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INTRODUCTION: 
the “New Normal”aNd the Big goal

amid these challenging fiscal conditions, lumina 
Foundation for education is launching Productiv-
ity Strategy labs to help states explore ways of 
both saving money and graduating more students.  
officials are facing demands for funding cuts 
that undoubtedly will force tough decisions that 
reshape american higher education.  (For example, 
see “Louisiana’s ‘32% Gap’” Page 8.) 

during past economic slumps, higher education has 
met budget challenges through spending cuts and 
tuition increases.  But the most recent recession was 
an economic earthquake like none since the Great 

depression, with devastation so broad and so deep 
that growth in state revenues could take the better 
part of the decade to recover.  ray Scheppach, ex-
ecutive director of the National Governors associa-
tion, says that states are in retrenchment.  today’s 
seemingly bleak budget environment, Scheppach 
and others assert, is “the new normal.” 

Yet the challenges presented by this dramatically 
altered economic terrain offer opportunity for 
thoughtful alignment of spending with the goals 
of access, quality and improved attainment, which 
would be difficult under usual circumstances. 

economists may be signaling the recession is over, but higher education 
will feel the pain for years to come.  according to the National Con-

ference of State legislatures, states will face more than $60 billion in budget 
shortfalls in 2011 and another $50 billion in 2012.  Federal stimulus programs 
that filled the gap for colleges and universities are winding down, forcing most 
states to confront steep drops in available tax revenues.

the Strategy labs provide “real-time” response 
and peer-based resources to state policymak-
ers desiring to effect policy change to increase 
postsecondary productivity. the labs are staffed 
by several former state officials with experience 
in politics and higher education. they host work-
shops and gatherings, offer funding for travel 

and resources, facilitate collaborations, deliver 
technical assistance, and serve to unify the state 
leaders working on these issues. Strategy labs 
focus on lumina Foundation’s Four Steps to 
Finishing First state productivity agenda.  Initial, 
targeted support will focus on 18 states.

PRODUCTIvITy Strategy labS
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Policymakers and leaders in higher education 
should use this time to refocus the country’s col-
leges and universities on the need to graduate 
more students with existing resources and without 
sacrificing academic quality.  lumina Foundation 
has called for dramatic improvement in college 
attainment; it has established as a national goal 
that by 2025, at least 60 percent of working-age 
americans will have earned high-quality degrees 
or credentials.  this is known as the Big Goal, 
an aggregate total that each state contributes 
toward, and it has been embraced by President 
obama as well as by governors and higher educa-
tion leaders across the country.  (State-by-state 
projections for meeting the Big Goal are offered in 
the table, at right.)  

the challenge is clear.  record numbers of young 
adults are enrolling in colleges or universities; yet 
too often they are leaving without the degrees or 
credentials they will need to secure good lives for 
themselves, their families and those around them.  
as adults, they have difficulty reentering higher 
education.  meanwhile, the country’s workforce is 

starving for workers with the skills, knowledge and 
credentials that only postsecondary education can 
provide.  realizing the american promise for all 
will mean graduating more 21st century students, 
including many from low-income or immigrant 
families and others who are unemployed or un-
deremployed and need further education to keep 
their grip on the middle class.  Yet among devel-
oped countries, the United States is in a three-way 
tie for eighth in college attainment—down from 
fifth in 2001 and third in 1998.

refusing to budge from the existing cost struc-
ture of american higher education will doom the 
attainment agenda to failure.  a business-as-usual 
financing model will effectively guarantee our 
country further declines in attainment.  Colleges 
and universities simply cannot go through their 
usual cost-cutting exercises; to ensure the nation’s 
critical economic and social goals are met, leaders 
of higher education institutions instead must think 
strategically about how the shape of higher educa-
tion must change.

among Strategy lab states receiving stimulus funds, several had to make deep cuts in their higher 
education budgets:

t arizona—9.7 percent t washington—6.2 percent 

t west Virginia—7.6 percent 	 t California—6 percent 

Stimulus money had a significant cushioning effect in the 2010 budget year, raising higher education 
funding levels by more than 5 percentage points in each of nearly 20 states.  among Strategy lab 
states, the stimulus boost was especially noteworthy in:

s montana—18.6 percent s Iowa—11.5 percent 

s ohio—12.5 percent 	 s louisiana—11 percent 

these states will face especially steep funding cliffs in 2011.

Sources: http://www.sheeo.org/finance/shef/SHEF_FY_2009.pdf and http://www.ncsl.org/documents/
fiscal/HigherEdFundingFINAL.pdf

EffECTs of the federal StimuluS
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reachiNg the Big goal
	 	 Current	%	of		 Additional	Degrees	 Additional	 Annual	
	 	 Adults	with	College	 Needed	to	Reach	 Degrees	Needed	 Percentage	
	 	 Degrees	(2008)	 the	Big	Goal	 Annually	 Increase	Needed
	 alabama 31.6 664,131  4,883  7.1%
 alaska 36.3   92,662    681  8.9%
	 Arizona	 34.4	 1,120,884		 8,242		 7.7%
 arkansas 26.5 508,567  3,739  8.3%
	 California	 38.6	 4,745,448		 34,893		 6.7%
	 Colorado	 45.3	 397,973		 2,926		 4.6%
 Connecticut 46.6 249,543  1,835  4.9%
 delaware 37.0 111,623    821  6.3%
 Florida 36.8 2,843,880  20,911  7.0%
 Georgia 36.2 1,346,524  9,901  7.8%
 hawaii 42.3 116,790    859  5.6%
 Idaho 34.8 229,610  1,688  7.2%
 Illinois 40.8 1,273,954  9,367  5.4%
	 Indiana	 33.4	 877,737		 6,454		 6.3%
	 Iowa	 38.8	 305,775		 2,248		 4.1%
 Kansas 40.5 272,085  2,001  5.0%
	 Kentucky	 29.2	 692,515		 5,092		 7.5%
	 Louisiana	 27.0	 756,375		 5,562		 8.2%
 maine 36.8 167,905  1,235  6.5%
	 Maryland	 43.9	 548,409		 4,032		 5.9%
 massachusetts 49.6 362,193  2,663  3.3%
 michigan 35.6 1,322,257  9,722  6.3%
	 Minnesota	 45.0	 457,057		 3,361		 4.7%
	 Mississippi	 29.3	 460,850		 3,389		 7.3%
 missouri 34.9 776,922  5,713  6.1%
	 Montana	 37.6	 112,354		 		826		 6.4%
 Nebraska 40.5 164,124  1,207  4.6%
 Nevada 30.1 575,389  4,231  10.1%
 New hampshire 46.0 114,649    843  4.7%
 New Jersey 44.6 764,904  5,624  6.1%
 New mexico 33.4 258,032  1,897  7.0%
 New York 43.7 1,604,405  11,797  4.4%
 North Carolina 36.9 1,283,782  9,440  7.1%
 North dakota 45.2 42,784  315  3.1%
	 Ohio	 34.9	 1,443,143		 10,611		 6.4%
 oklahoma 31.3 516,906  3,801  6.6%
 oregon 38.6 493,150  3,626  6.8%
	 Pennsylvania	 37.9	 1,394,238		 10,252		 5.5%
 rhode Island 41.4 107,363    789  4.0%
 South Carolina 34.4 619,241  4,553  7.3%
 South dakota 39.4   76,469    562  5.0%
	 Tennessee	 31.3	 991,518		 7,291		 7.9%
	 Texas	 33.3	 3,969,133		 29,185		 8.0%
 Utah 40.2 286,080  2,104  4.5%
 Vermont 43.6 58,161    428  4.4%
 Virginia 43.4 765,755  5,631  5.6%
	 Washington	 42.0	 737,264		 5,421		 5.9%
	 West	Virginia	 25.6	 305,174		 2,244		 7.0%
	 Wisconsin	 38.0	 668,822		 4,918		 6.0%
 wyoming 36.0   61,375    451  5.7%
	 US	 37.9	 37,914,259		 278,781		 6.3%

Source: US Census, National Center for Higher Education Management Systems
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NEW TOOLs 
to helP reaCh the Big goal

toprovide state policymakers with new tools for reaching the Big Goal, lumina 
Foundation commissioned a series of national and state-level student-flow 

and productivity models.  this paper’s recommendations draw from these models 
findings about how many additional graduates are needed, how much this will cost 
and approaches for improving student progression and restructuring costs.

working with the delta Project on 
Postsecondary education Costs, 
Productivity and accountability, the 
National Center for higher education 
management Systems (NChemS) has 
analyzed what it will take to reach the 
Big Goal.  according to its calcula-
tions, colleges and universities across 
the country will need to graduate 
nearly 23 million more students than 
they are on track to graduate at cur-
rent rates and costs.  this no doubt 
seems daunting, but we believe 
it’s achievable.  Iowa, for example, 
needs to graduate just 2,248 more 
students each year to reach the Big 
Goal—this when its enrollment in 
higher education tops 70,000.

NChemS estimates it will cost $33 billion in real 
terms in some combination of new state appro-
priations or tuition increases—beyond funding the 
“base”—to pay for increased attainment.  If net tu-
ition revenues per student remain constant, and the 
increase to meet the Big Goal were to be financed 
exclusively through state appropriations, public 
funding would have to increase in real terms at a 
rate of 2.9 percent per year.  Conversely, if overall 
state appropriations were to remain constant, tuition 
revenue per student would need to grow at a rate of 
4.4 percent per year.  Compare this to the average 
increase in state appropriations of about 1.2 percent 
per year during the past two decades, plus tuition 
increases of more than 4 percent per year, and the 
magnitude of the challenge becomes clear.  any real 
increases in cost per student would make this fund-
ing gap substantially larger.  For example, if costs 
of fringe benefits continue to increase by 2 percent 
per year above the inflation rate, the amount of real 
growth in new money needed to reach the Big Goal 
will increase from $33 billion to $63 billion.

the challenge need not be over-
whelming if potential solutions are 
viewed strategically.  through a 
combination of productivity im-
provements and careful reductions 
in spending, institutions can make 
significant strides toward closing the 
funding gap.  

From the NChemS analysis, how-
ever, it is clear that higher education 
must address cost structures or a lack 
of adequate funding will become 
the excuse for failing to meet the 
educational needs of the future.  to 
help policymakers identify how this 
might be managed within their own 

states, NChemS has created interactive national 
and student-flow and productivity models.  with 
these tools, state policymakers and higher educa-
tion leaders can estimate how some key policy or 
management changes—or combination of chang-
es—will likely affect both costs and the number of 
graduates.  the models are based upon available 
or easily estimated data regarding several major 
cost drivers in higher education, including: ratios 
of full- and part-time faculty to students; student-
to-administrator ratios; average salaries; and the 
cost of employee benefits as a share of salary 
expense.  these models also disaggregate data by 
sector, differentiating between research universi-
ties, comprehensive universities and community 
colleges.

Ultimately, the models aim to foster an environ-
ment of innovation and creativity.  they will help 
states quickly gauge the potential benefits of 
reshaping not only the business side of university 
and college operations but also the delivery of 
instruction and learning opportunities for students. 

National cost to 
meet attainment 
goal:  $33 billion 
by 2025

•  3 percent per 
year annual 
increases in state 
appropriations… 

or

•  4.4 percent 
annual increases 
in tuition
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WORKING sMARTER, 
aNd oFteN with leSS

as state leaders work with the NChemS models, they may find valuable 
  help in Four Steps to Finishing First in Higher Education, the productivity 

agenda developed by lumina.  this series of reports outlines an array of 
approaches to make higher education more cost effective, increase the number 
of students who complete college, and draw adults back into higher education 
to earn the credentials they will need to find good jobs.  (See Four Steps to 
Finishing First, below). 

Four Steps to Finishing First in Higher Education: A Guide for 
State Policymakers defines the four steps and makes the case for 
why states need to make significant changes in how they fund and 
deliver higher education.

sTEP 1: Rewarding Institutions That Focus on Students Complet-
ing Quality Programs, Not Just Attempting Them examines state 
funding models for colleges and universities and profiles approach-
es that reward institutions for outcomes such as graduation rather 
than just inputs such as enrollment or last year’s funding levels.

sTEP 2: Rewarding Students for Completing Courses and 
Degree or Certificate Programs notes that course completion and 
graduation incentives should be focused on students as well as 
institutions, and it highlights promising new work in this area.

sTEP 3: Expanding and Strengthening Lower-Cost, Nontraditional Education Options documents 
the role that nontraditional institutions (e.g., online, competency-based institutions) play in providing 
lower-cost , high-quality pathways to certificates and degrees.

sTEP 4: Investing in Institutions That Demonstrate the Result of Adopting Good Business 
Practices calls on colleges and universities to regularly review their costs; consolidate, outsource or 
eliminate programs and services where necessary; and reinvest cost savings toward increasing student 
completion of high-quality programs. 

fOUR StepS
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to eliminate budget shortfalls, governors, budget 
directors, state higher education executive officers, 
legislative fiscal leaders and college and university 
financial officers inevitably must make tough deci-
sions about tuition, financial aid and academic pro-
grams.  these decisions are painful and often politi-
cal, as leaders juggle competing demands—whether 
from families stretched to make tuition payments 
or universities scrambling to make payroll or bond 
interest payments.  It’s difficult in an environment 
of recurring funding crises to make such decisions 
with strategic intent—that is, with the aim of doing 
as much as possible to preserve and even advance 
goals of educating and graduating more students.

But with a plan and policy in place, Indiana recently 
did just that.  For several years, the state has incre-
mentally overhauled its higher education funding.  
eventually, Indiana will tie the bulk of higher educa-
tion spending to measures of student and institution-
al performance—including data that show how many 
students complete coursework and earn degrees, es-
pecially among 21st century students.  the objective 
is to focus colleges and universities on their specific 
missions and to give them incentives to improve. 

last year, the state took performance funding a step 
further.  In June 2009, facing a 4.1 percent shortfall 
in the state’s operating budget, Gov. mitch daniels 

asked state higher education leaders to distribute 
budget cuts based upon degree- and course-com-
pletion measures, while also taking into account the 
needs of students who typically have not been well 
served by higher education.  the Indiana Commis-
sion for higher education oversaw the reallocation 
of campus-by-campus funds so that better-perform-
ing institutions received smaller budget cuts.  Six 
months later, when the state had to cut an additional 
6 percent, or $150 million, Indiana once again relied 
upon its performance measures to guide decisions. 
Forty percent of the cuts were based on the com-
mission’s performance-based formulas, including the 
degree- and course-completion measures.  Nearly 
60 percent of the mandated cuts were allocated 
using a formula that measured a combination of 
persistence to degree and cost per degree, so that 
less productive institutions faced deeper cuts.  

Indiana’s efforts clearly demonstrate that the prin-
ciples of performance funding can be broadly 
applied in circumstances in which new funding is 
not available.  even when clear data on institutional 
performance are lacking, policymakers should review 
programs facing cuts through the lens of how directly 
such efforts relate to helping more students graduate.

States also should strategically consider how to 
vary tuition to help students—as well as institu-
tions—minimize the time and credits it takes to 
get a degree.  For example, at bachelor’s-granting 
institutions in texas, students are given a $1,000 
rebate if they do not take more than three credit 
hours beyond what their degree programs require.  
additionally, texas requires public colleges and uni-
versities to charge in-state undergraduates the out-
of-state tuition rate when they begin a semester 
with “excessive”—more than 140—course credits.

In Florida, when state budget constraints forced 
cuts in the state’s Bright Futures scholarship pro-
gram, lawmakers used the cuts as an opportunity 
to focus on course and degree completion.  the 
scholarship program stopped funding:

•  Courses from which students withdraw.  requir-
ing students to repay scholarship money for 
dropped courses resulted in tens of thousands of 
fewer “withdrawn” credit hours;

•  Full-time students who don’t finish at least 24 cred-
it hours a year.  Previously, the scholarship program 
only required students to attempt 24 credits; 

•  Students who take more than five years to finish 
their bachelor’s degrees; and,

•  Course credits taken beyond degree-program 
requirements.

tuitioN, StudeNt aid aNd Budget cutS: 
USING FINaNCe to drIVe PerFormaNCe

In simplest terms, productivity in higher education is defined as cost per degree:

Productivity	=	educational	resources	used/degrees	produced

leaders in higher education claim that they’ve become more productive in 
recent years, and by this definition, that’s true—they have produced more 
degrees for every dollar spent. But this “productivity improvement” result-
ed chiefly from recession-related reductions in their spending; colleges and 
universities have not awarded significantly more degrees and credentials. 
that has to change in order to make the United States competitive globally. 

In order to meet the Big Goal of raising college attainment rates to at least 
60 percent, “productivity improvement” must consist of the following:

• a substantial increase in the number of degrees and certificates produced,

• at lower costs per degree awarded,

• without sacrificing the goals of access and equity,

• while maintaining (and even improving) quality.

BOTTOM	LINe:	Productivity improves when 1) unit costs are reduced, 2) 
the proportion of students completing degrees increase, 3) or the produc-
tion function itself (e.g., credits or time to the degree) is changed to lower 
the costs per degree. 

how to defiNe PRODUCTIvITy
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Strategic cuttiNg: 
how to trIm the BUSINeSS SIde—aNd reaCh “the BIG Goal”
even after three straight years of cutting college 
and university budgets to make up for declines in 
state support arising from much-lower-than-expect-
ed tax collections, states are still scouring for cost 
savings.  the NChemS modeling tools offer poli-
cymakers an opportunity to break with traditional 
cost-cutting strategies and to adopt business prac-
tices that restructure costs of delivering education.  
Using the tools, they can create budget scenarios 
that estimate likely effects of changing some key 
drivers of higher education costs, including:

Payroll.  most of higher education’s costs stem 
from compensation for faculty and staff.  Colleges 
and universities should reduce nonessential admin-
istrative and staff positions and change the faculty 
structure to better deploy personnel (e.g., increase 
teaching loads in research institutions, rely more 
on junior faculty or part-time adjuncts).

according to the NChemS cost model, increasing	
student-faculty	ratios	by	10	percent	nationally	
would	reduce	costs	by	almost	$10	billion	over	
the	next	15	years—covering	almost	a	third	of	
the	investment	needed	to	meet	the	60	percent	
attainment	goal	by	2025.		In	addition,	reducing	
the	amount	spent	on	instructional	salaries	by	10	
percent	would	eliminate	nearly	11	percent	of	
the	estimated	additional	cost	of	meeting	the	Big	
Goal.		lumina also believes better use of technol-
ogy in academic instruction holds potential for 
even greater savings.

many institutions have reduced personnel through 
attrition, hiring slowdowns and the use of part-time 
faculty.  Some colleges and universities also are 
outsourcing functions that are not central to their 
academic missions—typically food and custodial 
services or operations of campus bookstores and 
dormitories. 

employee benefits.  often generous in compari-
son with private-sector and government benefits, 
these are placing great stress on higher educa-
tion budgets.  rapidly rising health care costs and 
unfunded obligations of defined-benefit retirement 
plans have forced some institutions to reduce 
benefits, increase the share of costs that employees 
pay, limit options for types of benefits and funda-
mentally alter retirement plans.  the University of 
Nebraska and the University of maine are among 
institutions that have addressed this problem 
directly.  they have initiated two-tier systems that 

maintain commitments to current and retired 
employees while offering less-costly benefits pack-
ages to newly hired workers.  NChemS estimates 
a	10-percent	reduction	in	benefits	expenses	
could	net	7	percent	of	the	additional	invest-
ment	needed	to	reach	the	Big	Goal.		If benefits 
growth is not curtailed, however, the amount of 
new funding needed to meet the attainment goal 
nearly doubles.  tuition increases of 4 percent to 6 
percent per year would be required just to pay for 
increases in employee benefits.  this estimate does 
not include new money for hiring additional faculty, 
making new investments or increasing financial aid.

consumables.  data aren’t available for NChemS 
to analyze spending on consumables such as of-
fice and lab supplies and energy.  But such items 
clearly are another big cost driver.  many states 
and higher education systems have netted savings 
through group purchasing.  the University System 
of maryland has saved millions through group 
purchases of energy.  Colleges and universities in 
ohio have boosted their buying power by partner-
ing with K-12 schools and local governments.  the 
midwestern higher education Compact arranges 
collective purchase of many items, including 
property insurance, for which a large pool of buy-
ers can be leveraged to lower costs.  mheC also 
is exploring the potential for savings in student 
health insurance, bulk purchasing through drug 
formularies for faculty and staff health insurance 
plans and large purchases of energy-efficient 
fixtures and lighting.

Colleges and universities also must reengineer 
and centralize administrative functions.  ohio has 
established a statewide efficiency council to pro-
mote and share best practices with every public 
campus.  the state also aims to combine “back-
office” functions, widen membership in joint 
purchasing pools and implement e-procurement. 
ohio might also implement a common technology 
platform.  Savings generated from these efforts 
could exceed $100 million.

a University of North Carolina at Chapel hill audit 
last year found that administrative expense had 
grown much faster than spending on academics.  
recommendations projected to save more than 
$150 million called for the university to flatten its or-
ganizational structure and to centralize procurement 
operations and information-technology functions.
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admiNiStrative reform:
reeNGINeerING the aCademY
during periods of relative abundance, the academ-
ic enterprise grew and grew, often without focus 
or discipline.  Institutions chasing prestige and rev-
enue expanded services and activities of all kinds.  
It is past time for carefully considered pruning.  

the NChemS analysis suggests that many in-
stitutions would do well to find savings through 
strategic restructuring of the curriculum, beginning 
with required general education courses.  a good 
first step: Compile data on course-taking, and 
then eliminate courses that relatively few students 
sign up for.  In the long run, colleges and universi-
ties should aim to construct focused academic 
programs that offer clear pathways for students 
to earn degrees.  this can improve retention and 
completion.  researchers have found that students 
get tangled up when there are too many course 
choices; lacking guidance, they take too many 
nonessential courses and prolong the time it takes 
to get a degree. 

according to NChemS calculations, a	10-percent	
reduction	in	the	number	of	excess	credits	ac-
cumulated	by	students	on	their	way	to	a	degree	
would	net	savings	equivalent	to	nearly	25	
percent	of	the	additional	investment	needed	to	
reach	the	Big	Goal.

Institutions also must break with the past and 
differentiate between sectors as they allocate fund-
ing, giving priority to programs and units directly 
related to increasing numbers of college graduates.  
they must invest in efforts that increase access as 
well as programs closely tied to workforce needs.

the NChemS models can’t estimate the effects 
of all types of academic restructuring, but several 
initiatives by states and institutions suggest the 
following can simultaneously ease the pressure of 
future costs and improve degree productivity:  

Jointly	deliver	small	majors	with	other	institutions.		
North dakota’s community colleges offer a joint 
nursing program on a rotating basis throughout the 
state.  Institutions in ohio and New York have similar 
collaborations, and North dakota and oklahoma 
encourage such efforts through incentive funding.

Pare	the	menu	of	extracurricular	activities	to 
the affordable few that directly involve the largest 
number of students and convincingly reflect the 
mission of the institution; eliminate general-fund 
subsidies for the remainder.  the University of New 
orleans recently made this move, dropping its ath-
letics program from division I to division III.  other 
institutions also have dropped sports programs and 
invested the savings in graduating more students. 

State leaders in louisiana are studying lumina’s 
Four Steps to Finishing First in Higher Education 
productivity agenda as a road map for maintain-
ing an efficient, high-quality education system 
in response to the prospect of a dramatic loss 
of state taxpayer support.  the louisiana Com-
munity and technical College System has been 
asked to eliminate 32 percent of its state support 
from the 2012 budget, and President Joe may 
and other system leaders are responding with 
a sweeping plan to rethink services and instruc-
tional delivery so the system can still meet plans 
to enroll 100,000 more students by 2015—enroll-
ment one-third higher than projected for 2012.  
the draft plan does not close campuses, limit 

student access or remove educational services 
from any community—moves that would limit op-
portunity for louisiana residents at a time of high 
unemployment.  rather, may and his colleagues 
are exploring a strategic restructuring of the 
system’s operating budget.  Key provisions of the 
draft plan aim to: 1) reduce administrative costs, 
2) consolidate academic and operational services, 
3) eliminate high-cost, low-performing programs 
or seek private-sector support for their operation, 
4) align tuition with market demand, 5) restructure 
tuition and fees to streamline course taking and 
encourage completion, and 6) increase the use of 
technology in delivering instruction.

louiSiaNa’S “32% Gap”
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CONCLUsION: 
the ImPeratIVe for chaNge

ACKNOWLEDGEMENTs

after centuries of excellence and decades of cyclical recessions, higher 
   education has developed some bad habits.  when facing budget 

shortfalls, colleges and universities have not always adequately addressed 
underlying cost drivers and have instead pursued short-term solutions.  today, 
the need for fundamental changes is inescapable.  the demand for highly 
skilled workers is unavoidable, the economic effects of a better-educated nation 
unequivocal—the United States needs more college-educated workers than ever. 

a half century ago, higher education helped transform america’s world war II 
fighting force into a powerful labor force.  In unpredicted and unprecedented 
ways, colleges and universities expanded and met the challenge of educating 
millions of returning GIs.  they responded with heart and innovation.  today, 
higher education faces another challenge.  the road ahead can become a deep 
plunge into a fiscal morass, a financing disaster that results in severely limited 
opportunity—or it can become an invigorating time of innovation, strategic 
cutting and reinvestment, with a laser focus on student completion.  through 
your leadership, we can work together to reinvent higher education and ensure 
continued progress toward the Big Goal.

lumina Foundation for education would like to acknowledge the following contributors:

•  dennis Jones and Patrick Kelly, National Center for higher education management Systems

•  donna desrochers and Jane wellman, delta Project on Postsecondary education Costs, Productivity and 
accountability

•  Kristin Conklin, hCm Strategists

The views expressed in this report, including any errors or omissions, are solely those of Lumina Foundation.
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APPENDIx A: 
a guide to Student-flow and Productivity models

National projections suggest that these degree-at-
tainment goals and their funding requirements are 
quite large.  as a result, policymakers at first glance 
often view the 60-percent target as unreachable.  
But looking at strategies to both increase degree 
attainment and fund efforts to produce new gradu-
ates, it’s clear that a combination of educational 
and investment practices can help states succeed. 

reaching the Big Goal will require efforts to both 
cut spending and increase efficiencies in the 
delivery of student learning.  the two dashboards 
include the following interactive drivers: 

daShBoard: Closing the degree Gap
(these measures of student progression help trans-
late college access into attainment across higher 
education sectors.) 

