for workforce 

training for in-demand careers.9 However, 

over the last four decades, the state 

share of the cost of education has fallen, 

shifting more of the financial burden to 

the learner10 states also have difficulty 

sustaining education spending during 

economic downturns because they must 

balance their budgets every year, leading 

to tuition hikes when learners can least 

afford it.11
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Employers play a key role in training and developing their 

workers, with available data suggesting that employers are 

the largest source of funding for worker training. Such support 

can range from on-the-job training to continuous upskilling 

opportunities to tuition reimbursement assistance.12 Yet 

two factors constrain employers from investing more in 

their workers’ professional development. First, they may be 

worried that once trained, their employees may leave the 

company for a competitor. And second, they may lack the 

financial resources to make a greater investment.13 Additionally, 

available data shows that of the investments employers make, 

a disproportionate share goes towards workers who already 

have a postsecondary degree rather than workers who earn 

low-to-moderate wages—who stand the most to gain from 

additional training opportunities.14

The failure of these stakeholders to sustain—let alone expand—

education investments has meant that more of the burden is 

falling on learners to upskill and reskill themselves. Learners are 

personally on the hook for roughly 45% of total postsecondary 

education spending in the United States, more than double the 

average of other industrialized countries.15 Most learners must 

now borrow federal student loans to afford higher education, 

with the average bachelor’s degree graduate leaving school 

with $29,950 in loans, and one in four of all federal student loan 

borrowers defaulting within twelve years of starting school.16

 

Moreover, many now-declining government investments flow 

through the traditional higher education system of degree-

granting colleges and universities, which itself is fundamentally 

broken. While education is extremely expensive, on average 

the value of the education justifies those costs. However, for 
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too many learners (and especially those that do not complete), 

their education does not lead to a well-paying career, leaving 

them and often their parents saddled with debt burdens they 

cannot pay off.17

The system is also inflexible, largely centered on traditional 

two- and four-year degrees pursued in classroom settings. 

Career and technical training may offer cheaper and faster 

routes to postsecondary credentials, which can be particularly 

useful for learners juggling jobs and caregiving responsibilities, 

but these programs are often ineligible for federal financing 

options, requiring learners to use more expensive private 

financing or pay tuition out-of-pocket and upfront. Moreover, 

concerns regarding quality and effectiveness are even greater 

among short-term training and other education programs that 

are not subject to the federal accreditation system and instead 

are typically regulated at the state level, with varying levels of 

rigor.
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The Potential of Innovative Finance    

Innovative finance is, for the purposes of this report, an array of emerging 

models to finance postsecondary education. These models represent new 

ways to spread the cost and risk of education across a variety of stakeholder 

entities, including education providers, employers, government, community-

based organizations, and private investors. This report highlights five categories 

of financing models: 

Outcome-Based Financing: Financial instruments where the availability 

and pricing  is determined by the outcomes of a school, group of schools, 

or education program, and where learners’ payment obligations are usually 

contingent on having sufficient income after completing the program.  

 

Pay for Success: Partnerships that fund effective education or other social 

services through performance-based contracts (also known as Pay for 

Performance or Social Impact Bonds).  

 

Lifelong Learning Accounts: Structures that consolidate and leverage 

contributions 	 from multiple sources that can be used by the learner to pay for 

qualified education and training.  

 

Employer Training Incentives: Government incentives that encourage 

employers to increase education provided to workers.  

 

Employment-Connected Training: Training programs, such as apprenticeships, 

that combine job training with paid employment. 
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These five innovative finance models have the potential to promote more and better 

postsecondary education.  

More access to postsecondary education  

Innovative finance can expand access to postsecondary education in two ways. First, 

innovative finance can lower the cost of education to the learner. Learners who have 

exhausted traditional loan options, do not qualify for existing federal aid options, or 

are particularly debt-averse face challenges accessing education. Innovative finance 

models expand access because the education is either entirely free to the learner 

or the available financing de-emphasizes or entirely ignores measures of individual 

creditworthiness. These factors can particularly improve access for learners with 

lower incomes and those who have historically or currently face discrimination. 

And second, innovative finance can expand the supply of education itself, giving 

learners more opportunities. Many potential investments in learners’ education 

provide high benefits to society but lower returns to the investing entity, leading 

to underinvestment. Models like lifelong learning accounts, employer training 

incentives, and employment-connected training hold the potential to incentivize 

these investments by reducing their up-front costs. Similarly, outcome-based 

financing has the potential to induce education providers, investors, governments, 

and employers to increase their investment in education because it promises a 

return on their investment if the education has positive outcomes. Relatedly, pay 

for success programs could induce governments and employers to expand their 

investments by only requiring payment if the education is successful. 

A better postsecondary education system 

These emerging innovative finance models do not simply represent new ways to 

expand access to training. Rather, they offer the potential to transform the entire 

system of postsecondary education by reducing risk to the learners and improving 

quality, ensuring affordability, and promoting racial and gender equity.  
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•	 Making education investments less 
risky for learners and improving 
education quality  

While postsecondary credentials 

significantly boost earnings on average, 

learners currently assume significant risk 

that the benefits those credentials provide 

might fall short of the high—and rising—

price of education. Half of all workers 

with a bachelor’s degree earned less than 

28% of associate degree holders, 23% of 

workers with some college, and 16% of 

high school graduates, suggesting that a 

bachelor’s degree does not guarantee 

higher income.18 A separate analysis found 

that across 30,000 bachelor’s degree 

programs, the median financial payoff is 

over $300,000 across a learner’s lifetime, 

but 16% of bachelor’s degree programs 

have no financial payoff and may leave 

learners worse off.19 Relatedly, one-third 

of college graduates—and nearly two out 

of five recent graduates—are working in 

jobs that do not typically require a college 

degree.20 As previously noted, concerns 

regarding quality and effectiveness are 

even greater among career and technical 

education programs that are often not 

subject to the federal accreditation 

system and instead are largely regulated at 

the state level, with varying levels of rigor. 