•  high school graduation rates.

•  rates of students going directly from high school 
into college.

•  rates of adults between the ages of 20 and 39 
who are enrolled in higher education but who did 
not enter college immediately out of high school.

•  College completion rates.  these are under-
graduate credentials awarded per 100 full-time 
equivalent undergraduates.  the figures are bro-
ken down by sector—public research universities, 
public bachelor’s- and master’s-granting institu-
tions, public two-year institutions and private 
nonprofit and for-profit institutions. 

•  alternative enrollment patterns.  an example: an 
effort to increase college access and, ultimately, 
degree attainment by giving students more—or 
less—access to community colleges rather than 
research universities or private institutions. 

daShBoard: Strategies for reducing 
Budget Gap
•  Student-faculty ratios.  lower student-faculty 

ratios cost more; higher ratios reduce costs.  the 
effect on quality is not always clear. 

•  Instructional salaries per Fte student. 

•  administrative expenditures per Fte student.

•  Student-services expenditures per Fte student.

•  employee benefits per Fte student.  (the mod-
els handle these separately from salary expense; 
estimates of salary savings are based only on 
cash compensation and do not include benefits.) 

•  tuition revenues.  (these are net revenues real-
ized after financial aid and discounting.) 

•  tuition discounting per Fte student. 

•  State and local revenues.

•  Credit hours earned toward degrees.  these esti-
mates are based on average costs across degree 
levels and disciplines.

the models are derived from publicly available re-
sources produced by such federal agencies as the 
U.S. Census Bureau and the National Center for 
education Statistics. descriptions of the variables 
and their sources, as well as major assumptions, 
are included in this appendix.

oPeratiNg the modelS

the state models, created in microsoft excel, are 
built into a PowerPoint slide.  to run them, your 
computer must be equipped with a recent version 
of adobe Flash.  (Note: adobe Flash is available 
for free download at http://www.adobe.com/cfu-
sion/search/index.cfm?term=flash+download&sit

with support from lumina Foundation for education, the National Center 
for higher education management Systems—working with the delta 

Project on Postsecondary Costs, Productivity and accountability—has developed 
national and state-by-state models for calculating the number of additional 
college graduates needed to meet the Big Goal.  these models, which can 
be accessed on collegeproductivity.org, have two interactive dashboards: one 
to gauge the performance needed from each state’s system of postsecondary 
education to meet the college-attainment target of 60 percent, and one to 
assess strategies of paying for increased attainment.
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APPENDIx B: 
how the model can help you target opportunities
the following charts and tables are provided to help you use the models:

eSection=downloads.)  when you click on the file 
to open the model, the slide will appear blank.  to 
activate the content, go to the “View” pull-down 
menu and click on “Slide Show,” then “enable.” 

the slide features tabs near the top for each of the 
two dashboards: “Closing the degree Gap” and 
“Strategies for reducing Budget Gap.”  Because 
the slide is interactive, you can test how vari-
ous policy options affect 1) student progression 
to degrees and credentials and 2) the estimated 
spending needed to produce these outcomes at 
current and other levels.

ChANGING	ASSUMPTIONS:	You can change 
assumptions in the two dashboards by clicking on 
and adjusting the red and green “levers” on the 
sliding scales.  For example, you can investigate 
strategies for increasing student participation 
and completion, or test the potential effects of 
cutting costs tied to specific strategies for graduat-
ing more students with high-quality degrees and 
credentials.  there are several default conditions in 
the baseline model, including:

•  either a projected reduction or increase in the 
number of degrees produced by 2025.  the 
models include projections of high school gradu-
ates from the western Interstate Commission for 

higher education and projections of enrollment 
among adults 20 to 39 years old.  these two 
populations represent the majority of students 
who in the future will enroll in postsecondary 
education.  States projected to lose residents 
will generate fewer graduates by 2025 at current 
graduation rates; states projected to gain resi-
dents will generate more. 

•  an increasing gap between needed and antici-
pated revenues to deliver public higher educa-
tion.  the model includes 2 percent real annual 
increases in employee benefits, a conservative 
estimate based upon past trends.

•  the default position for each lever reflects the 
states’ current values for each measure.  on the 
“degree Gap” dashboard, reference markers 
(thick black lines on the sliding scales) show the 
average performance of the top three states for 
each student-progression measure; on the “Bud-
get Gap” dashboard, and the markers illustrate 
the 25th and 75th percentiles among states for 
the cost and revenue measures.  these should 
help keep your exercise within the bounds of 
reality, because it’s often difficult to improve 
performance or reduce costs beyond the levels 
of best-performing states.

1.  the first set of tables (Pages 12-15) provides an 
“at a glance” reference for the student progres-
sion rates or cost drivers for which states have the 
most room to reduce funding gaps while main-
taining or improving performance.  For each mea-
sure, the tables indicate whether a state is in the 
bottom quartile nationwide in performance, the 

top quartile in costs, or the bottom quartile in rev-
enues.  these are all strong indications of whether 
improvements in performance, reductions in 
costs, or increases in revenues are possible. 

2.  the final page (16) describe the calculations for 
each measure and the sources for the data used.



where StateS Should focuS for imProved PerformaNce
(Based on their relative Position to other States, X = the top Quartile in Costs and Bottom Quartile in revenues

	 	 	 	 	 	Undergraduate	Credentials	Awarded	per	10	FTe	Undergraduates

 State high School  College-Going Participation  Public Public Private 
  Graduation rate directly rate of 20 to  Public research Bachelor’s and two-Year Non-profit 
  rate out of high 30 Year olds  masters  and For Profit 
   School     
 alabama X  X X X  X

 alaska X X X X X  X

 arizona  X   X  X

 arkansas  X X X X  X

 California X X X   X

 Colorado
 Connecticut   X   X 

 delaware   X

 Florida X

 Georgia X    X  X

 hawaii   X

 Idaho  X   X  X

 Illinois
 Indiana      X

 Iowa       X

 Kansas
 Kentucky
 louisiana X   X X  X

 maine   X

 maryland      X X

 massachusetts   X  X

 michigan
 minnesota 
 mississippi X   X

 missouri  X   X

 montana    X   X

 Nebraska
 Nevada X X  X X X

 New hampshire   X

 New Jersey    X  X

 New mexico X   X

 New York X  X

 North Carolina X      X

 North dakota    X

 ohio     X

 oklahoma
 oregon  X    X

 Pennsylvania      X

 rhode Island  X  X  X

 South Carolina X      X

 South dakota     X 

 tennessee    X X X

 texas X X    X

 Utah  X

 Vermont  X X   X 

 Virginia      X

 washington  X X 

 west Virginia    X   X

 wisconsin
 wyoming     X
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where StateS Should focuS effortS for reduciNg coStS  
or geNeratiNg reveNueS

(Based on their relative Position to other States, X = the top Quartile in Costs and Bottom Quartile in revenues

	 	 	 	 																						Public	Research	Institutions	

 State Student/  Instructional administrative Student Support employee tuition tuition State and local 
  Faculty ratio  Salaries per expenditures expenditures Benefits per revenues discounting appropriations 
   Fte Student per Fte  per Fte Student Fte Student per Fte per Fte per Fte 
    Student   Student Student Student
 alabama   X X

 alaska X X X X X X 

 arizona      
 arkansas      X

 California  X  X   X

 Colorado X       X

 Connecticut  X X X X  X

 delaware  X X  X  X X

 Florida      X

 Georgia      X

 hawaii X X  X X

 Idaho      X

 Illinois    X

 Indiana
 Iowa X   X   X

 Kansas
 Kentucky X X X X X  X

 louisiana      X

 maine    X   X

 maryland X  X    X

 massachusetts
 michigan   X  X  X

 minnesota X X X X X  X

 mississippi
 missouri X      X

 montana        X

 Nebraska      X X

 Nevada
 New hampshire       X X

 New Jersey  X X

 New mexico      X

 New York   X  X X

 North Carolina  X

 North dakota        X

 ohio       X X

 oklahoma
 oregon        X

 Pennsylvania X X X X X   X

 rhode Island        X

 South Carolina
 South dakota      X  X

 tennessee  X

 texas        X

 Utah X    X X

 Vermont X X X X X  X X

 Virginia
 washington X X X X X  

 west Virginia        X

 wisconsin 
 wyoming X     X
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where StateS Should focuS effortS for reduciNg coStS  
or geNeratiNg reveNueS

(Based on their relative Position to other States, X = the top Quartile in Costs and Bottom Quartile in revenues

	 	 	 	 															Public	Bachelor’s	and	Masters	Institutions	

 State Student/  Instructional administrative Student Support employee tuition tuition State and local 
  Faculty ratio  Salaries per expenditures expenditures Benefits per revenues discounting appropriations 
   Fte Student per Fte  per Fte Student Fte Student per Fte per Fte per Fte 
    Student   Student Student Student
 alabama       
 alaska X X  X X 

 arizona      
 arkansas      X X

 California      
 Colorado  X X X    X

 Connecticut X X X X X

 delaware X X X X X  X

 Florida      X X

 Georgia      X

 hawaii X X X X X X

 Idaho 
 Illinois  X  X

 Indiana        
 Iowa 
 Kansas 
 Kentucky       X

 louisiana      X

 maine X   X X

 maryland  X X X X   X

 massachusetts    X

 michigan       X X

 minnesota        X

 mississippi   X X  X X

 missouri       X

 montana X   X X  X

 Nebraska      X X

 Nevada X  X   X

 New hampshire X X  X X  X X

 New Jersey X X X

 New mexico X X X  X X

 New York  X X  X

 North Carolina  X X

 North dakota X

 ohio        X

 oklahoma      X

 oregon     X

 Pennsylvania        X

 rhode Island 
 South Carolina        X

 South dakota       X X

 tennessee        X

 texas      X

 Utah      X  X

 Vermont X  X  X   X

 Virginia
 washington       X

 west Virginia X     X  X

 wisconsin        X

 wyoming 
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where StateS Should focuS effortS for reduciNg coStS  
or geNeratiNg reveNueS

(Based on their relative Position to other States, X = the top Quartile in Costs and Bottom Quartile in revenues

                          Public	Two-Year	Institutions	

 State Student/  Instructional administrative Student Support employee tuition tuition State and local 
  Faculty ratio  Salaries per expenditures expenditures Benefits per revenues discounting appropriations 
   Fte Student per Fte  per Fte Student Fte Student per Fte per Fte per Fte 
    Student   Student Student Student
 alabama       X

 alaska X X X X X X X

 arizona      X

 arkansas
 California      X

 Colorado        X

 Connecticut    X X  X

 delaware X  X X

 Florida        X

 Georgia
 hawaii  X  X X

 Idaho X  X X X  X

 Illinois      X

 Indiana        X

 Iowa        X

 Kansas   X X  X X

 Kentucky X    X X X

 louisiana   X  X

 maine X    X

 maryland X X X X   X

 massachusetts   X X

 michigan    X

 minnesota    X

 mississippi  X

 missouri        X

 montana X   X   X

 Nebraska      X

 Nevada      X

 New hampshire X X X     X

 New Jersey        X

 New mexico      X

 New York  X X  X

 North Carolina X X    X

 North dakota X X X    X

 ohio
 oklahoma
 oregon  X  X X

 Pennsylvania X       X

 rhode Island  X X  X

 South Carolina        X

 South dakota   X     X

 tennessee
 texas      X

 Utah     X

 Vermont X   X    X

 Virginia        X

 washington  X     X

 west Virginia       X X

 wisconsin X X X  X

 wyoming  X X X X X X
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model calculatioNS aNd data SoruceS
MODeL	ASSUMPTIONS

 (1)  the model assumes linear progress toward all 2025 goals/targets - incremental improvements rather than all at once. 

 (2)  all increases and reductions in expenditures and revenues by 2025 are in current dollars — no inflation taken into account.

 (3)  Included in the model are projections of high school graduates and young adults aged 20 to 39 to the year 2025. this leads to 
declines in degree production (at current levels of performance) in states that have projected declines in population — and vise-
versa.

 (4)  a 2 percent annual increase in benefits costs is included in the model (in current dollars). this is approximately the rate of 
increase over and above inflation experienced in the last decade (conservatively).

 measure calculation Source

cloSiNg the gaP meaSureS

 College attainment of  Percent of 25 to 64 Year olds with associate degrees U.S. Census Bureau, 2008 
 25 to 64 Year olds and higher american Community Survey

 high School Graduation rate high school graduates as a percent of 9th graders four  NCeS, Common Core data 
  years earlier 

 College-Going rate directly  Fall first-time students directly out of high school NCeS, Common Core data and 
 out of high School (within the past year) as a percent of recent high school  IPedS Fall residency and 
  graduate (the previous spring) migration Survey

 Participation rate of 20 to 39  Fall first-time students not directly out of high school NCeS, IPedS Fall residency and 
 Year olds as a percentage of 20 to 39 year olds migration Survey; U.S. Census 
   Bureau Population estimates

 Undergraduate Credentials  Undergraduate credentials (certificates, associates, and NCeS, IPedS Completions 
 awarded per 100 Fte  bachelor’s) awarded per 100 full-time equivalent and enrollment Surveys 
 Undergraduates  undergraduates 

StrategieS for reduciNg the Budget gaP meaSureS

 Student/Faculty ratio Number of Students per Faculty member: total Fte  NCeS, IPedS enrollment 
  students / total Fte faculty (full-time plus 1/2 part-time)  and Fall Staff Surveys

 Instructional Salaries per  total instructional salary outlay / total Fte Students NCeS, IPedS Fall enrollment  
 Fte Student  Survey

 administration expenditures  the Costs of running the Institution: (institutional NCeS, IPedS Finance and 
 per Fte expenditures + plant operation and maintenance  enrollment Surveys 
  expenditures) per Fte student

 Student Service expenditures  the Non-Instructional Costs of Serving Students: NCeS, IPedS Finance and 
 per Fte (student services expenditures + academic support  enrollment Surveys 
  expenditures) per Fte student 

 employee Benefits per Fte employee benefits for all faculty and staff per Fte student NCeS, IPedS Finance and  
   enrollment Surveys

 Percentage tuition Increase  Percentage increase in net tuition revenues per NCeS, IPedS Finance and 
 per Student by 2025 Fte student enrollment Surveys

 tuition discounting per Fte Non-Need-Based tuition discounting: (Gross tuition  NCeS, IPedS Finance and 
  revenues minus net tuition revenues per Fte student) / 2.  enrollment Surveys 
  this assumes that half of the discounting is based on need

 annual Increase in State and  Percentage increase in state and local revenues NCeS, IPedS Finance Survey 
 local revenues (unrestricted - not restricted for research, agriculture, etc.) 

 reduction in Credit hours  reduction in the number of credit hours students earn NCeS, IPedS enrollment Survey 
 to degree toward an associates degree at two-year colleges and   
  a bachelors 
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Strategically cut costs
•  reduce the cost of borrowing by renegotiating 

interest rates on bonds.  In the current environ-
ment, states can achieve greater savings in some 
instances by refinancing rather than reducing 
program spending.

•  Undertake energy-saving projects that will yield 
future returns.

•  eliminate faculty and staff tuition-waiver pro-
grams.  this is a major employee benefit that 
does not show up in most cost analyses; cutting 
it could lead to significant savings.

•  eliminate subsidies for intercollegiate athletics.  
Knight Commission on Intercollegiate athletics 
research indicates that subsidies for athletics are 
increasing significantly faster than spending on 
academics. 

improve Performance
•  Change the program or discipline mix to consol-

idate programs in lower-cost areas such as the hu-
manities and social sciences.  National data don’t 
allow us to model the savings from this restructur-

ing, but research consistently indicates the mix of 
disciplines offered—more than mission or degree 
structure—heavily influences instructional costs. 

•  Consolidate low-performing programs, based on 
their enrollments or graduate output. 

•  reduce course offerings.  Simplifying and re-
configuring curriculum can help students better 
navigate their way toward degrees, an option 
that may increase the number of college gradu-
ates even as spending is reduced.  

Reinvest	in	Transformative	Change
•  require that half of new tenure-track faculty 

members are hired at a level no higher than as-
sociate professor. 

•  Create alternative faculty career paths for 
teaching-centered promotions.

•  redesign core curriculum to focus on student-
learning outcomes rather than “seat time” and 
the accumulation of credit hours. 

•  Increase workplace-centered, accelerated, and 
online learning opportunities.
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APPENDIx C: 
additional opportunities for Productivity Increases

the models are restricted to the measures for which there are reasonable data 
from reliable sources.  Some alternative strategies that cannot be effectively 

modeled are likely to arise in discussions about productivity.  these include:
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Framing the productivity agenda 

These policy briefs have been prepared to set the context for Lumina Foundation’s convening on 

productivity, with the goal of helping state and institutional leaders develop the concepts, language, 

metrics, and leadership strategies necessary to improving institutional performance. The productivity 

agenda will require a deep cultural change in higher education – from improving the ways that teaching 

and learning are conceptualized and outcomes are measured, to paying much more attention to the 

intersection of teaching and learning with resources. Leaders will need to be properly equipped to 

manage this agenda – beginning with better tools for using scenario forecasting to frame options and 

strategies and to implement solutions. They also will need to attend to the documentation and 

communication of the work, through explicit focus on accountability strategies to connect the work to 

multiple stakeholders who need to support it.  

The first paper (“Accountability for Productivity”) frames the analytics for productivity: including 

examples of the types of steps that will make it happen through strategic reductions in costs, academic 

program realignment, improvements in efficiency of degree production, and reinvestments in high-

impact innovations. The second paper ( “The Case for Productivity Improvement”) speaks to the  

strategies that address goals, audience, metrics and communication. Productivity gains in higher 

education won’t be made just by improving cost effectiveness or even performance. They need to be 

documented, communicated, and integrated into a strategic agenda to increase attainment. This 

requires special attention to accountability for productivity, meaning public presentation and 
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communication of evidence about productivity that relates it to the public agenda for higher education. 

If past is prologue, this is easier said than done. But offering data that are disconnected from public 

goals is data reporting, not cost or productivity reporting, and not accountability. More important, even 

if performance is improved, without accountability the work will be invisible. It won’t be strategic or 

help to build capacity in the kind of higher education leadership so essential to stability and to 

performance.  

Changing bad habits 

Higher education and state government share culpability for fiscal habits that focus on revenues and 

budget balancing rather than on spending and outcomes. Changing this equation to value improvements 

in productivity will force changes in 

deeply embedded habits both within 

the institutions and in public policy. It 

will require a strategic approach to 

tackling the issues that need to be 

connected to create sustaining change: 

decision making; stakeholder 

perceptions and values; data; and 

communication. History shows us that 

efforts to address productivity that 

lodge on just one or even two of these 

are likely to be scatter-shot and short-lived.  

 

 

Decision making

Data and metrics 

Communication

Perceptions and 
values 
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Decision making 

Productivity goals and performance need to be a regular part of 

fiscal decision making, incorporated into funding models and 

allocation formulas. That means that spending information, 

cost management targets and reinvestment priorities have to 

be visibly related to spending decisions. Currently most fund 

allocations are driven by base budget figures, occasionally 

adjusted for enrollments and sometimes for change in costs by 

program or discipline area. This is true both within institutions 

and within state budgets. If there are cost figures, they are of 

elements within the spending menu, such as average faculty 

salaries or student tuitions. This is beginning to change, with a 

new emphasis in several states and systems on efficiency and 

effectiveness. But most institutions and states remain captive 

to the annual budget balancing act, beginning with the 

calculation of the “base” budget, with increases for inflation 

and for enrollment.  

Multiple stakeholder perceptions – reflecting different values 

and priorities 

The “great recession” has brought a new level of awareness to 

the college cost problem, and to the need to do something to 

manage the “new normal.” Despite that, different stakeholders 

 

Glossary 

 Accountability: The public presentation and 
communication of evidence in relation to 
goals that reflect a public agenda. Unlike 
some types of accountability systems, which 
are aimed primarily at informing consumer 
(student) behavior, the main audiences for 
measures of productivity are public policy and 
institutional decision makers.  

Productivity: Reduction in the costs of 
outcomes with no change in inputs. In higher 
education, this translates to reductions in the 
cost to produce a degree without reducing 
learning outcomes or increasing admissions 
selectivity. Productivity improvements occur 
when unit costs are reduced; the proportion 
of students completing degrees increases, or 
the production function itself (e.g., credits 
required to the degree) is reduced.  

Costs: Institutional spending, and not student 
tuition and fees, or student living expenses, 
typically measured in costs per student.  

Cost reductions: Permanent structural 
reductions in costs, as contrasted to one-time 
budget cuts. For instance, reducing spending 
on utilities by conserving on energy is a cost 
reduction. Increasing the age when 
employees qualify for full retirement benefits 
is a cost reduction.  

Cost shifting. A shift in revenue sources, 
rather than a reduction in spending.  
Increasing tuitions to offset revenues losses 
from state budget cuts is a cost shift; prices go 
up, but costs are the same.  

 

 



Accountability for Productivity Improvement 
 

 Page 4 of 10 

perceive the “cost” and productivity problem very differently. This makes it difficult to craft a strategic 

plan to address costs and increase productivity, because of fundamental disagreement about the 

wisdom of any such effort.   

• Public policy makers – governors, legislators, and budget analysts – believe that institutions can 

increase performance by reducing spending and focusing resources on core purposes. They 

value efficiency and effectiveness, and believe that higher education has been unwilling to 

address the need for better stewardship of resources as other state agencies have been forced 

to do. Their goal for increasing productivity is to control the rate of increases in tuition, without 

hurting access.  

• The public believes that higher education is necessary to get ahead in the world, and want it for 

their children and for themselves if they need it. They think that a college education is becoming 

less accessible because of rising tuition and greater admissions competition, because institutions 

put a higher value on maintaining the status quo than on helping students get to and through 

college. They want to see tuition controlled, and want to see more opportunities for college 

enrollment and completion.  

• College presidents are caught between faculty members and different publics, and feel great 

pressure to accommodate demand despite diminished state and local appropriations. They think 

funding for higher education is being crowded out because of spending on health care and 

prisons, spending they don’t see paying off in investment value to the future of the country or 

the state. They want to change the public agenda for higher education, to refocus on the public 

payoff from investments in college, and to return to increases in state funding.  

• Faculty members – like many legislators – think that administrative spending is out of control, 

but unlike legislators, think that costs cannot be cut without sacrificing quality. Many among 

them believe that local administrators could do more to find money to avoid budget cuts, by 

tapping reserves or using non-state revenues. If reductions in the academic program are 

needed, their preference is to get rid of spending on remedial education, which they consider an 

inappropriate function for higher education. Many are also critical of the leadership of their 

boards and presidents, who they see as politically ineffective and unwilling to speak up to 

demand more revenues. 
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Like the proverbial blind men and the elephant, none of these stakeholders has it entirely “wrong.” 

Each of these perceptions contains an element of truth. While some of the views can be debunked 

with more cost transparency (remedial education is a profit center in many institutions, and most 

budget reserves really can’t be spent), better communication won’t address basic disagreements 

about institutional priorities. The level of contentiousness over institutional direction is harming 

morale and siphoning energy needed for the hard work of increasing student success.  Presidents 

and governing boards can’t steer the institutions with this much tension between their primary 

benefactors and their professors. To navigate the changes ahead, they need better transparency 

about costs and subsidies, to show where the money comes from and where it goes, and a multi-

year strategic spending plan that incorporates regular attention to making new investments through 

cost reduction. And they need to build accountability systems that address the multiple goals for 

productivity: spending reductions, reduced pressure on tuition, more access, reinvestment in core 

areas, and greater fiscal transparency to build credibility. 
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The “Fractured” dialogue about higher education costs 
Stakeholder group Definition of the problem Preferred solution 
College presidents Caught in an “iron triangle” of 

access, costs, and quality. See it 
as impossible to reduce costs 
without sacrificing quality or 
reducing access.  

Reinvest in higher education!  

Members of the public Caught between the growing 
importance of higher education 
and decreasing access and 
affordability. Believe 
institutions value their own 
“bottom lines” over public 
priorities. 

Protect access! Keep tuitions from 
going up! 

State financial officials 
(and legislators) 

Need more college graduates. 
Institutions have enough 
money to do the job; they just 
don’t spend it well. 

Increase productivity! Increase 
retention and degree production! 

Faculty members Big problem isn’t academic or 
program costs; it’s the 
deteriorating quality of 
students, and runaway 
spending on administration and 
frills. Costs can’t be cut without 
sacrificing quality.  

Raise standards, improve K-12 
education, and stop talking about 
productivity!  

Source: Based on Public Agenda focus groups, and presentations on the “fractured” language of costs.  
 
  
Data – and metrics 

To increase productivity, decision makers need to have measures of costs, and be able to relate those to 

outcomes. And there’s the rub. Higher education has never fully addressed how to measure costs, let 

alone how to ascribe spending to outcomes, necessary to measure productivity.  No one really has 

wanted to control costs, due to deep-seated beliefs that spending increases are necessary for quality. 

Also, however, data and methodological problems have prevented metrics from being developed and 

regularized to make cost reporting a routine part of public information. Several efforts to promote 

common methodologies have come a cropper because of a belief that the data sources are not granular 

enough, as well as Talmudic debates over how to assign costs to joint products and between 

undergraduate and graduate education. Some issues, such as teasing out the difference between 



Accountability for Productivity Improvement 
 

 Page 7 of 10 

graduate and undergraduate costs, can be resolved empirically, but they require institutions to be able 

to track both student unit and course file data. Currently, only four states – Florida, Illinois, New York 

(SUNY only), and Ohio – maintain such data capacity.1

The primary source of public data about spending is the federal Integrated Postsecondary Education 

Data System (IPEDS) surveys, which have collected information on expenditures in standard reporting 

categories for over 30 years. These reporting categories have been reasonably stable, although changes 

in accounting standards between public and private institutions have made comparisons over time 

problematic. The larger problem has been that the categories are lumpy aggregates that combine 

spending on different types of functions that make analysis of resource use difficult. For instance, the 

“student services” category includes spending on administrative support functions (such as admissions 

and registrars’ offices, and student aid administration), direct service to students (counseling, academic 

advising, career counseling), and “student life” activities (such as recreation centers). Because of this, no 

one can really tell whether the often repeated accusation about profligate spending on climbing walls is 

true or not.  

  

The Delta Cost Project spending data have been designed to tackle one facet of this, through regular 

production of basic spending data, organized to allow comparisons between institutions, and stable over 

time. The metrics show broad patterns in spending to allow gross comparisons of trends in average 

costs over time, and to show the portion of costs subsidized by the state versus those paid from student 

tuitions. They also show aggregate spending for education and related expenses as distinct from all 

institutional spending – an important difference, since much of the revenue going to institutions is not 

available for education and related purposes. The project then uses these measures to show patterns in 

                                                           
1 The State Higher Education Officers recently conducted a four-state study showing patterns in spending by 
discipline and level of instruction using data from these states.  
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average spending per degree or certificate produced – a gross measure of spending and at least one 

type of educational outcome. 

The Delta metrics – although based on methodologies in place for more than 20 years – are new to most 

people in higher education, and haven’t been fully accepted by the academy or the policy community. 

To date, their primary use has been to stimulate more attention to spending data and trends, a good 

and necessary step toward greater usage. Critiques of the data – the exclusion of capital costs, and the 

lumpy IPEDS data categories – are again surfacing. But lumpy as these data are, they’re good enough to 

inform policy making. The data will never be as good as we’d like them to be, but to focus excessively on 

imperfections in data is to argue for inaction at a time when action is critical.  

Communication 

Effective accountability for productivity begins with data and metrics, but cannot end there. Data must 

be put into context to be meaningful, and framed to be relevant to the different audiences that will be 

reviewing it. Spending data need to be framed in relation to long-term goals including performance 

improvements. Context can also come from showing patterns over time, and by comparing spending 

across multiple institutions. Institutions also need to translate funding into language that makes sense 

to all stakeholders – especially legislators and faculty members – by showing trade-offs and by the 

consequences of different funding decisions. College presidents typically present their total budget to 

the state legislature and do not focus on core resources that can be used at the discretion of the 

institution. Small wonder that public policy makers and faculty members think that the institutions have 

a lot more budgetary flexibility than they really do have. Additionally, spending metrics need to be 

presented showing trade-offs between different spending areas, in percentage terms that make clear 

how the different categories interact. For instance, the NCHEMS models show that on average, in public 

research universities,  each 5 percent increase in employee benefits requires about 4%  increases in net 
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student tuition revenue – almost a one-to-one tradeoff.  .  The cost comparisons and the scenarios 

shown in the companion paper to this have been developed to make it easier to generate these types of 

data and to build scenarios to support decision making.  

Goals for improved accountability for productivity 

Improvements in accountability for productivity need to be developed using metrics and language that 

help tell a story about the goals for productivity, which are to: 

• Increase educational attainment:

• 

 Our country needs to increase postsecondary attainment 

through increases in certificate and degree production of around 4 percent per year. New 

resources will not provide enough money to pay for that; a strategic financial plan for 

attainment has to include both performance improvements and cost reductions.   

Improve credibility for sustained investments.

• 

 We will not meet attainment goals exclusively 

through cost management and productivity; additional public investments are needed and are 

deserved. But competition for resources is intense, and higher education will not get new funds 

unless policy makers know what they will be getting for their investments. Accountability for 

performance has to include fiscal transparency and more public data about where the money 

comes from, where it goes, and what it buys.  

Reduce pressure on tuitions.

• 

 Something has to be done to take pressure off of tuition increases 

that are putting college out of reach for too many students, driving up student debts, and 

imperiling higher education’s credibility in the eye of the public. Institutions have to be able to 

show that they are making serious and sustained efforts to moderate tuition increases by 

managing costs. Long term funding plans need to incorporate tuition stabilization, funded in 

part through improvements in productivity and reductions in cost.  

Focus spending in academic areas.

• 

 Data on spending reductions should focus as a first priority 

on evidence of cost management in general operations and administration, and reinvestment of 

funds in areas that support access and build academic capacity.  

Invest in student success. Too many students come to college ill prepared for success, and 

attrition rates are unacceptably high. More needs to be done to put funding behind the priority 

of student success, by channeling resources to lower division instruction and student services. 
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These areas have not been spending priorities in many four-year and research institutions in the 

past and funding them will require reallocation of resources from other areas.  

Elements of public accountability for productivity 

Accountability models for productivity should be focused on a few metrics that address productivity 

goals. They do not need to be comprehensive fiscal or performance systems, showing how every 

department or school is working. And, most important, they don’t have to be perfect to be right.   

• Ground in attainment goals.

• 

 Each state and system should have a basic fiscal plan for increasing 

educational attainment, including funding from additional state appropriations, moderate and 

predictable increases in tuition, productivity improvements, and cost reductions.  

Improve transparency for spending.

• 

 Data on spending patterns need to be regularly available, 

and made part of the decision criteria for measuring productivity and increasing state funding. 

This can be accomplished with aggregate data on spending patterns by core area, including the 

proportion of spending going to pay for education and related costs, and the share of those 

resources going to instruction and student services. 

Improve distinctions between prices and costs.

• 

 Data systems should include clear metrics 

showing revenue trends, and the split between costs to students and state subsidies to show 

the student share of costs. This metric will allow states and institutions to document whether 

tuitions are going up because of cost shifting or spending increases. 

Show reinvestments.

• 

 Productivity goals should include priorities for reinvestments of resources 

into areas that are public priorities for higher education. It is not necessary to build these 

metrics using auditable data that show how, for instance, funding reductions in one area are 

literally reinvested into another one.  

Tier data to audiences. The primary audiences for productivity accountability data are the public 

and policy makers; these data are not primarily meant to influence consumer behavior. The 

metrics should be tiered, to aggregate data differently for state decision making, versus 

decisions at a system level (for public multi-campus systems), versus the institutional level.  
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Framing the productivity agenda 

These policy briefs have been prepared to set the context for Lumina Foundation’s convening on 

productivity, with the goal of helping state and institutional leaders develop the concepts, language, 

metrics, and leadership strategies necessary to improving institutional performance. The productivity 

agenda will require a deep cultural change in higher education – from improving the ways that teaching 

and learning are conceptualized and outcomes are measured, to paying much more attention to the 

intersection of teaching and learning with resources. Leaders will need to be properly equipped to 

manage this agenda – beginning with better tools for using scenario forecasting to frame options and 

strategies and to implement solutions. They also will need to attend to the documentation and 

communication of the work, through explicit focus on accountability strategies to connect the work to 

multiple stakeholders who need to support it.  

The first paper frames the analytics for productivity: why it needs to be done, how to define it, ways to 

frame options to accomplish it, examples of the types of steps that will make it happen: strategic 

reductions in costs, academic program realignment, improvements in efficiency of degree production, 

and reinvestments in high-impact innovations. The second paper speaks to the management tools 

needed to connect the work to a comprehensive financing plan for increased attainment, through 

accountability strategies that address goals, audience, metrics and communication. Productivity gains in 

higher education won’t be made just by improving cost effectiveness or even performance. They need 

to be documented, communicated, and integrated into a strategic agenda to increase attainment. This 
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requires either special attention to accountability for productivity, or the public presentation and 

communication of evidence about productivity that relates it to the public agenda for higher education. 

If past is prologue, this is easier said than done. But offering data that are disconnected from public 

goals is data reporting, not cost or productivity reporting, and not accountability. More important, even 

if performance is improved, without accountability the work will be invisible. It won’t be strategic or 

help to build capacity in the kind of higher education leadership so essential to stability and to 

performance.  

The Realities of Expectations and Dollars 

Heightened expectations regarding the contributions to be made by colleges and universities to the 

creation of more educational capital in the U.S. and its constituent states are being expressed by policy 

leaders at all levels. President Obama has called for the U.S. to “once again have the highest proportion 

of college graduates in the world” by 2020.1

• A reasonable time frame, 

 Statements reflecting similar goals have been expressed in 

numerous states: Texas in its Closing the Gaps, Arizona and Kentucky in their objectives of “doubling the 

numbers,” and Oregon in its 40/40/20 goal (40 percent with baccalaureate or higher degrees, 40 

percent with associate degrees or certificates, and 20 percent with high school diplomas). Perhaps most 

thoughtfully developed is Lumina Foundation’s Big Goal to “increase the nation’s level of high-quality 

college degrees and credentials to 60 percent by 2025.” Stated as it is, this goal has the practical 

advantages of: 

• Recognition that high-quality credentials of all kinds (including sub-baccalaureate certificates) 
are needed and appropriate, and 

• An understanding that creating a competitive workforce requires attention to adults within the 
25- to 64-year-old group, not just young adults. 

                                                           
1 Address to the Joint Session of Congress, February 24, 2009. 
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This goal is primarily based on comparisons with the education attainment levels of other countries with 

highly developed economies, those with which the U.S. will have to compete in the global marketplace. 

There are other approaches to establishing a benchmark – e.g., responding to projected manpower 

demands or closing the education-attainment gap between the country’s white population and its 

largest minority subpopulations.   All yield generally the same calculated education attainment gap; all 

establish a goal considerably higher than current production will achieve. For the reasons stated above, 

the Lumina Goal will be adopted as the basis for the arguments presented in this paper.  

Achieving the national goal as stated by Lumina will require the production of almost 23 million more 

high-quality credentials than current rates of production will yield. As presented, this is a daunting task. 

The challenge becomes less daunting when it is recognized that this translates into a 4.7 percent 

increase in credential production each year until 2025. Viewed in this way it becomes a stretch goal, but 

not an impossible one. The goal is also rendered more approachable by the fact that it encompasses 

high-quality/high-value certificates as well as degrees. The data illustrated in the appendix to this report 

provides information that will allow a state to identify those factors deserving special attention. Data for 

each state will be available on the Lumina Web site. 

Presuming that the necessary increased enrollments are distributed across the higher education system 

in the same proportions as is currently the case, and that institutions continue to serve these students 

with the same level of degree-completion success and at the same cost per student – that is, that higher 

education proceeds into the future doing business as usual – the added costs will be substantial. An 

NCHEMS calculation puts the additional cost at about $33 billion ($151 billion versus the current 

projection of $118 billion). If net tuition revenues per student were to remain constant, state allocations 

would have to increase (in real terms) at a rate of 2.9 percent per year. This compares to an average rate 

of 1.2 percent per year over the past 20 years. Conversely, if overall state appropriations were to remain 
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constant, the tuition revenue per student would have to increase at a rate of 4.4 percent per year. The 

average over the past 10 years has been 4.3 percent. These calculations presume a constant cost per 

student. Any real increase in the costs of any factors of production would make this gap substantially 

larger. For example, if costs of fringe benefits continue to increase at 2 percent per year over inflation, 

the gap increases from $33 to $63 billion.  

However the increased costs are parceled out – to states, students, or some combination – the bill will 

be generally deemed unacceptably large. State budgets will rebound slowly from the recent recession, 

and when they do there will be intense competition for whatever new dollars become available. Rapid 

increases in tuition threaten affordability and create another barrier to participation for those large 

numbers of poor students who will have to enter college and be successful once enrolled if ambitious 

attainment goals are to be achieved. Solutions to the funding dilemma can’t be driven solely by 

additional revenues.  

If this assessment is correct, the country and its higher education enterprise are confronted with a 

difficult choice – to give up on the goal or to aggressively seek to change the ways in which the work of 

the academy is organized and pursued. The first choice will eventually relegate the U.S. and its citizens 

to second-class status, a direct affront to those citizens and their competitive spirit. Equally important, it 

flies in the face of most educators’ commitment to student access and opportunity. The second choice 

means overcoming decades (or centuries) of inertia surrounding deeply held beliefs about the teaching 

and learning process. Given the options, the choice, however difficult, is clear. New ways of conducting 

the business of higher education must be put in place; the productivity of the collective system of higher 

education has to be improved.  

This is not to suggest that the established education attainment goals can be achieved solely through 

more effective use of the resources already in hand. Additional investments – probably by both states 
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and students – will have to be made. However, it is unlikely that the necessary additional resources will 

be forthcoming if higher education cannot demonstrate to an increasingly skeptical public that it is using 

resources strategically and that old spending patterns have been changed in ways that ensure funds are 

being used to greatest effect. Gone are the days when institutions could establish revenue requirements 

based on past practice and expect states and students in some combination to ante up, with states 

increasing disproportionately their contributions in good times and students being asked to fill the gap 

in bad times. Institutions haven’t always gotten what they sought, thereby being forced to do more with 

less (or at least less per student) and almost accidently becoming more efficient. Now the requirement 

is for higher education to more explicitly and systematically contribute to an overarching strategy by 

which the nation can finance its aspirations. That contribution can only be made through enhanced 

productivity.  

Productivity Defined 

For purposes of this paper, and in simplest terms possible, productivity is defined as cost per degree: 
 

Productivity = educational resources used/degrees produced 

From this definition, one approach to productivity improvement could be to continue degree production 

at current levels while reducing the level of resources deployed to produce these degrees. This is what 

has happened as a consequence of the recent recession and is the phenomenon that allows college 

presidents to legitimately claim that their institutions have become more productive. However, 

productivity gains achieved in this way will not lead to the levels of degree production needed to make 

the U.S. globally competitive; it will only allow the U.S. to lag behind at less cost.  

In order for the overarching educational goal to be attained, “productivity improvement” must consist 

of the following elements: 

• A substantial increase in the number of degrees and certificates produced, 

• at lower cost per degree awarded, 
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• without sacrificing the goals of access and equity, and 

• while maintaining (and even improving) quality. 

Thus, productivity improvements occur when unit costs are reduced, the proportion of students 

completing degrees increases, or the production function itself (e.g., credits required to the degree) is 

changed in ways that result in lower costs per degree.  

This definition does not allow productivity to be improved by shutting out at-risk students or by 

devaluing the credentials being sought and awarded. Some would say this calls for having our cake and 

eating it too. Perhaps. But these are the conditions imposed on the U.S. higher education enterprise by 

economic realities and the global marketplace. The question is whether political and educational leaders 

can muster the will necessary to meet this challenge – whether they will take the steps described in the 

Lumina Foundation’s publication, “Four Steps to Finishing First in Higher Education: A Guide for State 

Policymakers.” 

The Matter of Perspective 

Higher education institutions receive funds from many different sources – donors, foundations, business 

and industry, and the federal government, in addition to state governments and students. But the funds 

that support undergraduate teaching and learning – direct instruction, student services, and the 

necessary related overhead – come almost entirely from students and/or states. The following diagram 

is a reasonable depiction of reality. 
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Figure 1. 
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This diagram not only depicts the flow of funds in a simplified way, but also prompts a question: From 

which perspective is productivity to be viewed?  

From the perspective of the state, productivity is a function of degrees produced relative to its 

investment in higher education (both institutional funding and support of students through financial 

aid). From the perspective of students, productivity is determined by their personal success in obtaining 

a credential relative to their out-of-pocket costs. Neither of these perspectives is appropriate when 

dealing with the topic of educational productivity; each can achieve productivity improvements by 

shifting more of the burden to the other. But this doesn’t improve productivity; it just reallocates the 

contribution each funder makes to the status quo. For this reason, it is appropriate to adopt the 

perspective of the educational institutions, not their funders. This establishes productivity as measured 

by degrees produced relative to resources (from all sources) used to produce them – in the conventional 

language established by the Delta Cost Project, education-related costs per degree and/or certificate 

awarded.  

Approaches to Productivity Improvement 

There is no “right lever” that, if pulled, will yield the level of productivity increases necessary to ensure 

that achieving aspirational goals for educational attainment will be a financially easy matter. While there 
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is no single solution, there are numerous small steps that can yield sought-after improvements if taken 

simultaneously and with the common goal of productivity improvement clearly in mind.  

The myriad potential contributors to the progress in this arena can be organized under three broad 

headings:  

1. Reduce Costs Strategically – do business as usual, but spend less in some areas. 

2. Realign Academic Programs – change the array of services provided.  

3. Reinvest in Greater Academic Productivity – use efficiency savings to improve the ways in which 
services are provided.  

Each of these broad approaches is briefly described in the balance of this section. Illustrations are 

provided and, in some cases, sources of additional information are suggested. No attempt is made to 

provide an exhaustive list of possibilities. Rather, the objective is to provide the reader with a broad 

understanding of a) the very different ways that productivity improvement could be pursued and b) the 

many different tactics available within the broader strategies. The data illustrated in the appendix 

suggest areas in which movement toward the patterns exhibited by cost-effective institutions would 

have the greatest cost-saving consequences. Data for each state is available at collegeproductivity.org. 

Strategic Cost Reduction 

Costs associated with running an institution are concentrated in a relatively few expenditure line 

items. Reducing costs associated with these line items is almost always the first strategy deployed 

when fiscal constraints are imposed. Tactics associated with cuts in the main expenditure categories 

are described briefly below. 

• Salaries constitute the largest expenditure category and they are well established. 

Therefore, institutions are implementing workforce reductions, usually but not always 

through normal attrition or by adding faculty and staff members at lower rates than usual. 

More prevalent is the practice of “contracting out” services that have traditionally been 
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performed by full-time institutional employees. The big shift has come in the form of 

substituting part-time for full-time faculty members; this isn’t typically thought of as 

contracting out or outsourcing, but that’s exactly what it is. More typically thought of in this 

light are contracting for food and custodial services and the operation of campus 

bookstores. The tendency is to outsource more and more functions that are not at the core 

of institutional missions – although, through the use of contingent workers, even the 

commitment to the core institutional capacity has been eroded in many cases.  

In short, there are approaches to containing salary costs – have fewer employees and/or pay 

less for their services. Both are being pursued almost universally. The impacts of these 

strategies on the bottom line are substantial. Nationally, a 10 percent increase in the 

student/faculty ratio would cut the budget gap associated with achieving the 60 percent 

attainment goal by almost 30 percent. Reducing instructional salary outlays by 10 percent - 

through replacement of current professors with new hires at lower salaries or through 

continuing substitution of part-time for full-time professors – would cut the gap by 11 

percent. 

• Benefits, particularly retirement and health care benefits, are probably the most out of 

control components of institutional expenditures. The rapidly rising cost of health benefits 

and the revealed dangers of defined-benefit retirement plans have caused institutions to 

reduce benefits, increase the share of those costs borne by employees, and make 

fundamental changes to retirement plans. But the big liabilities are associated with the 

promises made to employees who are already retired – and who may draw on these 

commitments for many years to come. This has become a $20 billion problem for the 

University of California alone. The costs for higher education institutions collectively are 

orders of magnitude greater. Very few institutions have had the temerity to tackle this 
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problem head-on. The Universities of Nebraska and Maine are among the few; each has 

reduced commitments to retired employees. Many institutions have created two-tier 

systems, maintaining commitments to current and retired employees but offering lesser 

packages to new employees. To the author’s knowledge, only Maine and Nebraska have 

reduced benefits post facto. Looking to the future, reducing the costs of employee benefits 

by 10 percent would reduce the budget gap by 7 percent. 

• Consumables – things like office and lab supplies, energy, and insurance – are another cost 

driver (although we cannot effectively model their impact). For these items, savings are 

typically sought through group purchasing organized in various ways. Numerous systems 

and states have broad contracts for purchasing a wide variety of items – supplies, 

computers, software licenses, etc. The University System of Maryland has saved millions 

through group purchases of energy. Institutions in Ohio have followed suit, broadening the 

concept to include school districts and local governments. The Midwest Higher Education 

Compact (MHEC) operates collective purchasing arrangements for various items; a 

particularly large element is the purchase of property insurance for a very large pool.  

There is an almost endless list of possibilities in this arena. It is interesting to note the 

emergence of “efficiency councils” in Ohio and (likely) in Texas, and elsewhere. These 

councils serve the role of providing forums for sharing ideas about ways to cut costs, for 

connecting institutions interested in creating larger purchasing pools, and for collecting 

information about annual levels of savings. The last is a particularly helpful means to 

demonstrating and communicating a commitment to stewardship of public resources to 

skeptical policymakers and taxpayers.  
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All of these steps yield savings. All represent actions that institutions routinely take whenever 

budget problems are encountered. If done in ways that don’t jeopardize student access and success, 

they lead to greater efficiencies and, thereby, greater productivity. But these steps, even at 

draconian levels, will not enable higher education to cut its way to success. They come nowhere 

close to closing the entire gap. 

Academic Program Realignment 

In times of relative plenty, many institutions undertook the pursuit of both prestige and revenue 

through expansion of services and activities of all kinds. New programs were established, many of 

which were costly graduate programs that added little to either prestige or revenue. Specialties 

were added within existing programs leading to further proliferation of courses, often taught to 

inefficiently small groups of students. Intercollegiate athletic programs were either added or moved 

to higher levels of divisional competition, often with an argument based on attractiveness to 

potential students but with an eye squarely on the local community, potential benefactors, and 

status.  

The academic tree grew with little discipline; to protect the health of the tree, it is past time for 

selective pruning, which can take several forms: 

• Reduce the inventory of courses that must be taught, particularly those that are accepted 

for general education credit. A good first step is to compile data on the courses the majority 

of students are actually enrolling in and eliminate those that are in the catalog but 

undersubscribed. Such analyses invariably reveal that students are taking a much narrower 

set of courses than the institution is offering. 

• Eliminate small majors, or collaborate with other institutions in arrangements for joint 

delivery. Community colleges in North Dakota have developed a joint nursing program 
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offered on a rotating basis in different parts of the state. Institutions in New York, Ohio, and 

elsewhere have similar joint programs in other disciplines. An alternative is for an institution 

to eliminate a program, but continue to make it available by hosting delivery from another 

institution. North Dakota and Oklahoma have state (funding) policies proactively 

encouraging this. 

• Eliminate specializations within programs and the (often small) courses that go with them. 

Return to a philosophy of sound, broad education in the basics of the major and leave 

specialization to a few graduate schools that can do it well and at scale.  

• Do thoughtfully what many institutions are being forced to do – pare the menu of 

extracurricular activities to the affordable few that directly involve the largest number of 

students and convincingly reflect the mission of the institution. Remove general fund 

subsidies from all the rest. For example, the University of New Orleans moved from Division 

I to Division III in athletics. Also, many institutions have dropped selected sports programs.  

The above tactics seek to improve productivity  by eliminating services that are costly and not 

necessary for fulfillment of the institutional mission. As an aside, it should be noted that a less 

cluttered, more focused curriculum – one that provides a clear path to a degree with fewer 

opportunities for poor choices along the way – may improve retention and completion as well as 

save money. Such actions yield savings through staff reductions, which administrators can effect in 

ways that actually improve results. 

Reinvestment in Greater Academic Productivity 

The steps described in the previous two sections contribute to productivity enhancement primarily 

by providing necessary, if not necessarily the same, services at lower cost. But at the end of the day, 
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the objective is to graduate more students, not just to graduate current numbers more cheaply. 

Several categories of productivity improvement tactics can help accomplish this. 

How

• Programs. First, administrators must reexamine the core knowledge and skills of a program, 

then ensure that the content of the constituent courses efficiently aligns with these learning 

objectives. Is the necessary material covered? Is the course sequence appropriate – does 

each course build on (but not repeat) the content of prior courses? Does it all fit within a 

limit of 120 credits? As a rule, the more prescribed the curriculum, the more cost-effective 

its delivery. Prescription also reduces academic advising requirements (or allows advising to 

focus more on the bigger issues) since academic advising is contained within the structure of 

the curriculum itself.  This practice can help keep students on track to timely graduation.  

Numerous states – Virginia, Ohio, and Texas among them – have partially addressed this 

topic at the policy level by mandating a limit on credit hours required for a degree. 

 institutions deliver services can do as much to improve productivity as can careful 

attention to selection of the services to be offered. Reengineering can yield beneficial results 

when applied at various levels: 

• Courses. Much has been written about the course redesign work championed by the 

National Center for Academic Transfer (NCAT). That organization has helped many 

institutions redesign individual, large courses in ways that yield both better learning 

outcomes and reduced costs. Different ways of doing business can be not only cheaper, but 

better as well. (Additional information can be found at http://www.thencat.org/) 

• Complete delivery systems. While NCAT focuses on academic redesign on a course-by-

course basis, there are institutions that have developed new delivery modes at the 
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institutional level. Many but not all of these institutions are found in the for-profit sector. 

Their educational delivery model is based on the following general design: 

 A narrow, prescribed curriculum with well-articulated learning outcomes 

established for each program offered 

 Senior faculty members who engage in course design, materials selection, and 

development of assessments 

 Use of technology to deliver the content 

 Employment of contingent workers to do the high touch work of ensuring that 

students’ questions get addressed. 

By using personnel in this way – and assigning them to teach large classes – colleges and 

universities obtain substantial cost savings while maintaining quality. 

A second model, employed by Western Governors University, does the following:  

 Specifies learning outcomes associated with each program offered 

 Develops reliable and valid ways of assessing each of these required outcomes 

 Links students to educational materials that will allow them to gain the knowledge 

or skills to be assessed 

 Bases credentialing solely on demonstration of learning through assessment 

It is difficult to get meaningful cost data from the proprietary sector institutions, so savings 

associated with adoption of this business model, in whole or in part, are difficult to 

estimate. However, it is known that WGU operates its model at a substantially lower cost 

than most traditional institutions. This model also uses personnel in ways very different 
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from traditional higher education, focusing staff time on developing assessments and 

providing student support services.  

Both models reinforce the point that the key to productivity improvement is strategic use of 

the main educational assets of institutions, their faculty and staff members. It is through 

focusing the allocation of human resources on activities essential to teaching and learning 

that cost savings can be realized at the same time that enrollments are increased and 

quality maintained. 

• Administrative functions. Productivity improvements in this area can be made in at least two 

distinct ways – through reengineering or centralization. Numerous student service functions 

can be done better and more cheaply by using a case-management approach to delivery of 

services – assigning staff members who are generalists to provide a variety of student 

support functions, while addressing issues requiring more in-depth knowledge only on an 

as-needed basis and by tapping experts who aren’t necessarily attached to a single campus. 

Housing such expertise at the system level is one possibility.  

Centralization makes sense in a number of areas, such as administrative data systems and 

library information access. There are many anecdotes of costly misadventures in 

accomplishing such centralization; but done well, service delivery can be improved and costs 

reduced.  

Simultaneously, academic productivity can be enhanced by reducing unnecessary demand on the 

system. Two tactics are particularly noteworthy. 