This risk could be due to variations in 

quality—while many colleges and training 

programs are high quality, outcomes are 

often variable and opaque to prospective 

learners.21 While enabling positive 

outcomes is partially the responsibility 

of the education providers by providing 

quality instruction and aligning programs to 

labor market needs, there are also a variety 

of other factors outside the school’s 

control, including structural shifts in the 

labor market, recessions, and public health 

crises. 

Innovative finance can make education 

investments less risky for learners by 

shifting the risk of poor outcomes onto 

schools, employers, and the government. 

All innovative finance models ensure 

learners do not bear the full cost of their 

education and training if it does not lead to 

sufficiently high post-enrollment earnings. 

Some models do not require learners to 

pay for education and training even if they 

do have good outcomes.  

Outcome-based finance models and pay 

for success explicitly align the financial 

incentive of the school (or the third-

party finance provider) with the learner’s 

outcomes, giving schools an incentive to 

improve the quality of their education 

and ensure their curriculum is aligned 

with job openings and career pathways.22 

This alignment also encourages schools 

to provide wraparound services and 

robust career support services, which 
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are essential for helping learners who are at risk of dropping out to persist through 

completion and find employment.23 

The underwriting of outcome-based finance products also encourages 

accountability. By offering cheaper credit terms to learners at higher-performing 

schools, learners may naturally gravitate toward those schools and away from 

schools that perform poorly. Incorporating quality metrics into the price signal 

should force schools to compete on the basis of the quality of their education rather 

than the size of their marketing budget.

 

While lifelong learning accounts, employer training incentives, and employment-

connected training do not explicitly align incentives with outcomes, each of these 

models give employers—who are better able to evaluate the quality of the training—a 

stake in the learner’s outcomes and the power to ensure the training is designed to 

maximize learner success. 

•	 Ensuring education is affordable for learners at all income levels 

As tuition and student loan burdens have skyrocketed, many learners have found 

postsecondary education unaffordable, especially learners who do not complete 

their program or who cannot find a well-paying job after completion. In the last thirty 

years, annual tuition at four-year public schools has ballooned from just over $4,000 

to nearly $11,000, while tuition at private nonprofit four-year schools rose from just 

over $19,000 to roughly $38,000, after adjusting for inflation. Total cost of attendance, 

including housing and transportation costs, has skyrocketed as well.24

As a result, the share of households with at least some student debt has nearly 

tripled, from 8% in 1989 to 21% in 2019.25 And while it is true that much of the overall 

student debt is held by higher-income households, low-income households have also 

seen rising debt burdens: adults in the bottom half of the income distribution with 

any student debt have seen their average debt-to-income ratio more than double 

in the last 20 years, with average debt burdens now exceeding average income.26 

Federal student loans account for most of the total $1.74 trillion in outstanding 

student debt, with private student loans representing just under 8%.27
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Innovative finance models have a unique potential to make education more 

affordable. Many of these models achieve affordability simply by making the 

education mostly or entirely free to the learner. Other innovative finance models, 

such as income contingent financing, only require payments if the learner makes 

sufficient income, and payments are set as a share of the learner’s income. While 

these models aren’t inherently affordable, their design features offer the tools 

necessary to guarantee affordability, which is more difficult in a traditional loan 

context.  

•	 Centering the postsecondary education system around equity 

The postsecondary education system’s problems with lack of access, risk, quality, 

and affordability disproportionately impact learners of color, first-generation 

learners, and learners who earn low wages. White adults are more than twice as likely 

to have bachelor’s or higher degrees compared to Black and Latine adults, and while 

the composition of recent graduates has become more diverse, Black and Latine 

learners are still underrepresented in postsecondary education.28

 

Compared with their white and Latine peers, Black learners are more likely to need 

loans to pay for school, and both Black and Latine learners are far more likely to 

default on their loans.29 Coupled with a persistent racial wage gap, Black and Latine 

learners are likely paying a far larger share of their earnings in loan payments, even 

as their lower graduation rate means they’re less likely to reap the full benefits of 

education.30

 

Innovative finance holds the potential to reduce these systemic inequities. Learners 

that face labor market discrimination and lack generational wealth are most likely to 

benefit from education with tuition that is either free, discounted, or only requires 

payments if earnings are high enough, as well as benefit from education financing that 

de-emphasizes credit score and past income.  

 

Aligning the school’s financial incentives with their learners’ outcomes can also 

encourage schools to improve educational quality, better align their curriculum 

with labor market demands, and expand their wraparound and career services. 