• Ensuring seamless transitions – through good pre-collegiate preparation and effective 

articulation and transfer. The first requires a clear statement of college readiness standards 

(Texas has done this particularly well), a single placement exam for assessing college 
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readiness, and serious attention to professional development of the elementary/secondary 

teachers. The second requires a clear and parsimonious general education curriculum 

agreed to by both two- and four-year institutions and (desirably) similar agreements on the 

lower division core courses in the most popular majors. These tactics can reduce both the 

time to degree and the credits required for degrees. The latter is increasingly a policy focus, 

with states putting limits on credits required for a degree (typically 120 for a baccalaureate) 

and imposing fiscal penalties on both students and institutions when students accumulate 

more than a specified number of credits in excess of this limit. 

• Reducing demands each student puts on the system. The steps taken to ensure seamless 

transitions also serve to reduce the demands (and thereby costs) placed on the system. 

These steps reduce the costs associated with remedial education (and the high incidence of 

failure associated with freshmen who lack the minimum skill level) and with accumulation of 

credits in excess of the number required for graduation. Other tactics can be applied within 

a single institution and not at the point of transition between institutions. These include 

finding ways to give students credit for knowledge and skills previously acquired, thus 

eliminating costly repetition that decelerates time to degree when acceleration is a key to 

success. This can be applied at all levels – in remedial education, where the focus needs to 

be only on modules addressing areas of deficiency rather than on  completion of a full 

remedial course; and in full acceptance of college-level work acquired in high school through 

AP, dual enrollment, etc., and of learning acquired through life experience as validated by 

assessments of prior learning, CLEP exams, or other means. A quick calculation indicates 

that a 10 percent decrease in the number of credits accumulated by students on their way 

to a degree would result in savings equivalent to nearly 25 percent of the calculated budget 

gap. 
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The ideas presented in this subsection serve as a reminder that policies and actions designed to 

improve the productivity of higher education must focus on both institutions and students. A 

singular focus on one of the two parties can all too easily result in good intentions and actions 

inadvertently (or perversely) negated by the other.  

Conclusion 

This brief paper highlights the need for productivity improvement, attempts to provide a language for 

discussing the topic, and lists ways in which productivity could be improved. The list is by no means 

exhaustive, nor was it meant to be. The intent was to provide a simple classification scheme for 

approaches to improving productivity. It should be noted that all the tactics suggested are being 

implemented in one or more places; they are not merely hypothetical. (Note: Information about these 

ideas and more can be found in Good Policy/Good Practice 

http://www.nchems.org/pubs/detail.php?id=106 ) 

The evidence is strong that productivity improvement is possible and that ways of making progress are 

known. This is a topic that does not require further research before action is taken. It’s a matter of 

political and leadership will, rather than know-how. 

http://www.nchems.org/pubs/detail.php?id=106�
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Appendix 

Measures in the Student Flow Productivity Model: Relative Strengths and Weaknesses 
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Public Research
Public 

Bachelor's and 
Master's

Public Two-Year
Priavte (Non-
Profit and For-

Profit)

Alabama X X X X X
Alaska X X X X X X
Arizona X X X
Arkansas X X X X X
California X X X X
Colorado
Connecticut X X
Delaware X
Florida X
Georgia X X X
Hawaii X
Idaho X X X
Illinois
Indiana X
Iowa X
Kansas
Kentucky
Louisiana X X X X
Maine X
Maryland X X
Massachusetts X X
Michigan
Minnesota
Mississippi X X
Missouri X X
Montana X X
Nebraska
Nevada X X X X X
New Hampshire X
New Jersey X X
New Mexico X X
New York X X
North Carolina X X
North Dakota X
Ohio X
Oklahoma
Oregon X X
Pennsylvania X
Rhode Island X X X
South Carolina X X
South Dakota X
Tennessee X X X
Texas X X X
Utah X
Vermont X X X
Virginia X
Washington X X
West Virginia X X
Wisconsin
Wyoming X

Where States Should Focus Efforts for Improved Performance
(Based on their Relative Position to Other States, X = the Bottom Quartile of Performance)

High School 
Graduation 

Rate

College-Going 
Rate Directly 
Out of High 

School 

State
Participation 

Rate of 20 to 39 
Year Olds

Undergraduate Credentials Awarded per 100 FTE Undergraduates
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Student/ 
Faculty Ratio 

Instructional 
Salaries per 
FTE Student

Administrative 
Expenditures 

per FTE 
Student

Student 
Support 

Expenditures 
per FTE 
Student

Employee 
Benefits per 
FTE Student

Tuition 
Revenues per 
FTE Student

Tuition 
Discounting 

per FTE 
Student

State and Local 
Appropriations 

per FTE 
Student

Alabama X X
Alaska X X X X X X
Arizona
Arkansas X
California X X X
Colorado X X
Connecticut X X X X X
Delaware X X X X X
Florida X
Georgia X
Hawaii X X X X
Idaho X
Illinois X
Indiana
Iowa X X X
Kansas
Kentucky X X X X X X
Louisiana X
Maine X X
Maryland X X
Massachusetts
Michigan X X X
Minnesota X X X X X X
Mississippi X
Missouri X X
Montana X
Nebraska X X
Nevada
New Hampshire X X
New Jersey X X
New Mexico X
New York X X X
North Carolina X
North Dakota X
Ohio X X
Oklahoma
Oregon X
Pennsylvania X X X X X X
Rhode Island X
South Carolina
South Dakota X X
Tennessee X
Texas X
Utah X X X
Vermont X X X X X X X
Virginia
Washington X X X X X
West Virginia X
Wisconsin X
Wyoming X X

Where States Should Focus Efforts for Reducing Costs or Generating Revenues
(Based on their Relative Position to Other States, X = the Top Quartile in Costs and Bottom Quartile in Revenues)

Public Research Institutions

State
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Student/ 
Faculty Ratio 

Instructional 
Salaries per 
FTE Student

Administrative 
Expenditures 

per FTE Student

Student 
Support 

Expenditures 
per FTE 
Student

Employee 
Benefits per 
FTE Student

Tuition 
Revenues per 
FTE Student

Tuition 
Discounting per 

FTE Student

State and Local 
Appropriations 
per FTE Student

Alabama
Alaska X X X X
Arizona
Arkansas X X
California
Colorado X X X X
Connecticut X X X X X
Delaware X X X X X X
Florida X X
Georgia X
Hawaii X X X X X X
Idaho
Illinois X X
Indiana
Iowa
Kansas
Kentucky X
Louisiana X
Maine X X X
Maryland X X X X X
Massachusetts X
Michigan X X
Minnesota X
Mississippi X X X X
Missouri X
Montana X X X X
Nebraska X X
Nevada X X X
New Hampshire X X X X X X
New Jersey X X X
New Mexico X X X X X
New York X X X
North Carolina X X
North Dakota X
Ohio X
Oklahoma X
Oregon X
Pennsylvania X
Rhode Island
South Carolina X X
South Dakota X
Tennessee
Texas
Utah X X
Vermont X X X X
Virginia
Washington X
West Virginia X X X
Wisconsin X
Wyoming

Where States Should Focus Efforts for Reducing Costs or Generating Revenues
(Based on their Relative Position to Other States, X = the Top Quartile in Costs and Bottom Quartile in Revenues)

State

Public Bachelor's and Master's Institutions
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Student/ 
Faculty Ratio 

Instructional 
Salaries per 
FTE Student

Administrative 
Expenditures 

per FTE Student

Student 
Support 

Expenditures 
per FTE 
Student

Employee 
Benefits per 
FTE Student

Tuition 
Revenues per 
FTE Student

Tuition 
Discounting 

per FTE 
Student

State and Local 
Appropriations 
per FTE Student

Alabama X
Alaska X X X X X X X
Arizona X
Arkansas
California X
Colorado X
Connecticut X X X
Delaware X X X
Florida X
Georgia
Hawaii X X X
Idaho X X X X X
Illinois X
Indiana X
Iowa X
Kansas X X X X
Kentucky X X X X
Louisiana X X
Maine X X
Maryland X X X X X
Massachusetts X X
Michigan X
Minnesota X
Mississippi X X X
Missouri X
Montana X X X
Nebraska X
Nevada X
New Hampshire X X X X
New Jersey X
New Mexico X
New York X X X
North Carolina X X X
North Dakota X X X X
Ohio
Oklahoma
Oregon X X X
Pennsylvania X X
Rhode Island X X X
South Carolina X
South Dakota X X
Tennessee
Texas X
Utah X
Vermont X X X
Virginia X
Washington X X
West Virginia X X
Wisconsin X X X X
Wyoming X X X X X X

Where States Should Focus Efforts for Reducing Costs or Generating Revenues
(Based on their Relative Position to Other States, X = the Top Quartile in Costs and Bottom Quartile in Revenues)

State

Public Two-Year Institutions
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Framing the productivity agenda 

These policy briefs have been prepared to set the context for Lumina Foundation’s convening on 

productivity, with the goal of helping state and institutional leaders develop the concepts, language, 

metrics, and leadership strategies necessary to improving institutional performance. The productivity 

agenda will require a deep cultural change in higher education – from improving the ways that teaching 

and learning are conceptualized and outcomes are measured, to paying much more attention to the 

intersection of teaching and learning with resources. Leaders will need to be properly equipped to 

manage this agenda – beginning with better tools for using scenario forecasting to frame options and 

strategies and to implement solutions. They also will need to attend to the documentation and 

communication of the work, through explicit focus on accountability strategies to connect the work to 

multiple stakeholders who need to support it.  

The first paper frames the analytics for productivity: why it needs to be done, how to define it, ways to 

frame options to accomplish it, examples of the types of steps that will make it happen: strategic 

reductions in costs, academic program realignment, improvements in efficiency of degree production, 

and reinvestments in high-impact innovations. The second paper speaks to the management tools 

needed to connect the work to a comprehensive financing plan for increased attainment, through 

accountability strategies that address goals, audience, metrics and communication. Productivity gains in 

higher education won’t be made just by improving cost effectiveness or even performance. They need 

to be documented, communicated, and integrated into a strategic agenda to increase attainment. This 
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requires either special attention to accountability for productivity, or the public presentation and 

communication of evidence about productivity that relates it to the public agenda for higher education. 

If past is prologue, this is easier said than done. But offering data that are disconnected from public 

goals is data reporting, not cost or productivity reporting, and not accountability. More important, even 

if performance is improved, without accountability the work will be invisible. It won’t be strategic or 

help to build capacity in the kind of higher education leadership so essential to stability and to 

performance.  

The Realities of Expectations and Dollars 

Heightened expectations regarding the contributions to be made by colleges and universities to the 

creation of more educational capital in the U.S. and its constituent states are being expressed by policy 

leaders at all levels. President Obama has called for the U.S. to “once again have the highest proportion 

of college graduates in the world” by 2020.1

• A reasonable time frame, 

 Statements reflecting similar goals have been expressed in 

numerous states: Texas in its Closing the Gaps, Arizona and Kentucky in their objectives of “doubling the 

numbers,” and Oregon in its 40/40/20 goal (40 percent with baccalaureate or higher degrees, 40 

percent with associate degrees or certificates, and 20 percent with high school diplomas). Perhaps most 

thoughtfully developed is Lumina Foundation’s Big Goal to “increase the nation’s level of high-quality 

college degrees and credentials to 60 percent by 2025.” Stated as it is, this goal has the practical 

advantages of: 

• Recognition that high-quality credentials of all kinds (including sub-baccalaureate certificates) 
are needed and appropriate, and 

• An understanding that creating a competitive workforce requires attention to adults within the 
25- to 64-year-old group, not just young adults. 

                                                           
1 Address to the Joint Session of Congress, February 24, 2009. 
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This goal is primarily based on comparisons with the education attainment levels of other countries with 

highly developed economies, those with which the U.S. will have to compete in the global marketplace. 

There are other approaches to establishing a benchmark – e.g., responding to projected manpower 

demands or closing the education-attainment gap between the country’s white population and its 

largest minority subpopulations.   All yield generally the same calculated education attainment gap; all 

establish a goal considerably higher than current production will achieve. For the reasons stated above, 

the Lumina Goal will be adopted as the basis for the arguments presented in this paper.  

Achieving the national goal as stated by Lumina will require the production of almost 23 million more 

high-quality credentials than current rates of production will yield. As presented, this is a daunting task. 

The challenge becomes less daunting when it is recognized that this translates into a 4.7 percent 

increase in credential production each year until 2025. Viewed in this way it becomes a stretch goal, but 

not an impossible one. The goal is also rendered more approachable by the fact that it encompasses 

high-quality/high-value certificates as well as degrees. The data illustrated in the appendix to this report 

provides information that will allow a state to identify those factors deserving special attention. Data for 

each state will be available on the Lumina Web site. 

Presuming that the necessary increased enrollments are distributed across the higher education system 

in the same proportions as is currently the case, and that institutions continue to serve these students 

with the same level of degree-completion success and at the same cost per student – that is, that higher 

education proceeds into the future doing business as usual – the added costs will be substantial. An 

NCHEMS calculation puts the additional cost at about $33 billion ($151 billion versus the current 

projection of $118 billion). If net tuition revenues per student were to remain constant, state allocations 

would have to increase (in real terms) at a rate of 2.9 percent per year. This compares to an average rate 

of 1.2 percent per year over the past 20 years. Conversely, if overall state appropriations were to remain 
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constant, the tuition revenue per student would have to increase at a rate of 4.4 percent per year. The 

average over the past 10 years has been 4.3 percent. These calculations presume a constant cost per 

student. Any real increase in the costs of any factors of production would make this gap substantially 

larger. For example, if costs of fringe benefits continue to increase at 2 percent per year over inflation, 

the gap increases from $33 to $63 billion.  

However the increased costs are parceled out – to states, students, or some combination – the bill will 

be generally deemed unacceptably large. State budgets will rebound slowly from the recent recession, 

and when they do there will be intense competition for whatever new dollars become available. Rapid 

increases in tuition threaten affordability and create another barrier to participation for those large 

numbers of poor students who will have to enter college and be successful once enrolled if ambitious 

attainment goals are to be achieved. Solutions to the funding dilemma can’t be driven solely by 

additional revenues.  

If this assessment is correct, the country and its higher education enterprise are confronted with a 

difficult choice – to give up on the goal or to aggressively seek to change the ways in which the work of 

the academy is organized and pursued. The first choice will eventually relegate the U.S. and its citizens 

to second-class status, a direct affront to those citizens and their competitive spirit. Equally important, it 

flies in the face of most educators’ commitment to student access and opportunity. The second choice 

means overcoming decades (or centuries) of inertia surrounding deeply held beliefs about the teaching 

and learning process. Given the options, the choice, however difficult, is clear. New ways of conducting 

the business of higher education must be put in place; the productivity of the collective system of higher 

education has to be improved.  

This is not to suggest that the established education attainment goals can be achieved solely through 

more effective use of the resources already in hand. Additional investments – probably by both states 
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and students – will have to be made. However, it is unlikely that the necessary additional resources will 

be forthcoming if higher education cannot demonstrate to an increasingly skeptical public that it is using 

resources strategically and that old spending patterns have been changed in ways that ensure funds are 

being used to greatest effect. Gone are the days when institutions could establish revenue requirements 

based on past practice and expect states and students in some combination to ante up, with states 

increasing disproportionately their contributions in good times and students being asked to fill the gap 

in bad times. Institutions haven’t always gotten what they sought, thereby being forced to do more with 

less (or at least less per student) and almost accidently becoming more efficient. Now the requirement 

is for higher education to more explicitly and systematically contribute to an overarching strategy by 

which the nation can finance its aspirations. That contribution can only be made through enhanced 

productivity.  

Productivity Defined 

For purposes of this paper, and in simplest terms possible, productivity is defined as cost per degree: 
 

Productivity = educational resources used/degrees produced 

From this definition, one approach to productivity improvement could be to continue degree production 

at current levels while reducing the level of resources deployed to produce these degrees. This is what 

has happened as a consequence of the recent recession and is the phenomenon that allows college 

presidents to legitimately claim that their institutions have become more productive. However, 

productivity gains achieved in this way will not lead to the levels of degree production needed to make 

the U.S. globally competitive; it will only allow the U.S. to lag behind at less cost.  

In order for the overarching educational goal to be attained, “productivity improvement” must consist 

of the following elements: 

• A substantial increase in the number of degrees and certificates produced, 

• at lower cost per degree awarded, 
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• without sacrificing the goals of access and equity, and 

• while maintaining (and even improving) quality. 

Thus, productivity improvements occur when unit costs are reduced, the proportion of students 

completing degrees increases, or the production function itself (e.g., credits required to the degree) is 

changed in ways that result in lower costs per degree.  

This definition does not allow productivity to be improved by shutting out at-risk students or by 

devaluing the credentials being sought and awarded. Some would say this calls for having our cake and 

eating it too. Perhaps. But these are the conditions imposed on the U.S. higher education enterprise by 

economic realities and the global marketplace. The question is whether political and educational leaders 

can muster the will necessary to meet this challenge – whether they will take the steps described in the 

Lumina Foundation’s publication, “Four Steps to Finishing First in Higher Education: A Guide for State 

Policymakers.” 

The Matter of Perspective 

Higher education institutions receive funds from many different sources – donors, foundations, business 

and industry, and the federal government, in addition to state governments and students. But the funds 

that support undergraduate teaching and learning – direct instruction, student services, and the 

necessary related overhead – come almost entirely from students and/or states. The following diagram 

is a reasonable depiction of reality. 
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Figure 1. 

Students Institutions
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Tuition
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This diagram not only depicts the flow of funds in a simplified way, but also prompts a question: From 

which perspective is productivity to be viewed?  

From the perspective of the state, productivity is a function of degrees produced relative to its 

investment in higher education (both institutional funding and support of students through financial 

aid). From the perspective of students, productivity is determined by their personal success in obtaining 

a credential relative to their out-of-pocket costs. Neither of these perspectives is appropriate when 

dealing with the topic of educational productivity; each can achieve productivity improvements by 

shifting more of the burden to the other. But this doesn’t improve productivity; it just reallocates the 

contribution each funder makes to the status quo. For this reason, it is appropriate to adopt the 

perspective of the educational institutions, not their funders. This establishes productivity as measured 

by degrees produced relative to resources (from all sources) used to produce them – in the conventional 

language established by the Delta Cost Project, education-related costs per degree and/or certificate 

awarded.  

Approaches to Productivity Improvement 

There is no “right lever” that, if pulled, will yield the level of productivity increases necessary to ensure 

that achieving aspirational goals for educational attainment will be a financially easy matter. While there 
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is no single solution, there are numerous small steps that can yield sought-after improvements if taken 

simultaneously and with the common goal of productivity improvement clearly in mind.  

The myriad potential contributors to the progress in this arena can be organized under three broad 

headings:  

1. Reduce Costs Strategically – do business as usual, but spend less in some areas. 

2. Realign Academic Programs – change the array of services provided.  

3. Reinvest in Greater Academic Productivity – use efficiency savings to improve the ways in which 
services are provided.  

Each of these broad approaches is briefly described in the balance of this section. Illustrations are 

provided and, in some cases, sources of additional information are suggested. No attempt is made to 

provide an exhaustive list of possibilities. Rather, the objective is to provide the reader with a broad 

understanding of a) the very different ways that productivity improvement could be pursued and b) the 

many different tactics available within the broader strategies. The data illustrated in the appendix 

suggest areas in which movement toward the patterns exhibited by cost-effective institutions would 

have the greatest cost-saving consequences. Data for each state is available at collegeproductivity.org. 

Strategic Cost Reduction 

Costs associated with running an institution are concentrated in a relatively few expenditure line 

items. Reducing costs associated with these line items is almost always the first strategy deployed 

when fiscal constraints are imposed. Tactics associated with cuts in the main expenditure categories 

are described briefly below. 

• Salaries constitute the largest expenditure category and they are well established. 

Therefore, institutions are implementing workforce reductions, usually but not always 

through normal attrition or by adding faculty and staff members at lower rates than usual. 

More prevalent is the practice of “contracting out” services that have traditionally been 
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performed by full-time institutional employees. The big shift has come in the form of 

substituting part-time for full-time faculty members; this isn’t typically thought of as 

contracting out or outsourcing, but that’s exactly what it is. More typically thought of in this 

light are contracting for food and custodial services and the operation of campus 

bookstores. The tendency is to outsource more and more functions that are not at the core 

of institutional missions – although, through the use of contingent workers, even the 

commitment to the core institutional capacity has been eroded in many cases.  

In short, there are approaches to containing salary costs – have fewer employees and/or pay 

less for their services. Both are being pursued almost universally. The impacts of these 

strategies on the bottom line are substantial. Nationally, a 10 percent increase in the 

student/faculty ratio would cut the budget gap associated with achieving the 60 percent 

attainment goal by almost 30 percent. Reducing instructional salary outlays by 10 percent - 

through replacement of current professors with new hires at lower salaries or through 

continuing substitution of part-time for full-time professors – would cut the gap by 11 

percent. 

• Benefits, particularly retirement and health care benefits, are probably the most out of 

control components of institutional expenditures. The rapidly rising cost of health benefits 

and the revealed dangers of defined-benefit retirement plans have caused institutions to 

reduce benefits, increase the share of those costs borne by employees, and make 

fundamental changes to retirement plans. But the big liabilities are associated with the 

promises made to employees who are already retired – and who may draw on these 

commitments for many years to come. This has become a $20 billion problem for the 

University of California alone. The costs for higher education institutions collectively are 

orders of magnitude greater. Very few institutions have had the temerity to tackle this 



The Case for Productivity Improvement 

 Page 10 of 22 
National Center for Higher Education Management Systems 

problem head-on. The Universities of Nebraska and Maine are among the few; each has 

reduced commitments to retired employees. Many institutions have created two-tier 

systems, maintaining commitments to current and retired employees but offering lesser 

packages to new employees. To the author’s knowledge, only Maine and Nebraska have 

reduced benefits post facto. Looking to the future, reducing the costs of employee benefits 

by 10 percent would reduce the budget gap by 7 percent. 

• Consumables – things like office and lab supplies, energy, and insurance – are another cost 

driver (although we cannot effectively model their impact). For these items, savings are 

typically sought through group purchasing organized in various ways. Numerous systems 

and states have broad contracts for purchasing a wide variety of items – supplies, 

computers, software licenses, etc. The University System of Maryland has saved millions 

through group purchases of energy. Institutions in Ohio have followed suit, broadening the 

concept to include school districts and local governments. The Midwest Higher Education 

Compact (MHEC) operates collective purchasing arrangements for various items; a 

particularly large element is the purchase of property insurance for a very large pool.  

There is an almost endless list of possibilities in this arena. It is interesting to note the 

emergence of “efficiency councils” in Ohio and (likely) in Texas, and elsewhere. These 

councils serve the role of providing forums for sharing ideas about ways to cut costs, for 

connecting institutions interested in creating larger purchasing pools, and for collecting 

information about annual levels of savings. The last is a particularly helpful means to 

demonstrating and communicating a commitment to stewardship of public resources to 

skeptical policymakers and taxpayers.  
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All of these steps yield savings. All represent actions that institutions routinely take whenever 

budget problems are encountered. If done in ways that don’t jeopardize student access and success, 

they lead to greater efficiencies and, thereby, greater productivity. But these steps, even at 

draconian levels, will not enable higher education to cut its way to success. They come nowhere 

close to closing the entire gap. 

Academic Program Realignment 

In times of relative plenty, many institutions undertook the pursuit of both prestige and revenue 

through expansion of services and activities of all kinds. New programs were established, many of 

which were costly graduate programs that added little to either prestige or revenue. Specialties 

were added within existing programs leading to further proliferation of courses, often taught to 

inefficiently small groups of students. Intercollegiate athletic programs were either added or moved 

to higher levels of divisional competition, often with an argument based on attractiveness to 

potential students but with an eye squarely on the local community, potential benefactors, and 

status.  

The academic tree grew with little discipline; to protect the health of the tree, it is past time for 

selective pruning, which can take several forms: 

• Reduce the inventory of courses that must be taught, particularly those that are accepted 

for general education credit. A good first step is to compile data on the courses the majority 

of students are actually enrolling in and eliminate those that are in the catalog but 

undersubscribed. Such analyses invariably reveal that students are taking a much narrower 

set of courses than the institution is offering. 

• Eliminate small majors, or collaborate with other institutions in arrangements for joint 

delivery. Community colleges in North Dakota have developed a joint nursing program 
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offered on a rotating basis in different parts of the state. Institutions in New York, Ohio, and 

elsewhere have similar joint programs in other disciplines. An alternative is for an institution 

to eliminate a program, but continue to make it available by hosting delivery from another 

institution. North Dakota and Oklahoma have state (funding) policies proactively 

encouraging this. 

• Eliminate specializations within programs and the (often small) courses that go with them. 

Return to a philosophy of sound, broad education in the basics of the major and leave 

specialization to a few graduate schools that can do it well and at scale.  

• Do thoughtfully what many institutions are being forced to do – pare the menu of 

extracurricular activities to the affordable few that directly involve the largest number of 

students and convincingly reflect the mission of the institution. Remove general fund 

subsidies from all the rest. For example, the University of New Orleans moved from Division 

I to Division III in athletics. Also, many institutions have dropped selected sports programs.  

The above tactics seek to improve productivity  by eliminating services that are costly and not 

necessary for fulfillment of the institutional mission. As an aside, it should be noted that a less 

cluttered, more focused curriculum – one that provides a clear path to a degree with fewer 

opportunities for poor choices along the way – may improve retention and completion as well as 

save money. Such actions yield savings through staff reductions, which administrators can effect in 

ways that actually improve results. 

Reinvestment in Greater Academic Productivity 

The steps described in the previous two sections contribute to productivity enhancement primarily 

by providing necessary, if not necessarily the same, services at lower cost. But at the end of the day, 
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the objective is to graduate more students, not just to graduate current numbers more cheaply. 

Several categories of productivity improvement tactics can help accomplish this. 

How

• Programs. First, administrators must reexamine the core knowledge and skills of a program, 

then ensure that the content of the constituent courses efficiently aligns with these learning 

objectives. Is the necessary material covered? Is the course sequence appropriate – does 

each course build on (but not repeat) the content of prior courses? Does it all fit within a 

limit of 120 credits? As a rule, the more prescribed the curriculum, the more cost-effective 

its delivery. Prescription also reduces academic advising requirements (or allows advising to 

focus more on the bigger issues) since academic advising is contained within the structure of 

the curriculum itself.  This practice can help keep students on track to timely graduation.  

Numerous states – Virginia, Ohio, and Texas among them – have partially addressed this 

topic at the policy level by mandating a limit on credit hours required for a degree. 

 institutions deliver services can do as much to improve productivity as can careful 

attention to selection of the services to be offered. Reengineering can yield beneficial results 

when applied at various levels: 

• Courses. Much has been written about the course redesign work championed by the 

National Center for Academic Transfer (NCAT). That organization has helped many 

institutions redesign individual, large courses in ways that yield both better learning 

outcomes and reduced costs. Different ways of doing business can be not only cheaper, but 

better as well. (Additional information can be found at http://www.thencat.org/) 

• Complete delivery systems. While NCAT focuses on academic redesign on a course-by-

course basis, there are institutions that have developed new delivery modes at the 
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institutional level. Many but not all of these institutions are found in the for-profit sector. 

Their educational delivery model is based on the following general design: 

 A narrow, prescribed curriculum with well-articulated learning outcomes 

established for each program offered 

 Senior faculty members who engage in course design, materials selection, and 

development of assessments 

 Use of technology to deliver the content 

 Employment of contingent workers to do the high touch work of ensuring that 

students’ questions get addressed. 

By using personnel in this way – and assigning them to teach large classes – colleges and 

universities obtain substantial cost savings while maintaining quality. 

A second model, employed by Western Governors University, does the following:  

 Specifies learning outcomes associated with each program offered 

 Develops reliable and valid ways of assessing each of these required outcomes 

 Links students to educational materials that will allow them to gain the knowledge 

or skills to be assessed 

 Bases credentialing solely on demonstration of learning through assessment 

It is difficult to get meaningful cost data from the proprietary sector institutions, so savings 

associated with adoption of this business model, in whole or in part, are difficult to 

estimate. However, it is known that WGU operates its model at a substantially lower cost 

than most traditional institutions. This model also uses personnel in ways very different 
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from traditional higher education, focusing staff time on developing assessments and 

providing student support services.  

Both models reinforce the point that the key to productivity improvement is strategic use of 

the main educational assets of institutions, their faculty and staff members. It is through 

focusing the allocation of human resources on activities essential to teaching and learning 

that cost savings can be realized at the same time that enrollments are increased and 

quality maintained. 

• Administrative functions. Productivity improvements in this area can be made in at least two 

distinct ways – through reengineering or centralization. Numerous student service functions 

can be done better and more cheaply by using a case-management approach to delivery of 

services – assigning staff members who are generalists to provide a variety of student 

support functions, while addressing issues requiring more in-depth knowledge only on an 

as-needed basis and by tapping experts who aren’t necessarily attached to a single campus. 

Housing such expertise at the system level is one possibility.  

Centralization makes sense in a number of areas, such as administrative data systems and 

library information access. There are many anecdotes of costly misadventures in 

accomplishing such centralization; but done well, service delivery can be improved and costs 

reduced.  

Simultaneously, academic productivity can be enhanced by reducing unnecessary demand on the 

system. Two tactics are particularly noteworthy. 

• Ensuring seamless transitions – through good pre-collegiate preparation and effective 

articulation and transfer. The first requires a clear statement of college readiness standards 

(Texas has done this particularly well), a single placement exam for assessing college 
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readiness, and serious attention to professional development of the elementary/secondary 

teachers. The second requires a clear and parsimonious general education curriculum 

agreed to by both two- and four-year institutions and (desirably) similar agreements on the 

lower division core courses in the most popular majors. These tactics can reduce both the 

time to degree and the credits required for degrees. The latter is increasingly a policy focus, 

with states putting limits on credits required for a degree (typically 120 for a baccalaureate) 

and imposing fiscal penalties on both students and institutions when students accumulate 

more than a specified number of credits in excess of this limit. 

• Reducing demands each student puts on the system. The steps taken to ensure seamless 

transitions also serve to reduce the demands (and thereby costs) placed on the system. 

These steps reduce the costs associated with remedial education (and the high incidence of 

failure associated with freshmen who lack the minimum skill level) and with accumulation of 

credits in excess of the number required for graduation. Other tactics can be applied within 

a single institution and not at the point of transition between institutions. These include 

finding ways to give students credit for knowledge and skills previously acquired, thus 

eliminating costly repetition that decelerates time to degree when acceleration is a key to 

success. This can be applied at all levels – in remedial education, where the focus needs to 

be only on modules addressing areas of deficiency rather than on  completion of a full 

remedial course; and in full acceptance of college-level work acquired in high school through 

AP, dual enrollment, etc., and of learning acquired through life experience as validated by 

assessments of prior learning, CLEP exams, or other means. A quick calculation indicates 

that a 10 percent decrease in the number of credits accumulated by students on their way 

to a degree would result in savings equivalent to nearly 25 percent of the calculated budget 

gap. 
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The ideas presented in this subsection serve as a reminder that policies and actions designed to 

improve the productivity of higher education must focus on both institutions and students. A 

singular focus on one of the two parties can all too easily result in good intentions and actions 

inadvertently (or perversely) negated by the other.  

Conclusion 

This brief paper highlights the need for productivity improvement, attempts to provide a language for 

discussing the topic, and lists ways in which productivity could be improved. The list is by no means 

exhaustive, nor was it meant to be. The intent was to provide a simple classification scheme for 

approaches to improving productivity. It should be noted that all the tactics suggested are being 

implemented in one or more places; they are not merely hypothetical. (Note: Information about these 

ideas and more can be found in Good Policy/Good Practice 

http://www.nchems.org/pubs/detail.php?id=106 ) 

The evidence is strong that productivity improvement is possible and that ways of making progress are 

known. This is a topic that does not require further research before action is taken. It’s a matter of 

political and leadership will, rather than know-how. 

http://www.nchems.org/pubs/detail.php?id=106�
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Appendix 

Measures in the Student Flow Productivity Model: Relative Strengths and Weaknesses 
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Public Research
Public 

Bachelor's and 
Master's

Public Two-Year
Priavte (Non-
Profit and For-

Profit)

Alabama X X X X X
Alaska X X X X X X
Arizona X X X
Arkansas X X X X X
California X X X X
Colorado
Connecticut X X
Delaware X
Florida X
Georgia X X X
Hawaii X
Idaho X X X
Illinois
Indiana X
Iowa X
Kansas
Kentucky
Louisiana X X X X
Maine X
Maryland X X
Massachusetts X X
Michigan
Minnesota
Mississippi X X
Missouri X X
Montana X X
Nebraska
Nevada X X X X X
New Hampshire X
New Jersey X X
New Mexico X X
New York X X
North Carolina X X
North Dakota X
Ohio X
Oklahoma
Oregon X X
Pennsylvania X
Rhode Island X X X
South Carolina X X
South Dakota X
Tennessee X X X
Texas X X X
Utah X
Vermont X X X
Virginia X
Washington X X
West Virginia X X
Wisconsin
Wyoming X

Where States Should Focus Efforts for Improved Performance
(Based on their Relative Position to Other States, X = the Bottom Quartile of Performance)

High School 
Graduation 

Rate

College-Going 
Rate Directly 
Out of High 

School 

State
Participation 

Rate of 20 to 39 
Year Olds

Undergraduate Credentials Awarded per 100 FTE Undergraduates
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Student/ 
Faculty Ratio 

Instructional 
Salaries per 
FTE Student

Administrative 
Expenditures 

per FTE 
Student

Student 
Support 

Expenditures 
per FTE 
Student

Employee 
Benefits per 
FTE Student

Tuition 
Revenues per 
FTE Student

Tuition 
Discounting 

per FTE 
Student

State and Local 
Appropriations 

per FTE 
Student

Alabama X X
Alaska X X X X X X
Arizona
Arkansas X
California X X X
Colorado X X
Connecticut X X X X X
Delaware X X X X X
Florida X
Georgia X
Hawaii X X X X
Idaho X
Illinois X
Indiana
Iowa X X X
Kansas
Kentucky X X X X X X
Louisiana X
Maine X X
Maryland X X
Massachusetts
Michigan X X X
Minnesota X X X X X X
Mississippi X
Missouri X X
Montana X
Nebraska X X
Nevada
New Hampshire X X
New Jersey X X
New Mexico X
New York X X X
North Carolina X
North Dakota X
Ohio X X
Oklahoma
Oregon X
Pennsylvania X X X X X X
Rhode Island X
South Carolina
South Dakota X X
Tennessee X
Texas X
Utah X X X
Vermont X X X X X X X
Virginia
Washington X X X X X
West Virginia X
Wisconsin X
Wyoming X X

Where States Should Focus Efforts for Reducing Costs or Generating Revenues
(Based on their Relative Position to Other States, X = the Top Quartile in Costs and Bottom Quartile in Revenues)

Public Research Institutions

State
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Student/ 
Faculty Ratio 

Instructional 
Salaries per 
FTE Student

Administrative 
Expenditures 

per FTE Student

Student 
Support 

Expenditures 
per FTE 
Student

Employee 
Benefits per 
FTE Student

Tuition 
Revenues per 
FTE Student

Tuition 
Discounting per 

FTE Student

State and Local 
Appropriations 
per FTE Student

Alabama
Alaska X X X X
Arizona
Arkansas X X
California
Colorado X X X X
Connecticut X X X X X
Delaware X X X X X X
Florida X X
Georgia X
Hawaii X X X X X X
Idaho
Illinois X X
Indiana
Iowa
Kansas
Kentucky X
Louisiana X
Maine X X X
Maryland X X X X X
Massachusetts X
Michigan X X
Minnesota X
Mississippi X X X X
Missouri X
Montana X X X X
Nebraska X X
Nevada X X X
New Hampshire X X X X X X
New Jersey X X X
New Mexico X X X X X
New York X X X
North Carolina X X
North Dakota X
Ohio X
Oklahoma X
Oregon X
Pennsylvania X
Rhode Island
South Carolina X X
South Dakota X
Tennessee
Texas
Utah X X
Vermont X X X X
Virginia
Washington X
West Virginia X X X
Wisconsin X
Wyoming

Where States Should Focus Efforts for Reducing Costs or Generating Revenues
(Based on their Relative Position to Other States, X = the Top Quartile in Costs and Bottom Quartile in Revenues)

State

Public Bachelor's and Master's Institutions
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Student/ 
Faculty Ratio 

Instructional 
Salaries per 
FTE Student

Administrative 
Expenditures 

per FTE Student

Student 
Support 

Expenditures 
per FTE 
Student

Employee 
Benefits per 
FTE Student

Tuition 
Revenues per 
FTE Student

Tuition 
Discounting 

per FTE 
Student

State and Local 
Appropriations 
per FTE Student

Alabama X
Alaska X X X X X X X
Arizona X
Arkansas
California X
Colorado X
Connecticut X X X
Delaware X X X
Florida X
Georgia
Hawaii X X X
Idaho X X X X X
Illinois X
Indiana X
Iowa X
Kansas X X X X
Kentucky X X X X
Louisiana X X
Maine X X
Maryland X X X X X
Massachusetts X X
Michigan X
Minnesota X
Mississippi X X X
Missouri X
Montana X X X
Nebraska X
Nevada X
New Hampshire X X X X
New Jersey X
New Mexico X
New York X X X
North Carolina X X X
North Dakota X X X X
Ohio
Oklahoma
Oregon X X X
Pennsylvania X X
Rhode Island X X X
South Carolina X
South Dakota X X
Tennessee
Texas X
Utah X
Vermont X X X
Virginia X
Washington X X
West Virginia X X
Wisconsin X X X X
Wyoming X X X X X X

Where States Should Focus Efforts for Reducing Costs or Generating Revenues
(Based on their Relative Position to Other States, X = the Top Quartile in Costs and Bottom Quartile in Revenues)

State

Public Two-Year Institutions
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College attainment rates are rising in almost every 
industrialized country. In the United States, however, 
they have remained relatively flat for the past ten 
years, even though completing a college degree 
has become increasingly critical to a person’s life 
chances. Producing more college-educated workers 
is similarly critical to the nation’s overall economic 
growth and prosperity. Based on recent research,1 we 
estimate the United States needs to produce roughly 
one million more graduates a year by 2020—about 40 
percent more than today—to ensure the country has 
the skilled workers it needs. Reaching this goal would 
mean increasing today’s annual output of associate 
and bachelor’s degree-holders by about 3.5 percent a 
year for the next decade.

If the United States wants to hold its position in the 
global economy and preserve the living standards 
of its citizens, reaching this goal is key. How can 
it be achieved? One answer would be to spend 
substantially more on higher education. But states 
have been spending less on higher education 
in recent years and today’s economic and fiscal 
circumstances make a spending increase unlikely. An 
alternative is to produce more graduates for the same 
investment without compromising educational quality 
or restricting access to higher education2 —in other 
words, to improve productivity in higher education’s 
core process of transforming freshmen into 

degree-holders. This report explores such “degree 
productivity” improvement.

Educational experts have long been interested in 
degree productivity. So far, however, no consensus 
has emerged on its critical drivers. Candidates include 
tying funding to completing a degree, promoting 
administrative efficiencies, improving developmental 
education,3 refining transfer policies to allow for 
easy transition between institutions, and increasing 
reliance on part-time faculty.  But uncertainty remains 
about the impact of each contending driver on degree 
productivity and their relative importance.

To advance this dialogue, McKinsey’s Education 
Practice has assessed the operational drivers of 
degree productivity from three angles. We began by 
synthesizing existing research on degree productivity. 
At the same time, using the simplified yardstick of 
cost per degree completed,4 we analyzed system-
wide datasets5 to form a broad view of degree 
productivity across America’s higher education 
landscape. We then conducted detailed studies of 
eight high-performing institutions to understand 
what makes them so productive. We focused on two-
year associate-granting institutions and four-year 
bachelor’s-granting institutions with open-access 
or less competitive admissions policies since these 
are the primary educators of low-income young 

Executive Summary

1 Anthony P. Carnevale, Nicole Smith, and Jeff Strohl, “Help wanted: Projection of jobs and education requirements through 2018,” Georgetown 

University, Center on Education and the Workforce, 2010.

2 While educational quality is difficult to measure, for the purpose of this report we rely on available evidence and proxies including graduation rates, 

student satisfaction surveys, staff surveys, scores on credentialing exams, credit default rates, and general reputation.

3 Developmental education programs serve students who enter college below “college ready” standards to improve their proficiency in needed skills.

4 Cost per degree completed has two key determinants: completion efficiency and cost efficiency. Completion efficiency is defined by the ratio of students 

a school enrolls (measured in full-time student equivalents or FTSEs) to the number of degrees it awards. A low FTSE/degree ratio means a completion 

efficient system, that is, one in which enrolled students have a high chance of gaining a degree. Cost efficiency is defined by an institution’s total cost 

divided by the number of FTSEs. A low cost/FTSE ratio means a more cost efficient system, that is, one in which more students can be served with a given 

set of resources.

5 Including the Integrated Post-secondary Education Data Systems (IPEDS) national dataset and state longitudinal databases from two states
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adults, together accounting for 51 percent of enrolled 
students nationwide. Combining findings from these 
three research angles enabled us to break higher 
education degree productivity into its component 
parts, identify some of the most powerful drivers, and 
quantify their effects across these institutions. 

We found no “silver bullet” driver that could by itself 
dramatically improve productivity for each degree 
delivered. Rather, we found a set of five practices 
that appear to raise degree productivity in these 
institutions without reducing quality or restricting 
access. 

 � The first two practices, (i) systematically enabling 
students to reach graduation (ii) reducing 
nonproductive credits, contribute to raising the 
rate at which students complete their degrees. 

 � The next three practices, (iii) redesigning the 
delivery of instruction, (iv) redesigning core support 
services, and (v) optimizing non-core services and 
other operations, contribute to reducing cost per 
student.  

Overall, we find that a college’s degree productivity 
depends critically on the relationship between the 
proportion of its students who complete their degrees 
and its total costs.  The impact of these five strategies 
on productivity suggests that if they were more widely 
applied to a bigger student population, the nation 
could produce a million more degrees by 2020 within 
today’s education spending limits. 

The challenge: improve productivity in the 
United States higher education system by 
approximately 23 percent

To produce one million more graduates a year by 2020 
at today’s levels of degree productivity, the United 
States would have to increase educational funding by 
$52 billion a year from its 2008 level of $301 billion.6 
Such a funding increase is highly unlikely: revenue 
shortfalls led 42 states to cut higher education 
budgets in FY09 or FY10, and 31 states are planning 
additional cuts in FY11.7 State funding per student had 
recovered briefly from cuts made between 2002 and 
2005,8 but the latest cuts are eroding it again. 

To plug spending gaps, many states have increased 
student tuition fees, which rose by 439 percent 
between 1985 and 2005, compared to rises in the 
Consumer Price Index and the Health Care Index 
over the same period of 108 percent and 251 percent 
respectively.9 Partly as a consequence, student loan 
debt and default rates are increasing. These trends 
threaten both access to and demand for higher 
education. 

Expert projections suggest that pressures on student, 
state, and federal10 budgets are unlikely to relax soon. 
Therefore the only realistic way to generate enough 
graduates within existing state and student financial 
constraints is to produce more graduates without 
increases to public funds or tuition per student and 
without compromising the quality of degrees awarded 
or reducing access—in short, to increase higher-
education degree productivity. 

6 Calculated at 2008 dollars.

7 National Association of State Budget Officers and National Governors Association, Fiscal Survey of the States, Washington, DC (June, 2010); State higher 

education finance FY2009, State Higher Education Executive Officers, 2010.

8 See “Trends in higher education spending” by the Delta Cost Project for more on this topic.

9 “Is college still worth the price?” April 13, 2009  (http://money.cnn.com/2008/08/20/pf/college/college_price.moneymag/); and The College Board, 

Trends in College Pricing 2009; Annual Survey of Colleges.

10 “Findings of biannual fiscal survey show states lag behind national economic recovery,” National Governor’s Association News Release, June 03, 2010; 

and Elizabeth McNichol, Phil Oliff, and Nicholas Johnson., “States continue to feel recession’s impact”, Center for Budget and Policy Priorities, October 

7, 2010; Conor Dougherty and Sara Murray, “Lost decade for family income,” The Wall Street Journal, September 17, 2010. “Federal spending target of 21 

percent of GDP not appropriate benchmark for deficit- reduction efforts,” Center for Budget and Public Policy, July 28, 2010. 

T he country’s economic needs and 
ethos of opportunity also demand 
we do more with the resources we 
have, not do the same with less.



Education
Winning by degrees: the strategies of highly productive higher-education institutions 9

Our calculations show that achieving the 2020 
graduate goal without increasing public funding 
implies an improvement in average degree 
productivity of approximately 15 percent to 34 
percent, depending on which institutions and 
credentials see improvement, to give an overall 
average improvement of 23 percent.11 This calculation 
is based on a scenario in which total tuition revenue 
scales with enrollment. 

It is important to note that while this report makes 
the case for lowering the cost per degree in higher 
education, its findings do not support cutting overall 
funding. Not only would funding cuts make reaching 
the one million goal even harder; the country’s 
economic needs and ethos of opportunity also 
demand we do more with the resources we have, not 
do the same with less.

Productive US institutions show that 23 
percent improvement in higher education 
productivity by 2020 is achievable 

Many different types of institution make up the diverse 
universe of U.S. higher education: four-year, two-year, 
and technical colleges; public, private for-profit, and 
private nonprofits; rural and urban colleges; unionized 
and nonunionized faculty and staff. Taking the national 
datasets, we classified all the institutions in the system 
into 12 peer groups,12 then divided the members of 
each peer group into quartiles according to their 
degree productivity. 

Institutions in the top quartiles of each peer group 
are already delivering graduates at levels of degree 
productivity ranging from 17 percent to 38 percent 
better than their peer group average, even when 
differences in the top-quartile members’ missions, 
extent of student selection, proportion of transfer 
students, and other student characteristics that may 
influence their degree productivity are taken into 
account.13 On average across peer groups, the top 
performing competitive bachelor’s- and associate-
granting institutions are 23 percent and 22 percent 
respectively more productive than their group 
average. This level of variation suggests that a 23 
percent improvement in degree productivity across 
the system is feasible. 

Our subsequent research focused on finding out 
what institutions in the top quartile of associate-
granting and less selective bachelor-granting 
institutions are doing to achieve their better rates of 
degree productivity and which of their practices other 
institutions may be able to emulate.

We found that all the institutions in the top-performing 
quartiles achieve greater degree productivity 
by focusing on strategies to improve rates of 
degree completion and increasing cost efficiency. 
However, different types of institution place a 
different emphasis on each type of strategy and no 
institution emphasized all of them. On average, four-
year institutions in the top quartile have improved 
productivity most by improving cost efficiency. They 
educate students at a cost per degree 23 percent 
lower than their peer average, of which 16 percentage 

11 If the $52 billion costs are shared across the whole higher education community, achieving the goal of a million extra students from a base of $301 billion 

would require a 15 percent improvement in productivity across the whole spectrum;  if costs are shared by associate and bachelor capacity only (base 

of $190 billion), these institutions need to improve productivity by 21 percent;  and if costs are shared by by all associates and bachelors capacity from 

institutions with open access and “competitive” admissions policies, these institutions need to improve productivity by 34 percent. Averaging these three 

scenarios results in a required productivity improvement of 23 percent.   

 12 Peer groups were defined according to Carnegie’s classification (research or doctoral; bachelor’s or master’s; associates), Barron’s admissions 

competitiveness criterion (most or highly competitive; very competitive; competitive or less / non-competitive), these 12 peer groups were further divided 

into subgroups for some analyses based on the proportion of transfer students, proportion of African American student, proportion of students receiving 

federal aid, and proportion of degree-seeking students.

13 Using IPEDS data.
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points derive from better cost efficiency and 7 from 
higher completion rates.  In contrast, two-year 
institutions in the top-performing quartile attain 
most of their greater degree productivity through 
higher rates of completion: they produce degrees 
at a 22 percent lower cost than their group average, 
of which 14 percentage points derive from higher 
completion rates and 8 points derive from improved 
cost efficiency. Together, better completion rates and 
greater cost efficiency account for roughly 70 and 
60 percent of the degree productivity improvements 
captured by the four-year and two-year best practice 
institutions, respectively (Exhibit 1). 

High-performing institutions are achieving 
degree productivity up to 60 percent better 
than their peer group average

To assess what highly productive institutions are 
doing to raise their rates of degree completion and 
improve cost efficiency, we partnered with eight highly 
productive institutions from different parts of the 
learning spectrum, each selected for their track record 
in degree productivity and for quality (Table 1). 

Using a variety of strategies, these highly productive 
institutions attain up to 50 percent higher overall 
productivity than the average for the top quartile 
in their peer group and 60 percent higher than the 
peer group average (Exhibit 2). Using data provided 
by the schools, we measured the impact on degree 
productivity of their particular strategies and identified 
the five detailed below that had the most impact. 
Through implementing these five levers, the eight 
institutions studied achieve improved cost per 
degree three to six times greater for each lever than 
the average improvement achieved by top-quartile 
institutions (Exhibit 3).

Five strategies that increase degree 
productivity

This group of eight clearly does not represent the 
full breadth of higher education institutions. But the 
strongly positive impact on degree productivity of the 
five strategies suggest these are worth considering 
as part of any national, state or institution effort to 
produce more graduates on a limited budget.14 

Systematically�enabling�students�to�reach�
graduation. Graduation rates vary widely between 
institutions, even within peer groups. Among 
community colleges, graduation rates typically range 
from 19 percent to 45 percent and from 37 percent to 
62 percent among four-year institutions.15 Reforms to 
enable students to persevere through to graduation 
include providing structured pathways to graduation, 
effective student supports and effective placement 
and college preparation, as well as preparing students 
for post-study work.

An integrated package of such initiatives can boost 
graduation rates enough to bring down the average 
cost of a degree by 11 percent to 33 percent. For 
instance, Valencia Community College’s three-year 
graduation rate of 35 percent is 15 percentage points 
above that of peer institutions partly because the 
college provides students with support and tools 
for planning their path to graduation. It also tailors 
support to its different student segments and has 
redesigned student support services to improve their 
quality.16

Indiana Wesleyan University College of Adult & 
Professional Studies’ six-year graduation rate of 
65 percent is 19 percentage points above its peer 
average. The college has developed a cohort model 
and structured degree pathways with few electives.17 

14 Institutions in different segments and with different needs may choose to focus on different strategies

15 Graduation rates are IPEDS first-time, full-time graduation rates within 150% of expected time. Ranges represent top and bottom quartiles.

16 Valencia Community College closely tracks quality and performance metrics for core student support services such as financial aid processing 

17 Descriptions of Indiana Wesleyan University’s practices focus on the Center for Adult and Professional Studies’ associate and bachelor programs, which 

enroll about 5,000 of IWU’s approximately 15,000 students.  The remaining students are enrolled in graduate programs or enrolled in IWU’s residential 

campus.
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Top quartile
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Non-core servicesCompletion 
efficiency

0%

13%

Core supportsAverage

4%

56,289

Instruction

4%

57,1538%
5%

7%
74,268

3%

Competitive2 bachelors/masters

Associates

Variation in cost per degree delivered
Percent of average cost per degree1, USD

SOURCE: IPEDS; McKinsey analysis

22% higher productivity

Note: Average across 6 peer subgroups
1 Cost/degree = cost/full-time student equivalent (FTSE)  x FTSE/degree; FTSE/degree normalized to take into account of average time to obtain a 

degree and includes certificate and graduate production; 2005-07 3-year average
2 Competitive admissions policies as defined by Barron’s

23% higher productivity

Exhibit 1: Associate-granting institutions captured degree productivity primarily through completion, 
while competitive bachelor institutions did so through costs

Institution
Enrollment
FTSEDescription

Normalized
Cost per degree
Dollars

9,125 A public vocational training school with 23 campuses across 
the state

21,053 

10,224 A public community college that awards primarily 
certificates. Delivery is through unbundled online instruction

32,043

Valencia Community 
College

19,934 A public, two-year community college, that awards both 
associates degrees and certificates

22,311
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15,870 A private nonprofit institution that offers online 
competency-based instruction

27,495Western Governors

5,370 A private nonprofit institution that offers associate, 
bachelors, and masters degrees

52,285Southern New Hampshire

14,098 A private nonprofit institution that offers associates and 
bachelors degrees. Currently transitioning from awarding 
primarily associates to primarily bachelors degrees

42,294
BYU Idaho

46,926 A for-profit institution awarding a mix of degrees in various 
locations across the country, both online and on site

40,128*DeVry

14,233 A private nonprofit faith-based institution that awards 
associates, bachelors, and graduate degrees. For this 
study, the research focused primarily on bachelors degree 
programs offered on-site and online via the College of 
Adult & Professional Studies

40,851

Indiana Wesleyan 
University-CAPS

Rio Salado

Tennessee Technical 
Centers

* Excludes marketing spend

Table 1: Institutions visited
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Sample top 
performer

22,311

Non-core services

0%

Core supports

17%

Instruction

13%

Completion 
efficiency

19%

Top quartile

43,974

40,8514%24%
15%14%57,153

SOURCE: IPEDS; Institution data;  McKinsey analysis

Variation in cost per degree delivered
Percent of average cost per degree1, USD

29% higher productivity

49% higher productivity

Indiana Wesleyan University

Valencia CC

1 Cost/degree = cost/FTE x FTE/degree; FTE/degree normalized to take into account of average time to obtain degree and includes certificate and 
graduate production; 2005-07 3-year average

2 Competitive admissions policies as defined by Barron's

Competitive2 bachelors/masters

Associates

Exhibit 2: Top performing institutions can achieve 30 to 50 percent greater productivity than the top 
quartile

1 Impact is not additive as institutions do not drive productivity with all levers

SOURCE: IPEDS; Institution data; McKinsey analysis

% category 
improvement 
(deep-dives)

11-31 32-65 37-54 42-100

Institutions we visited 
(deep dives)

Top quartile

Variation in cost per degree by productivity driver
Percent of total cost per degree

Completion efficiency Cost efficiency

Total1

32-64

22-23

Selective 
Non-core

8-17

0-3

Efficient core 
services

16-23

4-8

Instructional 
redesign

13-26

4-5

Non-
productive 
credits

4-26

2-4

Promote 
graduation

11-33

3-11

Exhibit 3: Five strategies can result in over 60 percent higher degree productivity
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Weekly online classes are organized to begin when 
cohorts fill. Cohort members encourage each other 
to participate, thanks to the University’s emphasis 
on peer engagement within each cohort. Given the 
structured nature of the degree pathways, students 
generally move through the sequence of classes as a 
cohort, leaving relatively few behind. 