Doing so would particularly benefit Black, Latine, and female learners who are 

disproportionately harmed by low-quality and predatory schools and who 

experience high non-completion rates.31
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Overview of Innovative Financing Models   
 

Outcome-Based 
Financing

Student financing 
that is offered 

(and sometimes 
priced) on the basis 

of a program’s or 
institution’s learners’ 

outcomes

Pay for 
Success

 
Partnerships that fund 

effective education 
and social services 

through performance- 
based contracts

Lifelong 
Learning

Accounts

Learning accounts 
consolidate 
and leverage 

contributions from 
many sources to 
pay for qualified 
education and 

training

Employment- 
Connected

Training

 
Training 

programs such as 
apprenticeships, 
that combine job 
training with paid 

employment

Employer 
Training 

Incentives

Government 
incentives that 

encourage 
employers to 

increase training 
provided to workers

Each of the innovative finance models featured in this report are unique in how they 

operate, how they shift the cost or risk away from learners and across stakeholders, what 

role government plays, and what benefits and risks that they present. These models also 

vary in how prevalent they are in the postsecondary education market and how many 

variations exist within each model. For example, outcome-based financing appears to be 

the most prevalent model and features a wide diversity of approaches. 
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 Outcome-Based Financing 

Student

Education
Provider

Outcome-Based 
Financing 

Income-Contingent 
Payments

Finance Provider

For merit-based lending, the payment obligation 
itself is not income contingent, but the loan’s 
pricing is based on the outcomes of prior cohorts 
of learners at one or more schools or programs.

There are multiple variations of outcome-based financing, including income 

contingent financing, income-based repayment, education insurance, and 

merit-based lending, but the common thread is that they all use outcome-

based underwriting. That is, under each approach, finance providers look at the 

outcomes of a school, group of schools, or education program to determine 

whether to offer the financial product and at what price.32

 

Many also feature monthly payment obligations calculated based on income 

and automatic expiration after a fixed number of months, with longer durations 

usually corresponding to longer and/or more expensive education programs. 

These design features have the effect of aligning incentives between educators, 

learners, and, if relevant, funders.  
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Outcome-based financing is often offered by schools or third-party 

organizations to learners across multiple schools. It is also increasingly used in 

the context of Pay It Forward programs, which are fully or partially sustainable 

revolving funds established by government or philanthropic organizations that 

offer affordable education financing to learners.  

Under income-contingent financing, learners’ monthly payments are based 

on their earnings. Most income contingent financing require no monthly 

payments if the learner earns below a specified threshold, usually between 

$30,000 and $50,000 in annual earnings.33 If a learner’s earnings exceeds the 

threshold, the monthly payment may be calculated in a number of ways 

depending on the financing agreement: a single fixed amount, tiered fixed 

amounts that rise with earnings, a single income percentage, or tiered income 

percentages. The financial obligation ends once a learner’s total payments 

reach a specified amount or cap, when a learner makes a certain number of 

payments, or once a specified period of time elapses.

There are a variety of names for income contingent financing instruments, 

including income share agreements (ISAs), deferred tuition agreements, 

or outcome-based loans. These names generally correspond to specific 

contractual features: for example, those featuring payments calculated as a 

percentage of income are often referred to as ISAs, those featuring a single 

fixed payment are often referred to as outcome-based loans. But there is no 

universally agreed upon set of definitions, and what one financial provider may 

call an ISA, another may refer to as a deferred tuition agreement or outcome-

based loan. While the choice of name may impact how learners or regulators 

view the financing instrument, all these forms of income contingent financing 

operate very similarly. 
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Examples of Income-Contingent Financing   
 
American Diesel Training Centers offer learners an intensive five-week diesel mechanic 
training program. Learners who make less than $30,000 following completion of the 
program pay nothing, those who make between $30,000 and $40,000 pay $187/month, 
and those making more than $40,000 pay $317/month. The obligation ends after 48 
months, regardless of how much has been paid.61 
 
Better Future Forward offers learners financing to cover gaps they face—after they’ve 
exhausted grants, scholarships, and federal student loans—in covering tuition, fees, and 
living expenses. This financing is available to students participating in nonprofit college 
access and success organizations and attending a range of public and nonprofit colleges 
and universities. Learners pay a percentage of their income when earning over $45,800. 
For example, a learner who receives $10,000 in financing will have monthly payments 
equal to 2.7% of their earnings. The financial obligation would end when they’ve made 120 
payments (10 years of payments) or once 20 years has elapsed, regardless of how much 
they have paid.62

 
Pursuit offers learners a 12-month software development training program. Learners 
pay back 5% of their earnings if they make between $50,000 and $59,999, 10% of their 
earnings if they make between $60,000 and $69,999, and 15% of their earnings if they 
make $70,000 or more. A learner’s financial obligation ends once they make 48 payments 
or eight years elapses, regardless of how much has been paid.63 
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Examples of Income-Based 
Repayment  
 
The federal income-driven repayment 
program only requires payments if income 
exceeds 150% of the federal poverty line 
(FPL), caps monthly payments at 10–20% 
of income, and forgives debt after 20-25 
years. But this model is beginning to be 
used outside of the federal government.  
 
The Rhode Island Student Loan Authority 
offers income-based repayment to 
learners with private loans, with a 150% FPL 
threshold, 15% of income payment, and 
forgiveness after 25 years. 
 

 A loan with an income-based repayment 

plan is a traditional loan but with 

protections for learners with lower 

income that operate similarly to income 

contingent financing models. Like a 

traditional loan, monthly payments are set 

as a fixed dollar amount but cannot exceed 

a specified percentage of the borrower’s 

income and no monthly payment is 

required if a borrower’s income falls 

below a certain threshold. The principal is 

forgiven if it is not paid off within a certain 

period of time. 

Education insurance protects the 

learner against the risk of low income. 