Reduce�nonproductive�credits. Analysis of state 
data18 suggests 14 percent of the credits earned by 
degree completers are over the threshold required 
by their degree. Such “excess crediting” may 
constitute up to 10 percent of total credits taken by 
all students.19 Failed credits and credits from which 
students withdraw constitute another 7 percent. 
Although excess crediting may give students extra 
educational benefit, it adds to the cost of a degree 
and so diminishes degree productivity. The latter can 
be improved by 4 percent to 26 percent by initiatives 
to prevent such redundant efforts. Measures include 
better developmental education and tutoring, policies 
for tracking and intervening to support student 
progress and completion, transfer policies that 
conserve credits, and innovative delivery methods.20

For instance, Southern New Hampshire University 
(SNHU) and BYU–Idaho closely monitor student 
progress toward a degree and have policies that 
prevent students from becoming overcredited. As a 
result, none of those achieving a bachelor’s degree at 
SNHU complete more than 150 credits to graduate,21 
compared with 20 percent at other peer institutions. 

Similarly, only 7 percent of those achieving associate 
degrees at BYU–Idaho complete more than 90 
credits, compared to 32 percent at peer institutions.  

Institutions can also sharply reduce the number of 
credits that students fail or drop. For example, BYU–
Idaho has implemented policies to prevent redundant 
teaching and learning, including strict policies on 
courses withdrawal and academic progress. Partly as 
a result, BYU–Idaho has failure and withdrawal rates 
that are up to 32 percent lower than its peer average. 
Some states have also enacted policies to limit the 
number of credits lost during transfers between 
institutions.  Florida and Tennessee have policies 
ensuring that students who complete an associate 
degree can enter a four-year university as a junior.

Redesigning�instruction. On average, institutions 
spend $7,000 on instructional costs per full-time 
student equivalent (FTSE), ranging from $4,000 for 
associate-granting institutions to $22,000 for elite 
research institutions. By redesigning the way they 
deliver instruction the eight institutions that we visited 
achieved degree productivity 17 to 26 percent better 
than the average without compromising degree 
quality. 

Sometimes controversially,22 institutions such as Rio 
Salado College and Western Governors University 
(WGU)23 are leveraging technology to become more 
cost-effective, substituting full-time faculty with part-
time faculty (Rio Salado) or course mentors (WGU) to 

18 State longitudinal dataset provided by State which opted to remain anonymous

19 Over a period of seven years, we find that 51 percent of the credits taken in State A’s public institutions did not contribute to a degree. The other 41 

percentage points of unproductive credits were due to course failure or withdrawal and non-credit bearing courses such as developmental education 

courses taken by those students who did graduate, and over half of these non-productive credits were due to credits taken by students who did not 

graduate.  

20 Such innovative methods include competency-based models that require students to demonstrate mastery in a set of competencies or skills in order to 

progress, regardless of the time they spend sitting in class, which allows some students to progress faster.

21 Bachelor’s degrees typically require 120-135 semester credit hours to complete while associate degrees typically require about 60 semester credit hours. 

22 See William Massy, “Creative paths to boosting academic productivity”, Nov. 2010 for discussion of instructional productivity and the barriers to 

instructional productivity improvements. 

23 Rio Salado students score at or above common, nationally normed assessments. For example, student’s average score on the ETS Proficiency Profile 

is 450.81, which is above the national average of 440.70. This exam measures critical thinking, reading, writing, math, humanities, social science and 

natural sciences in comparison to peer AA institutions nationally with our college graduate cohort.  Students at WGU score above national averages on 

credentialing exams, while the passing scores on class assessments are set by professional psychometricians to be equivalent to a B- average.
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augment online teaching materials, and centralizing 
development of master courses.24 Such redesigns in 
instruction delivery are similar to those introduced at 
the course level by the National Center for Academic 
Transformation (NCAT), which has deployed new 
technology on redesigned courses at 150 institutions 
nationwide since 1999—primarily in large-enrollment, 
introductory courses across a number of disciplines—
achieving 35 percent average savings while 
simultaneously improving learning outcomes.25

Other institutions in our sample achieved savings 
with different changes in delivery. For instance, 
BYU–Idaho redesigned the academic calendar to 
include a full summer semester serving the same 
number of students as the traditional fall and winter 
semesters. Faculty compensation was incrementally 
increased, but only a handful of new faculty members 
were hired. As a result, BYU–Idaho improved its 
instructional costs per student by 32 percent while 
still compensating its faculty at higher levels than peer 
institutions. All the institutions we visited were carefully 
managing and monitoring the quality of instruction 
and student outcomes to ensure that quality and 
effectiveness improve together.26

More�efficient�core�supports�and�services. Core 
support services include institutional supports (such 
as HR, IT, and finance,), student services (such as 
financial aid, counseling, and enrollment), academic 
support services (including libraries, museums, 
and audio/visual services) and plant operations. On 
average, institutions spend about $9,000 per FTSE 
on core supports and services—ranging from about 
$4,000 for associate-granting institutions to $21,000 
for the most competitive research institutions.  

The eight institutions made their core support 
services more efficient by introducing lean processes, 
organizational redesign, and better purchasing. This 
route to increasing productivity yielded improvements 
of 16 to 23 percent above the average at BYU–Idaho, 
Rio Salado, and DeVry University. Initiatives include 
converting paper-based to electronic systems, cross-
training staff to eliminate staff downtime, and using self-
service online portals for administering financial aid.

Clearly the quality and effectiveness of student 
services is of particular concern, and the eight 
institutions are redesigning their core services 
expressly to improve efficiency and quality in tandem. 
Some also invest part of the savings made in this area 
in supports such as academic and career counselors 
that improve student outcomes. All meticulously 
monitor service quality. 

Optimize�non-core�services�and�other�operations. 
Top-performing institutions also carefully assess 
the non-core services and other operations they 
must offer to fulfill their mission, to ensure they are 
run efficiently. In our sample, non-core services and 
other operations included research, public services, 
and auxiliary enterprises.27 Institutions spend an 
average of $3,500 per FTSE on non-core services, 
ranging from $500 for associate-granting institutions 
to $21,000 for the most competitive research 
institutions.  Competitive bachelor’s-granting 
institutions spend $2,500 per FTSE on non-core 
services.  

While many non-core services, such as dinning 
services, generate revenues and are self-supporting, 
49 percent of all institutions report auxiliary service 
revenue insufficient to cover auxiliary service 
expenditures. Often these losses are significant—19 

24 In many academic institutions, curriculum is developed by individual faculty for individual courses.

25 For more information on these models and instructional redesign refer to the resources at the National Center for Academic Transformation webpage 

(http://www.thencat.org/).

26 For instance, institutions closely monitored scores on common assessments and credentialing exams, student satisfaction, and class withdrawal rates.

27 Public services include radio stations, institutes, and conferences while auxiliary enterprises include athletics, housing, and dining. Research institutions, 

which are not the focus of our report, may consider research core to their mission.
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percent of institutions report losses greater than $500 
per student, and 10 percent of institutions report 
losses greater than $1,000 per student. 

By maintaining only mission-critical non-core 
services, institutions in our sample save up to 17 
percent of their peer group average cost per degree.  
WGU, DeVry University, and SNHU, for example, offer 
little in the way of non-core services, as part of their 
effort to control total costs.  However, we recognize 
that many institutions will continue to maintain non-
core services to fulfill their mission. In these cases, 
institutions should pay especially close attention to 
operations which require general fund subsidies while 
improving efficiency across all non-core services to 
drive down costs to students and other stakeholders

Essential elements for transforming degree 
productivity 

We found that the eight institutions were able to 
transform productivity using these five operational 
levers because they also had four essential elements 
in place (Exhibit 4): first, efficient and effective 
operational processes supported by appropriate 
technology and tools; second, effective management 
systems to ensure progress, build capabilities, and 
manage implementation; third, leaders and staff who 
are committed to achieving degree productivity gains 
alongside high-quality educational outcomes; and 
last, support from state and institutional policies that 
allow them to choose how to achieve their quality and 
efficiency goals. In our experience, leaving out any of 
these four elements may blunt the potential impact of 
the transformation or make them harder to sustain.  

Mindsets & 
Behaviors

Supportive 
policies

The formal management 
systems, processes, and 
structures required to 
deliver and sustain change

Policies set at the 
federal, state and 
system level which 
enable and incent each 
institution to efficiently 
produce degrees

Management 
Infrastructure

Operating 
Decisions

SOURCE: McKinsey analysis

The design and 
implementation of new, 
streamlined operating 
processes across 
instructional delivery, 
core supports and 
services and non-core 
services

The attitudes and 
behaviors that 
determine if individuals 
and stakeholder groups 
commit to engage in the 
work and believe it to be 
important and achievable

Exhibit 4: Transforming higher education operations to achieve improved productivity requires a four-
pronged approach
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In addition, the eight institutions we visited had an 
unwavering focus on educating students. They 
were determined to combine effective educational 
practices and good management to achieve their 
educational mission productively. 

Increasing degree productivity requires 
institutions and policy makers to collaborate

Colleges and universities that already achieve 
outstanding levels of degree productivity can serve 
as models for others. Their main lesson to institution 
leaders and policymakers is to concentrate on 
improving degree completion and cost efficiency.  
Given the urgent need to increase the number of 
U.S. college graduates, these institutions and their 
stakeholders must also commit to rapid change.

How can all institutions raise their degree productivity 
to the levels achieved by the highest performers? Our 
research suggests several steps for institutions and 
state and federal policymakers to consider.

First, every higher education institution should carry 
out an honest self-assessment, comparing their 
overall educational productivity and their performance 
on the five strategies of highly productive post-
secondary institutions to an appropriate peer group. 
Next, all institutions should assess the will and skill of 
leadership, managers, and staff to pursue change. 
Without committed leadership, transformational 
change is unlikely to happen. If they have the will 
to change, they must make firm commitments to 
reaching high levels of degree productivity while 
maintaining or improving quality and access. 
Then institutions can set aspirations for improved 
productivity, develop a multiyear operational plan 
with defined performance milestones, and commit to 
implementing it. Some institutions will need to make 
only incremental changes. Others will require more 
fundamental transformation. 

Second, the entire higher education system requires 
better performance measurement, data gathering, 
and benchmarking so that institutions and funders 
can track their progress. Institutions need a common 
fact base of benchmarks to serve as an external 
reference for their own performance. Many worthwhile 
efforts are underway and, together with the data in 
this report, they offer a starting point. States should 
agree with colleges on standard practices for 
recording and measuring productivity and publish 
college productivity data. Unless such data become 
comprehensive and accessible, states and institutions 
cannot be held accountable for their progress.

Third, state governments and federal policy 
makers must develop and uphold policies that 
elevate productivity in higher education further up 
government agendas. Momentum for policy action 
is building. To signal their commitment, state and 
other levels of government must require institutions to 
collect degree productivity data, as part of a balanced 
picture of their diverse contributions and impact. 

Grants and policies should foster productivity 
innovatively, for example, through sharing best 
practices, or introducing competitive grants and 
results-based funding. But they should not dictate 
how better productivity is achieved. This report shows 
that creative institutions can improve productivity in 
different ways, as long as they stay focused on the 
goal of educating more students for the same cost 
while maintaining or raising quality and access. 

Also, all these lessons need to be reflected in the 
design of new models of teaching institutions, so that 
such innovators achieve their full degree productivity 
potential from the outset and the gains from their 
experience are shared across the system.  For 
example, more than three decades ago, the Maricopa 
district launched Rio Salado as a community college 
with an alternative way of delivering instruction. It 

High performing institutions operated 
at the nexus of effective educational 
practices and good management 
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moved to online instruction as soon as this became 
feasible. Now, Rio Salado, in terms of student 
headcount, is the largest college in the system and the 
community college with the largest online enrollments 
in the nation. US higher education needs a new 
generation of such innovation at scale.

• • •

Unless America’s higher education institutions can 
improve the skill level of the labor force, the nation 
risks failing to produce the talent required to maintain 
its economic competitiveness. Many Americans 
may never fulfill their potential or see their relative 
living standards fall. A variety of strategies may be 
needed to meet this challenge head on. But their aim 
should be to increase the number of students who 
enroll, increase the rate of degree completion, and 
improve the output and outcomes of higher education 
expenditures as rapidly as possible, while maintaining 
a steadfast commitment to broadening access and 
upholding the quality of post-secondary education in 
the United States.
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Introduction

Many have made the case for increasing degree 
production in the United States, both to ensure 
economic prosperity and also as a way to address 
the cycle of poverty and inequity plaguing some 
communities. The arguments stem from a broad 
evidence base that shows how postsecondary 
education impacts the nation, states, households, and 
individuals. Some of the evidence is quite compelling. 

First, research indicates the share of jobs in the US 
economy that requires a postsecondary degree is 
expected to increase to 45 percent in the coming 
decade, translating to about 5 million additional 
degrees needed to fill those positions. From 1973 to 
2008, the share of jobs in the US economy requiring 
a postsecondary degree increased from 28 percent 
to 42 percent. That number is expected to increase 
again, to 45 percent, in the coming decade.1 We 
estimate the United States will need to produce about 
1 million additional degrees annually by 2020 to meet 
this demand—up from 2.5 million annually today.2

Second, it is well documented that not having a 
postsecondary degree weakens individuals’ earning 
power and job opportunities. In the United States, 
since 1990, the average earnings of a high school 
graduate actually fell in real terms by 2 percent, while 
those of college graduates rose by 10 percent.3 

Currently in the United States, individuals who hold 
an associate degree earn 20–30 percent more 
than those who have only a high school degree. A 
bachelor’s degree holder earns 70–75 percent more.4 
Future occupation analysis shows that nine out of ten 
workers with a high school education or less will be 
limited to occupations that either pay low wages or are 
in decline.5

Third, it has been shown that postsecondary 
degree attainment by parents is the biggest driver of 
individuals’ and families’ movement out of poverty.6 
Students who do not have parents who have a 
college degree are more likely to be in a low-income 
household. Students from low-income families 
are less likely to graduate from high school, less 
likely to enroll in college, and less likely to complete 
college.7 Evidence also shows that students from 
the top income quartile are four times more likely 
than those from the lowest to get a bachelor’s 
degree.8 Recognizing the importance and urgency 
of postsecondary degree attainment to individuals 
and the nation overall, distinct stakeholders and most 
recently President Obama have sent a loud and clear 
message9: the current level of college attainment 
in the United States is not acceptable; it needs to 
dramatically improve to meet the labor demand that 
will allow individual and national prosperity. 

1 Carnevale, Smith, Strohl, “Help Wanted: Projection of Jobs and Education Requirements Through 2018. Georgetown University, Center on education and the workforce, 
2010.

2 Based on an estimated 166 million workforce in 2018, an additional three percentage points would translate into approximately 5 million additional degrees between 2007 
and 2018.  A linear increase over a 10 year period results in approximately 1 million additional degrees produced annually after 10 years.  We do not account for additional 
degree baseline attainment growth beyond that required to maintain a baseline of 42 percent attainment. 

3 McKinsey Global Institute—unpublished results

4 Baum and Payea, “Education Pays: The Benefits of Higher Education for Individuals and Society,” The College Board, 2004.

5 Carnevale, Smith, Strohl, “Help wanted: Projection of jobs and education requirements through 2018” Georgetown University, Center on education and the workforce, 2010.

6 Hertz, “Understanding mobility in America” Center for American Progress, 2006 

7 McKinsey Global Institute—unpublished results

8 McKinsey Global Institute—unpublished results

9 In February 2009, President Barack Obama told a joint session of Congress: “By 2020, America will once again have the highest proportion of college graduates in the 
world.” The administration’s goal is to achieve 60 percent college attainment rate among 25- to 34-year-olds by 2020.
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The challenges ahead

The urgent need and relevance of promoting 
postsecondary attainment doesn’t immediately 
translate to accomplishing it at a nationwide level. 
Today the US higher education system faces two key 
challenges: the slowly growing attainment rates and 
the fast-increasing cost to obtaining a degree.

The US higher education system has a worldwide 
reputation for excellence. Six US institutions are 
ranked among the world’s top 10 universities, and 
13 among the top 25.10 At a national level, college 
attainment rates have doubled from about 20 percent 
in the late 1960s to 40 percent today, while degree 
production has increased 2.5-fold–from 1 million 
degrees per year in 1968 to 2.5 million degrees today. 

Since the 1970s, however, the postsecondary 
attainment rate in the United States has increased 
slowly, with bachelor’s attainment rising from 24 
percent in 1976 to 31 percent in 2009. Once the first 
in the world, the United States recently ranked tenth 
among OECD countries in the percentage of its young 
adults ages 25 to 34 with college degrees (associate 
and higher).11 College attainment rates are rising in 
almost every industrialized or postindustrial country in 
the world, except for the United States.12 If the current 
trajectory continues, the nation will rank 17th by 
2020.13

Moreover, institutions and students are currently 
facing a period of declining state contributions whilst 
tuition, fees room and board and total cost have 

increased faster than inflation. Some argue that our 
higher education systems are fighting for their own 
financial survival.14

State budgets for FY2011 are expected to remain 8.4 
percent lower than that of FY2008.15 According to 
the Center for Budget and Policy Priorities, 39 states 
have already projected budget gaps totaling $112 
billion in FY2012, noting that “once all states have 
prepared estimates these are likely to grow to some 
$140 billion.”16 This is on top of difficult cuts that have 
already been made since FY2008. Scott Pattison, 
budget director of the National Association of State 
Budget Officers (NASBO), recently remarked that 
“states face significant fiscal challenges going forward 
with the federal Recovery Act funds ending, revenues 
not expected to be returning to pre-recession levels, 
and higher demands for many services like health and 
education.”17

These state revenue shortfalls have resulted in 
decreased state funding for higher education.  Forty-
two states have reduced higher education budgets in 
FY09 or FY10, and 31 states are planning additional 
cuts in FY11 in order to close budget gaps.18These 
cuts are again decreasing state funding as they were 
beginning to recover from cuts made from 2002 to 
2005.19

To make up for decreases in state funding, higher 
education systems have dramatically increased tuition 
in many states. As noted in one report,20 “Florida 
college students could face yearly 15 percent tuition 
increases for years, and University of Illinois students 

10  “World’s best universities,” U.S. News and World Report, based on QS World University Rankings.  According to Shanghai University’s “Academic Ranking of World 
Universities,” US institutions hold 8 of the top 10 positions and 19 of the top 25 positions.

11 Organization for Economic Cooperation and Development (OECD), Education at a Glance 2010: OECD indicators, 2010 (www.sourceoecd.org). The United States is also 
behind Russia and Israel in college attainment; however, these countries are not part of the OECD. 

12 The Lumina Foundation for Education, “A stronger nation through higher education,” February 2009.

13 Projections based on a linear regression of 2008 college attainment by age range for each country.

14 “Colleges flunk economics test as Harvard model destroys budgets,” Bloomberg News, May 1, 2009.

15 “Findings of biannual fiscal survey show states lag behind national economic recovery,” National Governor’s Association News Release, June 3, 2010.

16 Elizabeth McNichol, Phil Oliff, and Nicholas Johnson, “States continue to feel recession’s impact,” Center for Budget and Policy Priorities, October 7, 2010.

17 National Association of State Budget Officers and National Governors Association, Fiscal Survey of the States,Washington DC (June, 2010)

18 State higher education finance FY2009, State Higher Education Executive Officers, 2010; also footnote 16.

19 See “Trends in higher education spending” by the Delta Cost Project for more on trends in higher education funding.

20 “Students on edge over rising tuition,” CBS News, February 2, 2010 (http://www.cbsnews.com/stories/2010/02/02/national/main6164634.shtml)
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will pay at least 9 percent more. The University of 
Washington will charge 14 percent more at its flagship 
campus. Tuition at the California State University 
system has tripled in 10 years. And in California, tuition 
increases of more than 30 percent have sparked 
protests reminiscent of the 1960s. This is in addition to 
tuition that has already risen by 439 percent between 
1985 and 2005—far exceeding the Consumer 
Price Index (108 percent) and health care index (251 
percent).21 As a consequence, student loan debt is 
on the rise. College seniors who graduated last year 
owed an average of $24,000 in student loan debt, up 
6 percent from the year before, according to a report 
from the Project on Student Debt.22

Given the current economic crisis, projections from 
experts indicate that budget pressures are unlikely to 
relax in the next several years—either on households 
or on the state or federal government.23 Meanwhile, 
loan default rates have increased from 5.2 percent in 
FY2006 to 7 percent in FY2008, increasing across 
all sectors including public, nonprofit, and for-profit 
institutions.24

There is concern that these increases in net total cost 
of attendance25 are threatening access and demand. 
While student protests of recent tuition hikes have 
made headlines, many others are asking the question 
“Is college still worth the cost?”26 Recent surveys 
highlight that despite this debate, the belief in the 
value of a college degree is increasing; according 
to a recent survey by the National Center for Public 

Policy and Higher Education, 55 percent of Americans 
believe a degree is “necessary” for achieving success. 
However, the same survey found that 69 percent of 
respondents believed that “many qualified students” 
didn’t have the opportunity to go to college—the 
highest rate on record.27 Moreover, increasing access 
among lower-income students—a likely requirement 
to expand degree production—may make maintaining 
current tuition levels difficult. 

These opposing trends, of increasing degree 
production to meet economic and individual needs 
on one side and funding constraints, historical cost 
increases (both tuition and total expenditures), and 
higher default rates on the other, make a call for a 
dramatic increase in degree production sound like an 
uphill battle. Add to that the need to maintain access 
and quality no matter what changes are instituted, 
and the challenge appears insurmountable.  However, 
not increasing degree production—potentially the 
“easiest” answer—is not an option, as it may have the 
largest negative impact for individuals and on the US 
national and state economies over the long term. 

One potential solution to the dilemma, which 
we explore in depth in this report, would be to 
dramatically improve degree productivity in higher 
education while expanding degree production: in 
other words, to produce more graduates for the 
same total expenditures without compromising 
the quality of degrees awarded or reducing 
access. There is precedent for dramatically improving 

21 “Is college still worth the price?” April 13, 2009   (http://money.cnn.com/2008/08/20/pf/college/college_price.moneymag/) and The College Board, Trends in College 
Pricing 2009; Annual Survey of Colleges.

22 Student debt and the class of 2009, The Project on Student Debt October, 2010 available at http://www.projectonstudentdebt.org/

23 See “Findings of biannual fiscal survey show states lag behind national economic recovery,” NGA; and  McNichol, Oliff, and Johnson, “States continue to feel recession’s 
impact,” CBPP.

24 “Student loan default rates increase,” Department of Education press release, September 13, 2010 (http://www.ed.gov/news/press-releases/student-loan-default-rates-
increase-0).

25 Includes tuition, fees, room and board

26 See “Is a college degree still worth the cost,” U.S. News and World Report. November 17, 2008. (http://www.usnews.com/blogs/college-cash-101/2008/11/17/is-a-college-
degree-really-worth-the-cost.html);  and “Is college still worth the price?” April 13, 2009 (http://money.cnn.com/2008/08/20/pf/college/college_price.moneymag/).

27 John Immerwahr, Jean Johnson, Amber Ott, and Jonathan Rochkind, “Squeeze play 2010: Continued public anxiety on cost, harsher judgments on how colleges are run,” 
National Center for Public Policy and Higher Education and Public Agenda, February 2010.
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degree productivity while maintaining or improving 
quality levels. It could be accomplished through 
improved completion rates and increased efficiency 
of both instructional delivery and non-instructional 
operations. Bringing these changes about will require 
effort and determination on everyone’s part.

For institutions and policy makers alike, there is a 
trade-off: achieving an increase of 1 million degrees 
will help individuals, society and the economy overall, 
but likely will not result in significantly more public 
revenue for schools in the next several years. Yet, 
the importance of their decisions, particularly at this 
critical moment in the nation’s economic health, 
cannot be overstated. Whether active or passive, 
through action or inaction, the choices that are made 
now may dramatically alter the current system, for 
better or worse, for a generation.  

Focus and contribution of our research

Based on McKinsey’s long-standing work on 
productivity and economic development, we believe 
the education sector could benefit from embracing 
the challenge of increasing degree production while 
improving degree productivity. To help move the 
dialogue forward, McKinsey’s Education practice has 
designed and conducted a study of the operational 
drivers of degree productivity in higher education. 