This category includes Loan Repayment 

Assistance Programs (LRAPs), which make 

monthly loan payments on behalf of the 

learner if their income falls below a certain 

threshold.34 Similarly, Degree Insurance is 

a company that makes a payment directly 

to the learner if their income falls below a 

certain threshold, regardless of whether 

they financed their education with a loan 

or not.35

Example of Education 
Insurance  
 
The company Degree Insurance works with 
Augustana College to provide learners an 
insurance policy if their earnings fall short 
of a certain threshold. After five years, the 
school pays the learner a lump sum equal 
to the sum of the shortfall over that period 
of time.64 

A merit-based lending product operates as a traditional loan to the learner, but merit-based lenders 

may also use outcome data in deciding the price and availability of the loan (i.e., underwriting). Like 

the aforementioned approaches, this usually means greater emphasis on the expected value of the 

specific institution and/or program the learner is enrolled in and less emphasis on the learner’s credit 

history.
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Example of Merit-Based Lending   

Meritize lends to learners based on three factors: industry 
dynamics, school performance, and individual credit/
merit-based history. Only certain schools are eligible, and 
Meritize uses a risk-sharing approach to ensure the schools 
have skin in the game. 

Evaluating Outcome-Based Financing Models 

 

The common thread of these models is outcome-based underwriting, 

where the lender determines whether to offer the financial product—and 

at what price—on the basis of the outcomes of a school, group of schools, 

or specific education program. This “forward-looking” underwriting is 

in contrast to the backward-looking underwriting of traditional private 

student loans, which is largely based on a learner’s credit or earnings 

history.36 Most of these models also incorporate some combination of 

income contingent repayment. 

 

These financing models offer significant potential not only to individual 

learners but also to the postsecondary system as a whole. First, due to their 

outcome-based underwriting, most of these models can increase access 

to credit for learners who have exhausted traditional federal student loan 

options, do not qualify for existing federal aid options, or are particularly 

debt-averse.37 And because they often de-emphasize credit scores, 

net assets, past income or employment, or other measures of individual 

creditworthiness, outcome-based financing models can improve access 

for learners with lower income and those that have historically faced 

discrimination in the private market. 

 

These models can also increase affordability by limiting payments as a 

share of monthly income, exempting learners from making any payments at 

all while they experience low income or unemployment, and automatically 

ending the obligation after a set period of time. 
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Additionally, these models align 
incentives of the actors in the system. 

Outcome-based underwriting means that 

schools who improve their outcomes 

will have cheaper credit available to their 

learners, which makes the school more 

attractive and can boost enrollment. If 

the financing model incorporates income 

contingent repayment features, the 

school or funder will also be financially 

“on the hook” if the learner doesn’t get a 

well-paying job. By aligning funding with 

learner outcomes, institutions and their 

funders will be encouraged to innovate 

and develop programs that lead to more 

successful learner outcomes.  

 

However, outcome-based finance also 

entails a variety of risks. First, these 

financial obligations are relatively new, and 

learners may have difficulty understanding 

the terms and how much they may 

repay, complicated by the fact that their 

repayment is contingent on their future, 

unknown, income. Learners may also have 

difficulty comparing these options to each 

other, or to traditional loans that may also 

be available to them. 

 

Second, realizing the aforementioned 

benefits of these models depends on 

whether the financial instrument is well-

designed. A bad-faith provider could 

design an outcomes-based financing 

instrument to overcharge learners or only 

give the appearance of shifting risk away 

from the learner without actually doing so. 

Income contingent financing providers, for 

example, should set the earnings threshold 

significantly higher than average earnings 

prior to enrollment. 

 

Finally, while outcome-based underwriting 

holds the potential to improve equity, 

the actual equity impact is relatively 

untested. A poorly designed outcome-

based financing instrument could actually 

exacerbate rather than improve equity. 

A recent JFF research report found no 

evidence that ISAs are being priced in such 

a way that would result in Black, Latine, or 

female learners paying more than white 

and male learners, but much more research 

is necessary to guide providers and other 

stakeholders.38 

Moreover, a lack of clear regulation 

regarding outcome-based underwriting 

and income contingent financial 

instruments has both held back the market 

from realizing its full transformative 

potential and put learners at risk for 

abuse. The Consumer Financial Protection 

Bureau’s (CFPB) recent compliance plan 

with ISA provider Better Future Forward is 

a step forward toward greater clarification 

of how providers of ISAs (which suffer 

from the most regulatory uncertainty) 

could comply with the Truth in Lending 

Act, but comprehensive guidance has yet 

to be provided at the federal level and 

treatment under state law remains murky 

and inconsistent across state borders. 39
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Pay for Success (PFS) programs, also known as Pay for Performance 

programs, are unique public-private partnerships that fund education 

and training (or other social services) through performance-based 

contracts. PFS programs can be applied to a wide range of social 

challenges, and those aimed at workforce development typically in-

volve providing job training, career coaching, and other employment 

supports to unemployed and at-risk populations.  

Pay for Success

Funders

Educator

Evaluator

IntermediaryGovernment

Flow of upfront funding & 
project implementation

Potential flow of achieved 
outcomes & outcome 
payments
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Several key actors are involved in PFS programs:

•	 Governments identify problems to target with the PFS program and 

repay investors if and when the program achieves outcomes that 

generate public value. Employers can play this role as well. 

•	 Service providers deliver evidence-based social programs, such as skills 

training.  

•	 Funders provide upfront capital to launch or scale the work of high-

quality service providers and receive a return if the program achieves 

agreed-upon goals. Private impact investors that provide funding may 

receive investment returns if outcomes are achieved, but if not, they may 

take losses. Government may also choose to fund a PFS program instead 

of a traditional spending program to better ensure that its funds produce 

the desired outcomes. In rare cases, the service provider does not need 

a funder because it can fund the service itself. 

•	 Intermediaries facilitate a collaborative, multi-stakeholder process to 

design and monitor the PFS program and to identify high-performing 

education programs, price the PFS instrument, guide evaluation, and 

oversee implementation. 

 

•	 Independent evaluators assess whether results of the PFS programs 

achieve their goals. 
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Examples of Pay for Success    

The Massachusetts Pathways to Economic Advancement is a partnership between the 
Commonwealth of Massachusetts, Jewish Vocational Service (JVS), Social Finance, and JFF. 
JVS provides English language classes, integrated with job search assistance and coaching, 
to assist limited English-speaking adults in making successful transitions to employment, 
higher wage jobs, and higher education. The Commonwealth will repay investors only if JVS 
successfully achieves positive outcomes for participants. 
 
Virginia’s FastForward program and Comcast’s Philadelphia Works are interesting variations 
on the PFS model. Under the FastForward model, the state government is effectively in a 
permanent PFS arrangement with its own community college system: the state pays for 
two-thirds of the tuition for non-degree training if the learner completes the course and 
earns the credential (with the learner paying the remaining one-third), but if the credential is 
not earned, then the school and learner must split the cost.65 Under the Philadelphia Works 
program, the local workforce board funds the upfront cost of training, and Comcast (rather 
than the government) promises to pay for training only if learners are hired and retained for six 
months.66 

Evaluating Pay for Success Models 

PFS models provide benefits that are 

similar to outcome-based financing mod-

els. First, the PFS model aligns incentives 

between providers and funders. While 

funders may provide some initial capital to 

support a service provider’s project, the 

provider and funder usually only receive 

full repayment if the intervention has the 

desired impact, with clear and measurable 

metrics identified in the PFS contract and 

verified by the independent evaluator.40

 

PFS also offers governments and 

employers a less risky investment in skills 

training because they do not have to pay 

if the intervention does not achieve its 

desired effect. With an effective “money 

back guarantee,” governments and 

employers are likely to be more willing to 

invest in worker training. 

While the PFS model may offer key 

benefits through its performance-based 

structure, it also presents downsides. The 

complex structure of these partnerships 

can limit scalability, increase costs, and 

make monitoring and evaluation more 

challenging, though new approaches 

to PFS are attempting to address those 

challenges.41 As an emerging model, PFS 

models are generally limited to proven 

interventions, such as those that have 

undergone randomized control trials, 

which allow for a better understanding of 

how outcomes impact particular groups of 

learners or stakeholders. 
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Lifelong learning accounts, also referred to as training accounts or matched 

savings accounts, consolidate and leverage contributions from multiple 

sources to pay for approved education and training offered by qualified 

providers. Workers can make contributions (often pre-tax) at their discretion 

or on a set schedule facilitated by their employer. Employers can also make 

contributions, either as a share of earnings or to match worker contributions. 

Many proposals also require government contributions directly into these 

accounts. A recent Government Accountability Office report convened experts 

that recommended the establishment of lifelong learning accounts to promote 

continuous learning.42 

 

The model is popular internationally: for example, France’s Personal Training 

Account program provides workers with at least 600 euros per year, funded 

with contributions from employers (and from workers themselves if they are 

self-employed). Singapore, Canada, and Scotland also operate lifelong learning 

account programs.43

Worker Contributions

Employer Contributions

Government Contributions

Lifelong Learning 
Account

Education 

Lifelong Learning Accounts  
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Example of Lifelong Learning Accounts   
 
Since 2013, Earn to Learn has been operating a lifelong learning account 
program in Arizona to help learners with low income pay for postsecondary 
education. The organization matches a learner contribution of $500 with an 
8:1 match for a total scholarship of $4,500 per learner. Over the past decade, 
Earn to Learn has served over 2,000 learners with a combination of university, 
public, and philanthropic funding. Multiple bills to create federal lifelong 
learning accounts have also been introduced in the U.S. Congress.67 

Evaluating Lifelong Learning Accounts  

Lifelong learning accounts have the 

potential to radically alter how education 

and workforce training funding is delivered 

to learners. Employer-funded training is 

often focused on skills that are relevant to 

the employee’s current job and may not 

be transferable from job to job, lessening 

the value to the worker. In contrast, lifelong 

learning accounts leverage employer 

contributions in a way that provides 

workers with a wide variety of choices, 

including those that help them shift jobs 

or careers. The portability that these 

accounts offer also allows workers to 

follow a long-term training strategy that 

spans multiple employers, and the training 

account’s user interface can help workers 

choose education programs. 

 

Moreover, the “co-investment” feature 

of lifelong learning accounts—wherein a 

single training investment can be funded 

from a combination of employer, worker, 

and government—holds the potential to 

unlock greater training investment by 

making viable certain investments that 

each individual entity may be unwilling to 

fund on its own. 

 

Though lifelong learning accounts offer the 

potential to expand access to investment 

for individuals’ education and training, they 

also carry potential risks. By placing the 

responsibility for education and training 

on the individual, the utilization of lifelong 

learning accounts may be inaccessible 

to those workers who have faced the 

greatest challenges in the labor market. 

If not designed with adequate support in 

place, those with lower levels of formal 

educational attainment and income may 

not have the experience, resources, or 

connections needed to select the most 

promising training options. Additionally, 

lifelong learning accounts may be costly 

for the government to both operate and 

contribute to. 
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Employer-Provided 
Education

Worker

Government 
Tax Incentive

Tax Revenues

The government can offer financial 

incentives to encourage employers to 

increase their training investments in their 

workers. These incentives may take a 

number of forms. 

 

A levy-grant requires employers to 

contribute to a fund, which is distributed 

back to employers to cover training costs. 