As our yardstick of productivity, we have selected the 
measure of cost per degree.28 Determining cost per 
degree factors in two key components: completion 

and cost. Completion efficiency is a critical measure 
of productivity and overall efficiency of an institution, 
assessing the number of students a school enrolls—in 
full-time student equivalents (FTSEs)—in relation to 
the number of degrees awarded. A low FTSE/degree 
ratio indicates an efficient system.29 Cost efficiency, 
the second critical measure of productivity, is defined 
by the total cost per number of FTSEs. Similarly, a low 
cost/FTSE quotient indicates a more efficient system. 
The result of poor cost efficiency is that fewer students 
can be served with a given set of resources.

To date, a significant amount of research has been 
done on degree productivity in higher education.30 
However, most of this research has relied on national 
datasets and regression analysis to identify broad 
trends.  In contrast, our work uses a three-pronged 
approach: synthesizing existing analyses of degree 
productivity in higher education and studying 
established case examples; analyzing broad datasets 
such as Integrated Postsecondary Education 
Data Systems (IPEDS’) national dataset and state 
longitudinal data; and pursuing a detailed quantitative 
analysis of cost and completion data followed by site 
visits and interviews to identify the strategies used by 
eight high-performing institutions that contribute to 
their high levels of productivity. Our objective was to 
gain a detailed and nuanced picture of how institutions 
become productive—identifying what is possible as 
opposed to what is broadly true.

To pursue the institution analysis, we partnered with 
eight high-performing institutions (Table 1). These 
institutions demonstrated higher performance in 

28 Cost per degree has been used by other expert studies of productivity in higher education.  For instance, see The Delta Cost Project’s “The Dreaded P Word.”

29 One FTSE is equivalent to one full-time annual load of credits – 30 credits. If 100 percent of students graduated from a community college with a two-year associate degree, 
having taken and completed two years’ worth of credits (60 credits), then the FTSEs/degree would be 2.0.  If all students graduated from a university with a four-year 
bachelor’s degree having taken and completed four years’ worth of credits (120 credits), then the FTSEs/degree would be 4.0.  Because of lower graduation rates, courses 
failed or withdrawn, and other inefficiencies, the FTSEs/degree tend to be higher than these theoretical baselines. 

30 For a review of the literature see Jane Wellman, “Connecting the dots between learning and resources,” January 2010; or the Delta Cost Project’s resource page at http://
www.deltacostproject.org/resources/index.asp.

Whether active or passive, through action or 
inaction, the choices that are made now may 
dramatically alter the current system, for 
better or worse, for a generation.
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completion efficiency, cost efficiency, or both, while 
securing access and maintaining low default rates as 
well as educational quality.31 We conducted detailed 
analysis of student-level transcript data beginning 
in 2000, analyzed recent budgets, conducted 
structured interviews, and completed site visits. We 
attempted to identify specific factors and functions 
associated with improved degree productivity in 
each institution (e.g., improved completion rates 
among certain student subgroups, improved labor 
productivity in financial aid administration, etc.) and 
the operational decisions that may be driving that 
improvement.

The focus of our work was on two- and four-year 
degree-granting institutions—specifically associate 
degree and certificate-granting two-year institutions 
and four-year institutions focused on bachelor’s 
and master’s degree production (i.e., not research 
intensive institutions) and with “competitive” or 
“less competitive” admissions policies according to 
Barron’s selectivity index. The selected institutions 

represent a diverse spectrum of the US higher 
educations system: four-year, two-year, and 
technical colleges; public, private for-profit, and 
private nonprofits; rural and urban; unionized and 
nonunionized. This sample is not complete or 
comprehensive; rather, it focused on exemplars 
for directional findings that can help shape future 
research. While we have not focused on certificate-
granting institutions for the purpose of this report, it is 
an important component of postsecondary education 
and workforce development.  What’s more, increasing 
certificate production efficiency will free up resources 
to better serve degree-seeking students.

In addition, we have focused our effort on institutions 
with a significant emphasis on credential production. 
We recognize that institutional missions vary and that 
degree production is just one measure of productivity. 
Specifically, many institutions consider conducting 
research and serving non-credential-seeking 
students as part of their mission. Institutions with a 
primary focus on these activities were not at the core 

Institution
Enrollment
FTSEDescription

Normalized
Cost per degree
Dollars

9,125 A public vocational training school with 23 campuses across 
the state

21,053 

10,224 A public community college that awards primarily 
certificates. Delivery is through unbundled online instruction

32,043

Valencia Community 
College

19,934 A public, two-year community college, that awards both 
associates degrees and certificates

22,311

C
om

pe
tit

iv
e 
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ac
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lo

rs
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ss
oc

ia
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s
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15,870 A private nonprofit institution that offers online 
competency-based instruction

27,495Western Governors

5,370 A private nonprofit institution that offers associate, 
bachelors, and masters degrees

52,285Southern New Hampshire

14,098 A private nonprofit institution that offers associates and 
bachelors degrees. Currently transitioning from awarding 
primarily associates to primarily bachelors degrees

42,294
BYU Idaho

46,926 A for-profit institution awarding a mix of degrees in various 
locations across the country, both online and on site

40,128*DeVry

14,233 A private nonprofit faith-based institution that awards 
associates, bachelors, and graduate degrees. For this 
study, the research focused primarily on bachelors degree 
programs offered on-site and online via the College of 
Adult & Professional Studies

40,851

Indiana Wesleyan 
University-CAPS

Rio Salado

Tennessee Technical 
Centers

* Excludes marketing spend

Table 1: Institutions visited

31 While educational quality is difficult to measure, we relied on available evidence and proxies, including credit default rates, graduation rates, student satisfaction surveys, 
staff surveys, scores on credentialing exams, and general reputation.
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32 Later in the report, using data from the state longitudinal data system we quantify the percentage of credits taken by individuals not seeking degrees.

33 The 25-34 year old age range is commonly used by the Census and for purposes of international comparisons

of the effort described in this report. But while we did 
not focus on research institutions, we believe several 
of the lessons learned and the process and analysis 
used may be applied to these institutions as well. In 
addition, while the metric of cost per degree may be 
an imperfect measure of the productivity of institutions 
with varied missions our findings suggest that a 
large majority of institutions can improve upon both 
completion and cost efficiency.  Given constraints on 
funding, each institution should continue to evaluate 
the trade-offs associated with their missions including 
the lost degree-producing capacity.32

Also, the study focused on reaching the additional 
1 million degrees per year by 2020 from attainment 
by young adults in the age cohort of 25–34 years.33 

Today, approximately 84 percent of students enrolled 
in higher education institutions are younger than 35. 
As graduation rates tend to be lower for students older 
than 35, students younger than 35 are likely awarded 
an even larger share of the degrees each year. 

In addition to the institution analysis described earlier, 
we used the Integrated Postsecondary Education 
Data Systems (IPEDS) dataset to analyze the 
range in cost per degree, completion efficiency (as 
measured by FTSEs per degree), and cost efficiency 
(as measured by cost per FTSE) for peer groups of 
institutions as described later. In addition, we analyzed 
transcript-level data from two state longitudinal data 
systems for the 2002 and 2005 student cohorts. 
State A institutions had productivity that was close 
to average, with completion and cost efficiency that 
was also similar to the national average. We believe 
these institutions, on average, may provide insight 
into what is “typical” across public institutions. State B 
was recognized as one of the states with the highest 
productivity (the lowest cost per degree delivered) 
driven by both completion and cost.

Our work benefited from the extensive findings 
available from many that preceded us. Several 
economists and other researchers have 
studied productivity in higher education. We 
used a standardized methodology to review a 
comprehensive list of the potential drivers, which we 
identified by reviewing the literature and interviewing 
key thought leaders. We strived to verify the relevance 
of each driver to higher education degree productivity 
to measure their relative impact on different groups of 
workers and to understand their interaction. 

Our combined findings have enabled us to describe 
the impact of best practice and make the fact-based 
recommendations for policy and further research 
presented in this report.
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Producing 1 million more postsecondary 
degrees requires a structural shift in the 
US higher education system
The attainment of 1 million additional degrees per 
year by 2020 by young adults in the age cohort of 
25–34 years translates to a 40 percent increase in 
the number of associate and bachelor’s degrees 
produced across all age cohorts, in comparison to 
2008. To accomplish this, degree production needs 
to increase at the very fast clip of 3.5 percent per year 
over the next decade (from 2.4 million to 3.4 million 
associate and bachelor’s degrees produced per year). 

Although such dramatic increase may appear 
unrealistic, precedents have been set by several 
countries, including Japan, Canada, Korea, Ireland 
and New Zealand, where similar increases in degree 
production have been recorded.  The United States 
has itself seen similar dramatic increases to college 
attainment and degree production in the 1970s and 
1990s. 

Such outcome improvements can stem from different 
sources. Degree production and college attainment 
are functions of high school completion rates, 
college entrance rates, and college graduation rates. 
Current high school completion rates are roughly 86 
percent, according to American Community Survey, 
conducted by the U.S. Census Bureau. Of those who 
obtain a high school diploma or equivalent, 71 percent 
enter college. Of those who enter college, only 62 
percent graduate with a degree. Ultimately, 38 percent 
of 25-34 year olds have earned a post-secondary 
degree.34

To add 1 million degrees annually, significant 
improvement in the rates of access and student 
achievement are required. Assuming high school 
completion rates remain constant at about 86 
percent,35 college entrance rates among high 
school graduates and college graduation rates 
need to increase from 71 percent and 62 percent, 
respectively, to 80–85 percent36 (Exhibit 1). And while 
a number of scenarios are theoretically possible, 
we find that realistically only a few are likely. For 
example, improving the college graduation rate alone 
would require reaching at least a 95 percent rate—a 
somewhat unlikely option.

Hence, reaching these goals will require a double-
pronged approach: both access and completion need 
to be emphasized—more students need to enter the 
higher education system and more of those who enter 
need to graduate. In essence, this requires a structural 
shift in the US higher education system. 

The cost of more degrees without 
productivity improvements  

Today the US higher education system costs $301 
billion per year—$197 billion for education-related 
expenses including instruction, administration, and 
plant operations and $104 billion for other operating 
expenses such as research, dining halls, dorms, and 
athletics. From a degree perspective, of the $301 
billion, approximately $191 billion are for associate and 

34 This 62 percent college graduation rate is derived from American Community Survey data and includes all 25- to 34-year-olds with a degree regardless of the time it took 
them to complete that degree. These rates are higher than those reported by IPEDS as IPEDS graduation rates do not account for transfer students, returning students or 
students graduating in more than 150 percent of expected time.

35 Changing the assumption on high school completion rates changes the the required college access and graduate rates only slightly. Even if high school completion increases 
to 95 percent, both college entrance and graduation rates must still reach about 80 percent.

36 Producing an additional 1 million degrees annually by 2020 is roughly equivalent to a 60 percent attainment rate among 25- to 34-year-olds by 2030.
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bachelor’s degrees, $91 billion for graduate degrees 
and credentials, and $20 billion for certificates. To 
produce an additional 1 million degrees per year by 
2020, different paths can be pursued, each with its 
own financial repercussions. In essence there are 
two key variables in the design of the scenarios: (i) 
the assumptions regarding growth of tuition and (ii) 
the assumptions regarding the scaling of costs as 
institutions grow. We assessed the combinations of 
these possible scenarios.

 � Holding total tuition (and other) revenue constant 
and scaling the current model including education-
related and other expenses without increasing 
degree productivity would cost the United States 
an additional $85 billion per year.37 Scaling 
education-related expenses only would cost 
$56 billion.

 � Scaling total tuition revenue with enrollment (i.e., 
keeping tuition per student constant) and scaling 
the current model including education-related 
and other expenses without increasing tuition 
(or degree productivity) would cost the United 
States an additional $52 billion per year.38 Scaling 
education-related expenses only would cost 
$23 billion.

To increase the number of students entering the 
system, middle- and low-income students—who 
make up the majority of non–college graduates—will 
need to be encouraged to enroll.39 To improve access 
among lower-income students, tuition growth likely 
needs to be controlled in a fiscal environment where 
growth in need-based aid may be constrained. 
However, a scenario where total tuition revenue 

Sufficient to meet 
1 million additional 
degrees per year 
(i.e., 60% attainment)

1 In 2008, the ACS estimates 37.8% of individual 25-34 years old have an associate or bachelor's degree compared to the 40.4% reported to the OECD 
in 2007.  The estimate given to the OECD relies on a smaller sample than the ACS survey data

SOURCE: American Community Survey (2008)

Most balanced 
scenario
Current position1

College attainment – 25- to 34-year-olds

71%

77%

83%

88%

94%

100%

C
ollege going rate

38% 42% 47% 52% 57% 61%

41% 46% 51% 56% 61% 66%

44% 49% 55% 60% 66% 70%

47% 53% 59% 65% 70% 76%

50% 56% 63% 69% 75% 81%

53% 60% 67% 73% 80% 86%

62% 69% 77% 85% 92% 100%

College graduation rate

Exhibit 1: Reaching completion goals will require improving both access and completion rates 

37 This assumes 1 million additional degrees are added at the average cost per associate and bachelor’s degree ($85,214 per degree on average) given current degree mix and 
including education-related operations (e.g., instruction, academic support, student services, institutional support, facilities) and other operations (e.g., auxiliary services, 
research, and public services). 

38 Approximately $33,000 is spent in tuition (by graduates and non-graduates) per degree awarded. 

39 According to the National Education Longitudinal Survey of 1988/2000, 60 percent of students in the top income quartile in middle school in 1988 received a bachelor’s 
degree by 2000 compared to just 7 percent of students in the bottom income quartile. 
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remains constant means that with additional students, 
tuition per student will decrease—an unlikely scenario. 

We also believe that using a scenario where the full 
current expenses – including both education-related 
and other operating expenses – makes for the best 
“baseline” scenario as current operating models of 
higher education are closely linked to research and 
enterprises such as dormitories and sports teams.  
Not scaling these enterprises with enrollment may 
require changes to institutional focus or mission 
and would be a departure from the status quo. And 
while many institutions may, in the end, not scale 
these areas of operations, we would count such 
decisions towards productivity improvements and do 
not assume them into the base case.  Others argue 
that many of these non-education-related expenses 
are paid for by student fees or other government 
sources.  As these expenses represent real costs 
and we assume most funding sources will remain 
constrained, we do not consider the funding source a 
reason for excluding these costs from the analysis.40

Therefore, we believe the $52 billion a year scenario 
represents the best “theoretical baseline case” 
representing what 1 million additional degrees would 
cost should there be no change in productivity.  

Current levels of tuition, fees, room and board per 
student have triggered increasing concern about the 
“return on investment” of college for many current and 
potential students and have put college out of reach 
for many. Similarly, given public budget constraints, 
any increase in public funds may prove unlikely, 
meaning institutions will largely need to finance the 
increased student population themselves. Hence, 
the productivity of the system—defined as the 
combination of completion rates and cost efficiency—
must be improved. 

To produce 1 million more postsecondary 
degrees, at constant system costs, requires 
a approximately 23 percent degree 
productivity improvement

To be able to produce an additional 1 million degrees 
per year without increasing public funding or the 
tuition per student, degree productivity—as measured 
by the total system cost per degree delivered—would 
need to improve by approximately 23 percent.

To reach this finding, we assumed a theoretical 
baseline case where the full current costs–including 
education-related and other costs–were scaled 
up with change in total tuition revenue at a total 
incremental cost of $52 billion per year.  We then ran 
three scenarios of productivity improvement.  In the 
first, scenario, we assume that all institutions achieve 
productivity improvement across all operations in 
order to fund the additional associates and bachelors 
production.  This would require a 15 percent degree 
productivity improvement.  Assuming that productivity 
improvements are limited to all associate and bachelor 
capacity would require a 21 percent productivity 
improvement.  Limiting the productivity improvement 
to associate and bachelors degree producing 
institutions with open access or less selective 
admissions policies (the types of institutions most 
likely to produce the new degrees) would require a 34 
percent improvement in productivity.

Averaging these three scenarios results in a required 
productivity improvement of 23 percent in order 
to produce the additional degrees under revenue 
constraints.  We believe different states and systems 
may choose to seek improvement across different 
spans of the higher education system in order to fund 
the additional degrees—the required productivity 
improvement may vary accordingly. 

40 In addition, 49 percent of institutions do not cover the expenses associated with auxiliary enterprises with revenue from those operations and therefore require a subsidy 
from other sources of funding
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Solutions are already available in 
the dynamic and diverse US higher 
education system 
Top quartile institutions produce degrees 
with 17–38 percent higher degree 
productivity than their average peer 
institutions, suggesting a 23 percent 
improvement across the board is feasible 

The broad student base, wide ranging student 
interests, and diverse missions of institutions have 
shaped a higher education system that can be 
segmented by a number of characteristics. Due to 
this variability, we must compare institutions to a 
peer group if we want to properly understand the 
degree productivity of each. For example, community 
colleges should be compared to community colleges 
and research institutions to research institutions. 

To define peer groups, we first segmented 
the institutions41 along two dimensions: (1) by 
types of degrees offered42 (research/doctorate, 
bachelor’s/master’s, and associate) and (2) by 
levels of admissions competitiveness43 (highly 
competitive, very competitive, competitive, and least/
noncompetitive). This first segmentation results in 
12 groups, five of which account for more than 80 
percent of total enrollment.44

Once our peer groups were determined, the next 
step in gauging the feasibility of our target institutions’ 
improving their degree productivity by 23 percent was 
to assess the variability in cost per degree among 
peers.

For the purposes of this report, we focused on two 
peer groups with the highest enrollment and which 
will likely enroll a disproportionate number of new 
degree-seekers: competitive bachelor’s/master’s 
and least competitive associate-degree institutions. 
These two segments account for 51 percent of total 
enrollments. Further, we controlled for those student 
enrollment characteristics that may affect variance 
in cost per degree. Using percentage of students, 
the characteristics we controlled for were (i) degree-
seeking, (ii) first-time degree-seeking, (iii) receiving 
financial aid, and (iv) African American.45

For these two key peer groups we find that the 
average cost per degree is $74,268 per bachelor’s 
degree equivalent and $56,289 per associate degree 
equivalent.46 We also find that there is important 
variability between the average and the top and 
bottom cost per degree quartiles. 

41 Institutions with fewer than 200 students or more than $1 million per degree awarded were excluded from this analysis, representing ~2 percent of the total students 
enrolled.

42 Based on a modified Carnegies classification system. The Carnegies classification system has four primary categories. For the purposes of our analysis, master’s and 
bachelor’s-granting institutions were combined into a single category.

43 Based on a modified Barron’s Admissions Competitiveness Index. “Highly competitive” approximately corresponds to Barron’s most and highly competitive categories; “least 
competitive” approximates Barron’s less and noncompetitive categories; “competitive” and “very competitive” classifications approximate Barron’s competitive and very 
competitive classifications respectively.

44 In order of decreasing enrollment: Least competitive associate-granting institutions, competitive bachelor’s institution, highly competitive research institutions, competitive 
research institutions, and least competitive bachelor’s institutions.

45 Percentage of students receiving federal aid and percentage of African American students (excluding historically black colleges) are two variables that have been shown to be 
statistically significant descriptive variables of graduation rate. Webber A. Douglas and Ehrenberg G. Ronald, “Do expenditures other than instructional expenditures affect 
graduation and persistence rates in American higher education,” NBER Working Paper No. 15216, August 2009.

46 All credentials awarded from competitive bachelor’s institutions were normalized to a four-year bachelor’s equivalent based on expected time to completion while credentials 
awarded from associate-granting institutions were normalized to a two-year associate degree equivalent.
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Our findings show that: 

 � On�average,�there�is�a�34�percent�difference�
in�cost�per�degree�between�the�average�
institution�and�those�institutions�that�fall�in�the�
top�quartile�of�productivity�for�each�segment�
(Exhibit 2). The largest percent difference between 
the average and the top quartile institution exists 
among the highly competitive research institutions 
(50 percent), while the smallest difference occurs 
among the very competitive research institutions 
(23 percent). This translates to a difference of 
$122,000 per degree for highly competitive 
research institutions and $27,000 per degree for 
very competitive research institutions. The average 
difference between the bottom quartile and the 
average is somewhat smaller—from 11 percent 
to 23 percent—with least competitive research/
doctoral institutions having the lowest percent 
difference and least competitive associate-
granting institutions having the highest percent 
difference. The result is a difference of about 
$12,000 per degree in these segments.

 � Controlling�for�characteristics�of�students,�
such�as�percentage�of�students�receiving�
federal�aid,�our�analysis�still�shows�variability�
in�cost�per�degree�between�the�average�and�
top�quartile�of�about�25�percent. This difference 
ranges from 17 to 38 percent between the average 
and top quartile, and from 10 to 20 percent 
between the bottom quartile and average. This 
translates to a difference of approximately $15,000 
per degree for the associate and competitive 
bachelor peer groups examined. The greatest 
absolute difference is seen among competitive 
bachelor’s-granting institutions serving a low 
percentage of first-time students, a moderate 
percentage of federal aid recipients, and a high 

percentage of African American students, while 
the smallest difference occurs among associate-
granting institutions serving students with a 
moderate level of need.47 These variations translate 
to differences of $19,000 per degree and $10,000 
per degree, respectively.

Perhaps not surprisingly, our findings show the 
diversity of paths that institutions can take to reach 
higher numbers of degrees granted for similar costs. 
Indeed, some of these highly productive institutions 
have more successfully improved completion while 
others have focused on costs. Even among a group of 
institutions with similar characteristics, for example, 
top-quartile associate-granting institutions with 
“medium” student characteristics, there is a twofold 
variance in both cost per FTSE and FTSEs per 
degree48 (Exhibit 3).

On average, four-year institutions that have improved 
their cost per degree have gained more from cost 
efficiency: of their 23 percent degree productivity 
margin over the median, 16 percentage points 
derive from better cost efficiency and 7 from higher 
completion rates. In contrast, two-year institutions 
in the top-performing quartile improved degree 
productivity more through better rates of completion: 
of their 22 percentage point advantage, 14 points 
came from completion gains and 8 from improved 
cost efficiency. Together, better completion rates and 
cost efficiency account for roughly 70 percent and 
60 percent, respectively, of the degree productivity 
improvements captured by the four-year and two-year 
best practice institutions (Exhibit 4).

Our findings of such large variation in degree 
productivity among peer institutions suggests that 
within the dynamic and diverse US higher education 
system, solutions are already being created. Similar 
variability has also been shown in the total cost per 

47 Low, medium, and high percentages are based in quartile values with “high„ percentages being greater than top quartile values and “low„ percentages being less than the 
bottom quartile. Institutions with moderate based need are in the middle quartile across all variables examined including  percent receiving federal aid,  percent African 
American,  percent first-time students and  percent degree-seeking students.

48 FTSEs per degree range from approximately 33 to 66 among top-quartile institutions in this peer group while costs per FTSE vary from about $4,000 per student to $10,000 
per student.
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Cost/FTSE
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8,0006,0004,0002,000 16,00014,00012,00010,0000

SOURCE: IPEDS 2005-07; interviews; McKinsey analysis 

Average cost/
degree = 
$ 47,000

Top quartile 
cost/degree =
$ 39,000

Top quartile –
focused more 
on cost

Top quartile –
focused more 
on completion

Associate-granting institutions 
Enrollment profile1: medium, medium, medium, medium

1 Enrollment profile (% first degree, % degree seeking, % federal grant, % black students excl. historically black inst.); includes 84 institutions
2 FTSE/degree normalized to account for average time to obtain credential normalized to a two-year associate degree; 2005-07 three-year average

Exhibit 3: Peer institutions reach a similar cost per degree through different combinations of cost and 
completion improvement

SOURCE: IPEDS; McKinsey analysis

1 Total cost normalized to take into account average time to obtain degree; 2005-07 three-year average
2 Excluded institutions with less than 200 full-time student equivalents and greater than $1 million cost per degree
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Exhibit 2: On average there is 34 percent difference in cost per degree between the average and top 
quartile within segments of institutions
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degree delivered by state.49 This also implies that 
the goal of producing an additional 1 million degrees 
per year through degree productivity improvement, 
without significant increase in public funding or 
increases in tuition per student, is achievable. These 
findings, while mapping the potential outcome, do 
not provide the granularity needed to identify specific 
drivers of degree productivity that other institutions 
and policy makers can adopt. Rather, these findings 

drive the question of what operational decisions these 
institutions have made that allow them to produce 
more degrees for similar costs. Hence, the remainder 
of this report addresses the open issue of what 
operational drivers high performing institutions pursue 
and, more important, which of those practices other 
institutions might be able to emulate, adapt, and use 
to their advantage.

Top quartile

43,974

Non-core 
services

0%

Core supports

4%

Instruction

4%

Completion 
efficiency

13%

Average

56,289

5%
8% 3% 57,153

74,268
7%

SOURCE: IPEDS; McKinsey analysis

22% higher productivity

Note: Average across six peer groups.
1 Cost/degree = cost/FTE  x FTE/degree; FTE/degree normalized to take into account average time to obtain degree and includes certificate and 

graduate production; 2005-07 three-year average
2 Competitive admissions policies as defined by Barron's

23% higher productivity

Variation in cost per degree delivered
% of average cost per degree,1 USD

Competitive2 bachelor's/master's

Associate

Exhibit 4: Highly productive competitive bachelor’s institutions focus more on costs while associate-
granting institutions focus on completion

49 Patrick Kelly, “The dreaded P word,” The Delta Cost Project, 2009.
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Five strategies to degree productivity 
improvement emerge from analysis of 
high-performing institutions 

Through the analysis of our partner institutions, we 
find that to successfully improve productivity, these 
institutions have focused their efforts on five core 
operational levers. The first two levers—measures to 
enable student persistence through graduation and 
reduce nonproductive credits—affect completion 
efficiency. The other three levers—improving 
instructional operations, core non-instructional 
supports and services, and noncore operations—
affect cost efficiency. On each of the levers, the 
eight model institutions capture improvements in 
productivity that are three- to sixfold higher than 
those that the average top-quartile institution 
achieves (Exhibit 5). Specifically, while top-quartile 
institutions achieve an average of 23 percent 
higher productivity than average institutions, the 
highest performing institutions achieve up to 64 
percent higher productivity—up to 50 percent 
higher than top-quartile institutions. As examples, 
Indiana Wesleyan University’s  College of Adult & 
Professional Studies (IWU–CAPS) and Valencia 
Community College achieve about 30 percent and 
50 percent higher productivity than the top-quartile 
institutions respectively in each of their peer group, 
each spending about $20,000 per degree less than 
their peers. However, the operational levers each 
has employed to achieve lower cost per degree are 
different: IWU–CAPS’s productivity is largely driven 

by decreased cost per student while Valencia’s 
productivity is driven by both completion and cost 
efficiency (Exhibit 6). 