For example, California’s Employment 

Training Panel (ETP) is a levy-grant scheme 

that uses revenues from an employer tax 

to reimburse employers that invest in 

approved training.44 The United Kingdom 

Employer Training Incentives 

operates a similar program, where 

employers pay a 0.5% tax on the amount 

of annual payroll expenses that exceeds 

$3 million, with training expenses going 

specifically toward an apprenticeship 

program.45 France, Italy, Korea, the 

Netherlands, and Poland also use levy-

grant schemes.46

 A levy-exemption applies a tax on 

employers that can be partially or fully 

avoided if the employer provides training. 

For example, the Canadian province 

of Québec charges businesses with at 
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employer investment is that employers are 

unable to capture the full returns on the 

training investment because the benefits 

of training ultimately reside with the 

worker rather than with the employer. As 

a consequence, businesses underinvest in 

their workers. Moreover, businesses may be 

tempted to free-ride training investments 

made by other businesses by poaching their 

already-trained workers. By creating financial 

incentives for training through a levy-grant, 

levy-exemption, or tax incentives, employers 

have an incentive to expand their training 

investments, and less of an incentive to free-

ride off their competitors.

While incentivizing employers to invest in 

their workers can carry significant benefits, 

there are potential downsides. Businesses 

may expand training simply to enjoy the 

benefit of the incentive while paying little 

attention to whether the training is high 

quality and provides relevant skills. Moreover, 

businesses may choose to spend their now 

publicly subsidized training budget on their 

executives and other high-wage workers 

rather than their frontline workers. Finally, the 

incentives may end up subsidizing training 

investments that employers would have done 

anyway, leading to an inefficient use of public 

resources. These incentives should include 

strong quality assurance mechanisms, only 

apply to workers with low and middle wages, 

and attempt to minimize subsidizing pre-

existing training. 

least $2 million in payroll a 1% tax, minus 

their training expenditure.47 In other words, a 

qualifying business would pay nothing if their 

training expenditure equaled at least 1% of 

its payroll. Spain has a similar model, in which 

businesses pay a 0.6% tax on their payroll 

expenses (and employees pay another 0.1%) 

and can be eligible for a credit against that 

tax if they choose to train their employees.48 

Australia, Belgium, and Greece also use levy-

exemptions.49 

 

Tax incentives can be offered to employers 

to partially or fully offset training costs. 

These can be tax credits or deductions 

and can apply to the increase in training or 

the entire cost of training. For example, the 

Aspen Institute’s Future of Work Initiative has 

proposed a tax credit equal to 20% of the 

annual increase in qualified training expenses, 

mirroring the policy design of the popular R&D 

Tax Credit.50 

 

In addition, several states offer tax incentives 

to encourage employer-provided training, 

including Connecticut, Georgia, Kentucky, 

Mississippi, Rhode Island, and Virginia. These 

incentives range between 5% and 50% of 

eligible training expenses. 

Evaluating Employer Training Incentives 

  

Government incentives can play an important 

role in unlocking employer investment in 

worker training. One key obstacle to greater 
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Education Provider Intermediaries Employers

Classroom Learning On-the-Job Training Paid Employment

Learner and Worker Permanent Employment

Financial Payments

Education & Work

Employment-connected training programs couple hiring and training 

workers as an intentional step toward progressing them along a 

career pathway. Learning incorporates both formal education and 

on-the-job training through employment. The program is often jointly 

developed by employers, education providers, and intermediaries, 

such as an apprenticeship intermediary or talent development firm. 

Employers play an important role in either directly or indirectly funding 

the training. An intermediary is not always used, as in the case of an 

Employment Social Enterprise (ESE).

Employment-Connected Training  
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Apprenticeship programs are perhaps the 

most well-known version of employment-

connected training. These programs 

combine on-the-job learning and formal 

classroom or online instruction, providing 

learners with both enhanced skills as well 

as a pathway to well-paying careers.51 

Apprentices are also paid employees, 

giving them a measure of financial security 

as they are acquiring skills.52

 

Apprenticeships are widely prevalent in 

European countries, such as Germany, 

Austria, and Switzerland. While 

apprenticeships are less common in 

the US, registered apprenticeships have 

grown 70% in the last ten years and youth 

apprenticeships have more than doubled.53 

Moreover, while apprenticeships in the 

United States used to be based on a single 

Examples of 
Employment-Connected 
Training   
 
Apprenticeships for America 
was recently launched to foster 
collaboration between intermediaries 
and promote policies that support 
apprenticeship, including a federal 
pay-for-performance pilot.68

 
Revature—a hybrid between a coding 
bootcamp and staffing agency—is 
an example of the HTD approach. 
Revature recruits recent college 
graduates, trains them in a 10-14 
week software development training 
program, provides them minimum 
wage during the training period, and 
staffs them on client projects after 
completing training.69 

employer or involve a trade union (a limiting factor in a country where only 10% of workers are 

union members), intermediaries are emerging to establish apprenticeship programs across multiple 

employers and schools.54 

 

Hire-Train-Deploy (HTD) can provide another example of employment-connected training. 

Under HTD, a company invests heavily in training new hires and then places them with client 

companies. If the client companies then choose to hire the workers permanently—that is, if the 

training succeeded in providing the workers the necessary skills—then the client company’s 

payment effectively reimburses the staffing agency for the training expense. While similar to 

apprenticeships, a key difference is that HTD training is more intensive and is sequenced before 

joining the workplace, whereas apprenticeships largely consist of on-the-job training beginning on 

day one of a program with complimentary classroom instruction.
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Evaluating Employment-Connected 

Training 

 

Both apprenticeships and HTD training 

incorporate innovative finance concepts 

that are also prevalent in other models. 

Training is not only largely free to the 

workers, but the worker is also paid while 

in training, making it both affordable and 

accessible to workers of all backgrounds 

and life situations. Because the workers 

are already employed, they take on less 

risk that the training won’t lead to a job. 

Employer investment in this model is also 

de-risked, both because the employer is 

involved in the design of the training and 

because, in the case of the HTD training 

model, employers get to “try out” the 

workers before they pay for the training 

and are reimbursed if the worker leaves 

prematurely. In both cases, the training 

provider is accountable to the employer 

for the quality of the education. Because 

the investment is de-risked, employers 

may be willing to invest more in worker 

training, and workers may be more likely 

to enroll. Studies show that registered 

apprenticeships provide a positive 

return on investment for employers and 

surveys suggest they find registered 

apprenticeships serve their business 

needs.55

That said, there are several potential 

downsides to this model. The role of 

the employer in dictating the curriculum 

makes it more likely that the training will 

provide workers with firm-specific skills 

rather than general skills that workers 

could use across multiple employers. 

(This is less of a concern for registered 

apprenticeships, which represent roughly 

half of total apprenticeships and must lead 

to an industry-recognized credential.)56 

These training programs may also require 

significant engagement from employers 

and an ability to anticipate their long-term 

skill needs, which makes scaling the model 

difficult. 

 

Additionally, HTDs often include 

employment contracts that can impose 

substantial penalties for workers who 

leave their job within a defined period of 

time, thus limiting the ability of employees 

to quickly advance to a better job. For 

example, Revature’s employment contract 

requires workers to pay substantial 

penalties if they quit their placed job 

within two years.57
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Specifically:  

•	 Policymakers, as well as education, workforce, and economic development agencies at the 

federal, state, and local level, should consider using funding from the workforce system, 

American Rescue Plan, and other sources to establish and expand innovative finance 

programs, such as outcome-based finance (i.e., Pay It Forward programs), lifelong learning 

accounts, pay for success contracts, and employer training incentives. 

•	 Policymakers and regulatory agencies at the federal and state level should clarify the 

regulatory framework of outcome-based finance, especially ISAs. Such a regulatory 

framework should ensure that learners are able to easily understand the cost of outcome-

based financing and compare it to other available financing options.  

•	 Policymakers at the federal, state, and local level should invest in career navigation services 

to help learners choose their education, wraparound services to help learners access and 

complete their education, and data systems that highlight the value of skills and credentials 

in the labor market and reveal the earnings and employment outcomes of education 

providers.58

Opportunities for Stakeholders    
 
Stakeholders should establish bold and responsible innovative finance programs that are coupled 

with rigorous research to build the evidence for what works and what doesn’t. 

Government can play an important role in leveraging public funds, ensuring 
consumer protection, and investing in the broader innovative finance ecosystem. 
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Philanthropies and impact investors can play a vital role to crowd-in private 
investment and expand the knowledge base. 

•	 In this early stage of innovative finance’s development, the cost of private capital is quite 

high. Philanthropic and impact investors can provide affordable capital in the near term, 

allowing innovative finance providers to avoid having to pass along the cost of more 

expensive capital to learners during this developmental phase. As innovative finance 

continues to grow and mature—thanks in part to philanthropic and impact investors’ 

funding—investments will be de-risked and private capital will become cheaper.

•	 Additional research into the upsides, risks, and best practices of innovative finance can 

advance the industry while helping ensure learners are protected and equity is centered. 

While the benefits of research are diffuse, innovative finance providers—especially new 

entrants who have not yet established themselves—may not have the capacity or incentive to 

fund research on their own. Philanthropic and impact investors should fund research about 

innovative finance more generally and work with individual providers to better understand 

how their specific products and services impact learners and equity. 
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Employers can play an important role in testing and funding innovative 
finance approaches. Each approach should target frontline workers and those 
with little postsecondary education, and employers should seek to involve 
local workforce development boards where practical. 

•	 Employers can use innovative finance approaches to invest in their own workers by creating 

lifelong learning accounts for their employees and launching apprenticeship programs. 

•	 Employers can also invest in the broader workforce by establishing Pay for Success 

partnerships with training providers and partnering with other employers to create a 

sectoral training fund that provides tuition-free training in exchange for income contingent 

repayments.

 

•	 Employers can advise innovative finance programs on what kinds of training will be valued in 

the labor market. 

•	 Providers should carefully monitor the impact of the financing and education they offer by 

regularly studying their internal data on learner outcomes and repayment patterns and by 

soliciting learner feedback on their programs. 

•	 When designing outcome-based finance, providers should review existing principles and 

student bill of rights documents, including those drafted by the Aspen Institute, Social 

Finance, and the San Diego Workforce Partnership.59

 

•	 Education providers should report outcomes, disaggregated by gender, race, and ethnicity, 

using a standardized framework.60

 

•	 Providers should partner with researchers to ensure their innovative finance programs are 

designed to produce research, including through robust data collection and experimental 

designs like randomized control trials.  

Education and finance providers can remain leaders in innovative finance 
through continued implementation and evaluation of new models and 
interventions, and ensuring they are designed and operated in a learner- and 
equity-centered way. 
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Including: 

•	 How can an innovative finance fund or program achieve financial sustainability?

 

•	 How do innovative finance approaches change the willingness of government, employers, and 

philanthropy to invest in education and training?

•	 How do innovative finance models impact racial, gender, and economic equity? 

•	 Do innovative finance models—particularly those with explicit outcome data linkages—induce 

quality improvements, and are there specific approaches and conditions that strengthen this 

effect? 

Researchers can improve our understanding and evaluation of the various 
innovative financing models by exploring outstanding research questions. 
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 Conclusion    
 
Our postsecondary education system is not up to the task of truly 

preparing all American workers for the jobs of the future. While the 

innovative finance models mentioned in this report may remain 

important stand-alone solutions, each offers significant potential 

to be the transformational centerpiece of a more bold, equitable, 

affordable, high quality, and universally accessible lifelong learning 

system. 

 

JFF aims to promote new solutions that have an established 

evidence base and the potential to scale to system transformation. 

By planting enough seeds, guiding their growth, cultivating a 

favorable climate, and evaluating the outcomes they yield, we can 

identify solutions that are ripe for adoption, with the ability to 

transform the system and expand economic opportunity for all. 



Appendix: Examples    
The examples below are intended to be illustrative, highlighting the range of programs that exist for 
particular innovative finance models. They each may have distinctive benefits and challenges. 

Partnerships that funds effective social services 
through performance-based contracts​

Pay for Success

Massachusetts: Pathways to 
Economic Advancement

Comcast and Philadelphia Works

Virginia’s FastForward

SkillSource and Northern Virginia 
Workforce Development Board

Veterans CARE

Colorado Opportunity  
Scholarship Initiative

Learning accounts that consolidate and leverage 
contributions from many sources to pay for qualified 
education and training

Lifelong Learning Accounts

Washington Workforce Training 
and Education Coordinating Board: 
Lifelong Learning Accounts

France CPF

Canada Learn$ave

Arizona: Earn to Learn

Maine: Lifelong Learning Accounts

SkillsFuture Singapore 

Skills Development Scotland: 
Individual Training Accounts

Colorado and Utah:  
Future Workforce Now

Student financing that is offered on the basis of a 
program’s or institution’s learners’ outcomes

Income-Contingent Financing�

American Diesel Training Centers

Climb Hire

University of Utah: Invest in U

Better Future Forward

Merit America

Rhode Island Student  
Loan Authority

ARDEO Loan Repayment  
Assistance Programs

Climb Credit

Make School: Expanded Income-
Based Repayment (EIBR)

Degree Insurance

Meritize 

MentorWorks

YearUp

Outcome-Based Financing​

Income-Based Repayment�

Education Insurance�

Merit-Based Lending�

SV Academy

NJ’s Pay It Forward

San Diego Workforce Partnership: 
The Workforce Income Share 
Agreement Fund

Government incentives that encourage employers to 
increase training provided to workers​

Employer Training Incentives

California’s Employment  
Training Panel (ETP)

Revenu Québec:  
Workforce Skills Development  
and Recognition Fund

UK Levy-Grant:  
Apprenticeship Levy

Worker Training Tax Credit

Training programs that combine job training with  
paid employment

Employment-Connected Training

Federation for Advanced 
Manufacturing Education (FAME)

Revature (ESE/Staffing)

Avenica

CareerWise Colorado

FareStart (ESE)

First Step Staffing (ESE/Staffing)

Cloud for Good

Optimum Healthcare IT

BitWise

IBM P-TECH Schools

IBM New Collar  
Apprenticeship Program

https://www.philaworks.org/
https://economicmobilitycorp.org/wp-content/uploads/2018/10/SkillSourceGroup.pdf
https://socialfinance.org/project/veterans-care/
https://www.fastforwardva.org/
https://cdhe.colorado.gov/programs-and-services/cosi-colorado-opportunity-scholarship-initiative
https://www.mass.gov/report/pathways-to-economic-advancement-2016
https://www.skillsfuture.gov.sg/
https://www.wtb.wa.gov/planning-programs/past-workforce-projects/lifelong-learning-accounts/
https://www.srdc.org/media/10161/learnSave_final_EN.pdf
https://earntolearn.org/
https://www.skillsdevelopmentscotland.co.uk/what-we-do/employability-skills/sds-individual-training-accounts/
https://www.nga.org/futureworkforce/pathways/innovate-financing-mechanisms-for-lifelong-learners/
https://www.mainecareercenter.gov/docs/0908_lila_article.pdf
https://www.oecd.org/employment/individualising-training-access-schemes-france-the-compte-personnel-de-formation-personal-training-account-cpf-301041f1-en.htm
https://www.americandieseltraining.com/home
https://www.climbhire.co/
https://isa.utah.edu/
https://www.betterfutureforward.org/
https://www.meritamerica.org/
https://www.risla.com/home-page
https://ardeoeducation.org/
https://climbcredit.com/students
https://www.degreeinsurance.co/
https://www.meritize.com/
https://mentorworks.com/
https://www.yearup.org/
https://sv.academy/
https://www.nj.gov/governor/news/news/562021/20210621b.shtml
https://workforce.org/
https://makeschool.org/mediabook/course-catalog/student-financial-aid-policies/expanded-income-based-repayment-eibr
https://www.revenuquebec.ca/en/businesses/source-deductions-and-employer-contributions/calculating-source-deductions-and-employer-contributions/contribution-to-the-workforce-skills-development-and-recognition-fund/
https://www.gov.uk/guidance/pay-apprenticeship-levy
https://www.aspeninstitute.org/publications/worker-training-tax-credit-promoting-greater-employer-investments-in-the-workforce/
https://etp.ca.gov/
https://fame-usa.com/
https://www.careerwisecolorado.org/en/
https://www.farestart.org/about
https://start.revature.com/
https://avenica.com/
https://firststepstaffing.com/
https://cloud4good.com/
https://optimumhit.com/
https://bitwiseindustries.com/services/apprenticeships/
https://www.ibm.com/impact/initiatives
https://www.ibm.com/blogs/jobs/the-ibm-apprenticeship-program-no-degree-no-problem/
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