Completion efficiency drivers

We found that low completion efficiency numbers are 
largely driven by a relatively high number of students 
who do not persist through graduation (low graduation 
rate) and/or students who take relatively more credits 
that can be classified as “nonproductive”—namely, 
credits that do not contribute to a degree because 
they constitute either failed or withdrawn classes, 
noncredit classes, transfer credits that are not 
accepted toward a degree, or credits taken that are 
above those required. This results in fewer seats 
available for new students or for students in need of 
those seats to graduate. From a systems perspective, 
ultimately, these equal added cost per degree 
completed.

Overall, we find high-performing institutions can 
improve their completion efficiency by up to 30 
percent relative to their peer average. For instance, 
at Valencia Community College, it takes an average 
of 4.0 FTSEs for each two-year associate degree 
awarded, while peer institutions require 5.8 FTSEs per 
degree—making Valencia 31 percent more efficient. 

We found that over a period of seven 
years, 51 percent of the credits taken in 
the State’s public institutions did not 
contribute to a degree.
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SOURCE: IPEDS; Institution data;  McKinsey analysis

1 Cost/degree = cost/FTE x FTE/degree; FTE/degree normalized to take into account average time to obtain degree and includes certificate and 
graduate production; 2005-07 three-year average

2 Competitive admissions policies as defined by Barron's

Variation in cost per degree delivered
% of average cost per degree1 USD
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Exhibit 6: Top-performing institutions can achieve more than 30–50 percent greater productivity than 
the top quartile

1 Impact is not additive as institutions do not drive productivity with all levers

SOURCE: IPEDS; Institution data; McKinsey analysis
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Exhibit 5: Five strategies can result in over 60 percent higher degree productivity
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A state’s systems view helps to illustrate the impact 
of these two drivers. We analyzed state longitudinal 
data for the entering 2002 cohort for State A higher 
education system with transcript-level data for all 
students through Q2 2010.50 We found that over a 
period of seven years, 51 percent of the credits taken 
in the State’s public institutions did not contribute 
to a degree. Of these, 21 percent, although taken 
by students who went on to graduate,  were 
nonproductive due to course failure or withdrawal, 
non-credit-bearing courses such as developmental 
education, or courses taken beyond the required 
number of credits (i.e., students who were 
“overcredit”). The additional 30 percentage points are 
attributed to students who did not to graduate 
(Exhibit 7). Of the 30 points, roughly half, 16 
percentage points, were credits taken by 
nongraduating developmental education students 
(see sidebar “Developmental Education).

Not surprisingly then, we find that the two key drivers 
that improve completion efficiency are (1) measures 
to promote graduation and (2) measures that reduce 
nonproductive credits. 

Systematically enabling students to reach 
graduation

Graduation rates vary widely across institutions even 
within peer groups. We find that graduation rates 
typically range from about 19 percent to 45 percent 
for community colleges and from 37 percent to 62 
percent for four-year institutions.51

To address low completion rates, many institutions 
have experimented, and succeeded, in implementing 
reforms to drive up completion to the tune of up 
to 27 percent. We find that these changes are 
centered on four key themes: (i) structured pathways 

to graduation; (ii) effective student supports and 
services; (iii) effective developmental education; and 
(iv) effective student acceptance, placement, and 
preparation programs.52 Importantly, these themes 
are not implemented in isolation, but rather are put in 
place together. For that reason it is difficult to identify 
the impact of each lever independently. Instead it is 
necessary to look at the improved system as a whole. 
Some examples of the implementation of these 
initiatives are shared below.

 � Valencia Community College is a member of 
Achieving the Dream, a network of 100 institutions 
in 22 states focused on increasing student 
completion and other measures of student 
success. At Valencia, graduation rates are 15 
percentage points above peers. The school’s 
portfolio of reforms includes innovations in 
developmental education, such as a student 
cohort model, a credit-bearing”student success” 
course to help students develop the skills needed 
to succeed in college, as well as tools to help 
students plan their path to completion and beyond 
(e.g., LifeMap). In addition, leaders at Valencia 
Community College are passionate about “seeing 
the college through the eyes of the student” and 
work hard to foster a culture of completion. With 
this mind-set, they have redesigned critical student 
support processes, such as financial aid and 
registration, to ensure streamlined processes, high 
quality of service, and high “customer satisfaction.” 
What’s more, while the “lean processes” approach 
has driven down costs for support services such 
as financial aid and student records relative to 
some peers, Valencia continues to invest more in 
counseling and career services—nearly 25 percent 
more than one peer system with low graduation 
rates. To help the school tailor its interventions to 
the needs of each student, Valencia segments 

50 Previous analysis demonstrated that State A institutions exhibit completion efficiency that is similar to the U.S. average and so we use it as a proxy for what may be occurring 
broadly across the country. 

51 First-time, full-time graduation rates within 150 percent of expected time as reported by IPEDS. Ranges represent top and bottom quartiles

52 These findings agree with and build on the work of experts in the field. See for example, Douglas Webber and Ronald Ehrenberg, “Do expenditures other than instructional 
expenditures affect graduation and persistence rates in American higher education?” August 2009. See also Jeremy Offenstein, Colleen Moore, Nancy Shulock, “Advancing 
by Degrees: A Framework for Increasing College Completion”, Education Trust, April 2010.
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ADJUSTED COMPLETION – ALL STUDENTS
WITH >60 SCHS COUNTED AS A COMPLETER

Semester credit hours by objective and outcome, 2002 cohort1

% of total semester credit hours

Exhibit 7: 30 percent of credits do not contribute to a degree and are taken by non-completers

its student body and uses this information to 
provide differential support and services. For 
instance, the LifeMap academic planning tool is 
organized around students at different points in 
their education careers with different tools and 
resources for each segment.

 � Western Governors University(WGU) students 
graduate at 14–28 percentage points higher than 
its bachelor’s-granting peers in State A’s public 
system for every age range except students 
entering younger than 20 years old (Exhibit 8). 
Several elements of the school’s operating 
model may drive this higher completion rate 
among nontraditional students. WGU delivers 

instruction entirely online with competency-based 
progression—where progression depends on how 
quickly students master competencies, and not on 
seat time. This system allows students significant 
flexibility in when they study and how quickly they 
progress. WGU also incorporates a heavy dose 
of dedicated student and course-level mentoring 
and support. WGU’s student mentors stay with 
students throughout their time at WGU and are 
cited by graduates as the most important factor 
contributing to their completion. This success 
with nontraditional students also highlights the 
importance of tailoring the delivery model to meet 
the needs of particular segments of students. 
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 Indiana Wesleyan cohort model

Several institutions we studied employ a cohort model. One of the most extensive is that at IWU–CAPS, where 
students in their adult education program are grouped into cohorts and follow a similar, structured pathway 
through their program course work with, largely, the same colleagues over time. Initial assignments serve the 
double purpose of having students get to know each other on a personal level while getting students accustomed 
to the learning environment either on campus or online. University leaders cite the cohort model and clear 
structured degree pathways with few electives as an important factor driving their graduation rate—65 percent 
compared to a peer average of 46 percent. IWU–CAPS employs an accelerated model where students take one 
3-credit course at a time with courses lasting 6 weeks.  In addition, IWU–CAPS has a strict attendance policy – 
only one absence is allowed per 6-week course. 

IWU–CAPS believes that the students that it serves have higher success rates with this level of structure and 
focus while recognizing that these types of policies may not be right for every institution or set of students.  
While IWU–CAPS’s faith-based mission may also contribute to student cohesion and connectivity to the 
university, some faith-based institutions in IWU–CAPS’s peer group have graduation rates below 35 percent, 
indicating other factors are at play.

53 We focused on 150 SCHs to account for some majors that may require more than 120 SCHs (e.g. certain engineering majors) and to account for students taking a small 
number of courses for personal enrichment.

A step that a few institutions have adopted is to assess 
and ensure that students with sufficient or near 
sufficient credits earn degrees. Our analysis shows 
that 24 percent of non-degree-completing students 
who entered a four-year State A institution in 2000 
had completed at least 60 credits—enough credits to 
earn an associate degree 4 percent have completed 
more than 120 credits—enough to earn a bachelor’s 
degree—in that same time. Yet they left with no 
degree granted. Meanwhile, 4 percent of students 
earned more than 120 credits. This is compared to 3 
percent and 0 percent of students at Southern New 
Hampshire University (SNHU) (Exhibit 9). Similar 
results are found at two-year institutions.

To achieve these results, SNHU maintains a strong set 
of supports for students. Academic advisors (faculty), 
centralized academic advisors and the registrar’s 
office all focus on ensuring students are on the path 
to efficiently complete. Centralized advising maintains 
set “case loads” and have also implemented customer 
relationship management (CRM) technology and 
protocols to pro-actively identify and reach out to 

at-risk students. As one institutional leader put it, as 
a small institution “highly personalized relationships 
have always been a part of our DNA and an important 
part of student success.” As SNHU is growing rapidly, 
they are turning to technology to ensure that the 
students most in need of support receive the needed 
supports.

Reduce nonproductive credits

Another important lever to promote completion 
efficiency is to control for overcredits. Analysis of 
State A’s data suggests one-fifth of the credits taken 
are taken by completers over and above their degree 
requirement. These students account for 10 percent 
of all credits taken. Credits failed or withdrawn by 
degree completers account for another 7 percent 
of credits taken by all students (Exhibit 10). This is 
in sharp contrast to highly productive institutions 
such as SNHU, for example, where 100 percent of 
bachelor’s completers graduate within 150 semester 
credit hours (SCHs) (Exhibit 11).53
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1 Peers include all four-year main and regional campuses
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Recognizing these inefficiencies of overcredit 
students and failed or withdrawn courses, several 
institutions have implemented safeguards to curb the 
trend. In our sample institutions, these efforts have 
improved completion efficiency 6–25 percent. We find 
that these changes are centered on four key themes: 
(i) student completion and progression policies and 
supports, (ii) effective developmental education 
and tutoring, (iii) effective transfer policies and 
agreements, and (iv) competency-based instruction 
and progression. Again, these strategies are not 
implemented in isolation but in concert. 

At SNHU, the same supports and careful monitoring 
of student progress to ensure that students persist 
to graduation also help to ensure students graduate 
within the expected amount of credits. In addition, a 
common core set of classes taken during their first 
one and a half years before selecting a major helps 
ensure students do not graduate with excess credits.

Our findings show that course failure and withdrawal 
rates are 32 percent to 50 percent lower at some 
highly productive institutions, compared to peer 
averages, resulting in a two- to three percent 
reduction in the cost per degree delivered. At 
BYU–Idaho, for instance, five percent of classes 
taken by degree completers are failed or withdrawn; 
32 percent below the peer average. BYU–Idaho 
requires all students to complete 75 percent of 
credits each semester of registration. Students failing 
or withdrawing more than 25% of their credits in a 
semester face academic probation or suspension.  
This is in contrast to many institutions that require 75 
percent completion either per year or on a cumulative 
basis throughout a student’s academic career. Some 
institutions may also restrict their progress policy to 

financial aid recipients.  In addition, BYU–Idaho’s life 
skills course, available to all students and required 
of some grant recipients, helps students build study 
skills.  Leaders at BYU–Idaho also emphasize that 
a focus on helping struggling students is part of the 
institutional culture resulting in additional informal 
support from faculty and staff that may decrease a 
student’s chance of failing or withdrawing.

Another measure of completion efficiency is time 
to completion. Students who are actively enrolled 
for a longer period of time require additional cost to 
serve and may pay more in tuition; at the same time, 
longer times to completion result in an “opportunity 
cost” in the form of delaying the increases in earnings 
associated with a degree.

WGU’s competency-based model results in a time 
to completion that is more than one year shorter 
than the average at State A institutions—3.5 years 
versus 4.7 years (Exhibit 12). Another key feature of 
this model is that course failure rates are essentially 
0 percent. Students who fail a course within a term—
with pass rates set at the equivalent of scoring a B 
grade in order to ensure quality—can begin where 
they left off the next term and take the following course 
as soon as they’re ready. That is, students do not 
have to retake the full course if their competency, as 
measured by assessments, indicates that they’ve 
mastered particular topics. While most institutions 
may not choose to broadly deploy a competency-
based model, institutions may choose to develop and 
deploy such systems in targeted ways (e.g., to deliver 
developmental education curriculum or as an option 
for students who have completed but failed a course).



40

812

30

48

200

Time taken to graduate
Years

6+ (est.)6 years5 years4 years3 years2 years1 year

SOURCE: WGU 2002 cohort data; State A SLDS; McKinsey analysis 

Time to completion—2002 cohort
% of bachelor's completers, first-time students only

11
4

9
15

30
25

6

6+ (est.)6 years5 years4 years3 years2 years1 year

State A 
Baseline

WGU

Exhibit 12: In a competency-based model, more than 60 percent of students completed a bachelor’s 
degree in less than three years

Developmental education

Developmental education is an important driver of both graduation rates and nonproductive credits. In State 
A, graduation rates for students taking a developmental education course are 26 percentage points lower than 
for students who do not have to take a developmental education course (Exhibit 13). Analysis of State A data 
shows that the state system could serve 12 percent more students at the same cost if all students entered the 
system college ready. This could be viewed as the cost to the system of receiving poorly prepared students from 
secondary schools. Tackling this issue, however, is a shared responsibility. Effective institutions are carefully 
monitoring progress through developmental education courses, revamping developmental education, and 
lowering the barriers between developmental education curriculum and credit-bearing curriculum. However, 
they are also partnering with secondary schools—sharing data on student performance including the specific 
competencies that are underdeveloped and ensuring that high schools are administering assessments for 
college readiness early in a student’s career to identify areas in need of attention well before graduation. Such 
partnerships and early interventions will become essential operating practices as systems seek to expand 
degree production and college attainment rates. 
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Cost efficiency drivers 

Through our research we have found that high cost 
per FTSE is largely driven by three areas. The first is 
instructional design; the second, core support and 
services; and the third, non-core services. The result 
of low cost-efficiency is that fewer students can be 
served with a given set of resources. 

The top-quartile institutions found degree productivity 
improvements primarily from efficiencies in core 
supports and services (33 percent of the total impact 
for four-year institutions and 18 percent of the impact 
for two-year institutions) and instruction (22 percent of 
the impact for four-year and 18 percent of the impact 
for two-year institutions). More impressively, we find 
high-performing institutions can improve their cost 
efficiency by more than 50 percent relative to their 
peer average. For instance, BYU–Idaho and IWU–
CAPS have costs per FTSE 45 percent lower than 
the average competitive bachelor’s institution while 
Western Governors University has costs per FTSE 
that are 60 percent lower than average.

Recraft instructional design

Instructional design is found by many to define the 
sacrosanct concept of education. Key components 
of instructional design include course design; content 
and instructional material development; delivery 
of instruction; grading and feedback; and course 
improvement. In the standard model, each step 
tends to be developed by each course faculty. This 
“handcrafted” approach, while highly valued by some, 
fails to capture potential efficiencies and economies 
of scale. On average, institutions spend about $7,000 
in instructional costs per FTSE—ranging from about 
$4,000 for associate-granting institutions to about 
$22,000 for elite research institutions. Competitive 
bachelor’s institutions spend an average of about 
$6,000.

Rethinking instructional design is not new. The 
National Center for Academic Transformation 
(NCAT) has worked with 150 institutions to redesign 
a set of core courses since 1999. NCAT works with 
institutions to break down their instructional model—
mapping who is involved in doing which activities—to 
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Exhibit 13: Inefficiencies associated with underprepared students drive 12 percent lower productivity 
across the system
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54 Rio Salado was itself a participating NCAT institution in 1999 when it redesigned its mathematics program.

55 For more information on these models and instructional redesign refer to the resources at the National Center for Academic Transformation webpage (http://www.thencat.org/). 

56 See William Massy, “Creative paths to boosting academic productivity”, Nov. 2010 for full discussion of instructional productivity and the barriers to instructional productivity 
improvements.

57 Until recently, WGU’s mentors were contracted workers including PhDs,  graduate students, faculty members and other highly qualified individuals.  Recently, WGU has 
converted the mentor position to a part-time employee

identify how to most efficiently leverage technology, 
faculty, graduate students, peer interactions and 
other learning resources to improve quality and 
efficiency.54 NCAT has found that on average, costs 
were reduced by 37 percent in redesigned courses 
with a range of 9 to 77 percent. Meanwhile, learning 
outcomes improved in 72 percent of the redesigns 
with the remaining 28 percent producing learning 
equivalent to traditional formats. Based on a review 
of the participating institutions, NCAT has identified 
six redesign models that vary in format, student 
experience, and use of technology.55 In the NCAT 
model, students are transformed from “passive 
note takers” in a standard lecture format to active 
participants in their own learning, leveraging a 
community and set of tools and resources. Yet, while 
a handful of institutions have improved efficiency and 
effectiveness through innovations in instructional 
design, most institutions have yet to explore or 
capture these opportunities.56

We have found that highly productive associate-
granting and bachelor’s-granting institutions are able 
to reduce instructional costs per FTSE by 30–65 
percent (Exhibits 14 and 15, respectively). BYU–Idaho 
achieves a 32 percent cost improvement in part 
through an academic calendar that includes a full 
summer semester, which enrolls the same number 
of students as the fall and winter semesters, and 
draws upon the same faculty. Another cost advantage 
accrues from common general educational and 
online curriculum, developed collaboratively by faculty 
members and instructional design specialists.  The 
result is high-quality curriculum delivered at reduced 
instructional cost, as faculty members can focus 
primarily on instruction and personal interaction with 
students.  BYU–Idaho achieves this cost efficiency 
notwithstanding relatively limited use of adjunct 

instructors—its faculty pay is in fact higher than the 
average for peer institutions.

While in the NCAT model individual courses are 
redesigned to improve quality and student outcomes 
as well as cost efficiency, other institutions have 
applied this approach institution-wide. Rio Salado 
and WGU have both broken down the steps of 
instructional delivery and design into its component 
functions, redesigning their instructional models to 
improve both the efficiency and the effectiveness 
of instruction (Exhibit 16). Both schools deliver 
instruction for about $2,000 per FTSE—at least 50 
percent more efficient than peers. As at BYU–Idaho, 
courses are centrally designed by a dedicated team of 
faculty, allowing individual courses and curricula to be 
used multiple times across sections and freeing other 
faculty to spend more time teaching. Both Rio Salado 
and WGU rely primarily on students and technology 
for the initial introduction to basic course material 
and rely on either adjunct faculty (Rio Salado) or a 
team of dedicated course-based mentors57 (WGU) 
to help students with specific questions and dive 
deeper into the content. Course improvement follows 
structured models of “continuous improvement.” On 
a daily or weekly basis, data on student performance 
and the frequency and quality of faculty and mentor 
interactions are monitored by deans or lead faculty, 
and input is provided to adjuncts and mentors. On 
a less regular basis, courses are revamped by the 
central design team based on input from students, 
faculty, mentors, and employers to ensure graduates 
are learning the competencies required for success.

Quality is also closely monitored at each of the 
high-performing institutions we studied. Rio Salado 
monitors assessment results—students score at or 
above common, nationally normed assessments. 
For example, student’s average score on the ETS 
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SOURCE: IPEDS 2005-07; IPEDS College Navigator; BYU Idaho, IWU and WGU cost data; TX Higher Education 
Accountability system

1 Average of all competitive bachelor institutions using IPEDS data
2 Approximate from IPEDS. IWU and WGU data using institutional data.
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Proficiency Profile is 450.81, which is above the 
national average of 440.70. This exam measures 
critical thinking, reading, writing, math, humanities, 
social science and natural sciences in comparison to 
peer two-year institutions nationally with our college 
graduate cohort.  

WGU works with econometricians to ensure “pass” 
thresholds on course assessments are set at a grade 
of B or above, thereby ensuring rigor. WGU also holds 
itself accountable to qualitative employer feedback 
on graduates, viewing employers’ feedback as critical 
for assessing learning outcomes. Another rough 
proxy for quality of outcomes, loan default rates, also 
suggests that these institutions maintain quality, as 
they are at or near peer averages.

Improve efficiency in core supports and services

A second important lever to improve cost efficiency 
is core support services. These include institutional 
supports (e.g., HR, IT, finance, and central 
administration), student services (e.g., financial aid, 
counseling, and enrollment), academic support 

services (e.g., libraries, museums, audio/visual), 
and plant operations. On average, institutions 
spend about $9,000 per FTSE on core supports 
and services, ranging from about $4,000 for 
associate-granting institutions to $21,000 for the 
most competitive research institutions. Competitive 
bachelor’s institutions spend more than $6,000 
per FTSE – approximately the same as is spent on 
instruction. 

Many top-performing institutions seek to aggressively 
control these costs. Particularly in bachelor’s-granting 
institutions, IPEDS data show that institutions in the 
top quartile of cost per degree have core support 
costs that are 8 percent lower than average costs—
translating to almost $6,000 saved per degree. This 
category drives the largest amount of savings in 
many of the bachelor’s institutions with the highest 
productivity. In some institutions, up to a 23 percent 
reduction in total cost per degree has been captured, 
relative to peer institutions, just by driving efficiencies 
in core supports and services. 

SOURCE: Institution interviews; McKinsey analysis 
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As an example, benchmarking of purchasing spend 
shows significant variations among institutions. 
IWU–CAPS shows 24–34 percent lower costs per 
staff FTE across spend categories such as office and 
computer supplies, and telecom (Exhibit 17). This type 
of benchmarking analysis begs the question, what are 
these institutions doing to improve productivity and 
drive cost efficiency across these core services? 

Most of the highly productive institutions that we 
visited have been able to improve the efficiency of 
core support operations by 40–50 percent, including 
institutional support costs, plant operations and 
maintenance, academic support, and student 
services (Exhibits 18). 

Detailed institution analysis shows that on a per 
student FTE basis, costs vary by two times or more 
for specific core functions compared to a peer 
benchmark institution such as IT services; finance, 
HR, and admin; or financial aid administration 
(Exhibits 19-20). 

What’s more, our analysis indicates that these 
differences are often driven by increases in staff 
productivity. For instance, BYU–Idaho and IWU–
CAPS serve at least 40 percent more students per 
IT staff FTE, and nearly 100 percent more students 
per internal finance, HR, and admin staff FTE, than 
one of their peers (Exhibit 21). They do this without 
outsourcing these operations; in fact, BYU–Idaho 
and IWU-CAPS spend less on procured goods and 
services. Meanwhile, they pay staff similar or higher 
compensation compared to peer institutions. BYU–
Idaho shows similar benchmark patterns for student 
services including financial aid and registration, 
records, and admissions (Exhibit 22). 

However, IWU-CAPS achieves higher productivity in 
financial aid and registration, records, and admissions 
by taking a different approach. While productivity 
per staff FTE is similar to their peer benchmark for 

financial aid administration, they rely on lower-cost 
staff supports. 

Our site visits and literature review, as well as our 
Firm’s direct support of institutions, reveal several 
trends across core services that can improve both 
efficiency and effectiveness—a shift from paper-
based systems to electronic forms and processing; 
student self-service portals; use of the lowest-cost 
resource that can meet service levels; cross-training 
of front-line staff; “smart sourcing” of key functions; 
appropriate centralization; demand management; 
and procurement excellence. 

Several years ago, Valencia Community College 
was more concerned about the low quality of its IT 
services than it was about the cost. Services were 
largely decentralized, service levels were low, project 
management poor, and standards nonexistent. As 
such, they outsourced their IT support to a third party. 
After the quality stabilized, the college began to turn 
its attention to costs. They decided to bring in-house 
nearly all the services that they had outsourced by 
hiring many of the experts they had contracted with. 
As a result, costs decreased by at least $2 million 
annually—a savings of 33 percent of their total data 
and telecom spend.58

Similar issues are often found with finance and HR 
operations: poor service levels provided by central 
operations lead to decentralization, high costs, 
and lack of standards or coordination across the 
institution. Cost-effective institutions such as IWU–
CAPS are able to largely centralize these functions, 
along with IT services. At IWU-CAPS, a single IT 
department serves the central campus, remote 
campuses, and the IT-intensive College of Adult and 
Professional Studies. Finance and HR have also been 
centralized within the CFO’s office.

IWU-CAPS also exhibits elements of best-practice 
procurement organizations. For instance, IWU-CAPS 

58 For more information on reforms at Valencia Community College, see Keith Houch and Joyce Romano, “Bold strokes bring budget relief,” NACUBO Business Officer 
Magazine, June 2009.
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Exhibit 18: Highly productive bachelor-granting institutions have reduced core support costs by 40-50 
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Exhibit 22: Highly productive institutions may be twice as efficient in many administrative and support 
operations (2/2)
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centralizes procurement of spend categories such as 
office supplies, driving down the purchase price but 
also managing demand and streamlining the skews 
of items such as pens or paper to further consolidate 
and drive down spend. IWU-CAPS procures about 
20 types of pens compared to hundreds of skews in 
some comparably sized organization.  As with other 
centralized functions at IWU-CAPS, quality of service 
is an important focus.  As one institutional leader 
noted, “if you want something, you still feel like you can 
get it.”

While DeVry University’s for-profit model requires 
significantly more investment in financial aid 
processing, they have taken steps to minimize this 
cost in recent years, sharing many practices with 
institutions like Valencia Community College. Both 
Valencia and DeVry have experts in process redesign 
who have streamlined financial aid operations. 
Both institutions have moved to electronic forms for 
financial aid and admissions, dramatically reducing 
the amount of time required to process paperwork. 
Both institutions also allow for student “self-service”—
for instance, students at both Valencia and DeVry 
can accept their financial aid awards online. Refund 
checks and holds at DeVry are also now processed 
automatically whereas before checks were manually 
processed with holds manually set and removed. As a 
result, financial aid applications in both institutions are 
processed more rapidly while driving down costs.

BYU–Idaho has leveraged technology where possible.  
For instance, they have increased the productivity of 
their student records operations by switching from 
manually checking all credits of potential graduates to 
automated credit reviews.  As with IWU-CAPS, they 
have maintained a centralized IT organization to keep 
costs down and ensure a consistent, high-level of 
service across departments and colleges.  In addition, 
BYU–Idaho is able to drive down procurement costs 
by sharing with its sister campuses a high-performing 
centralized procurement team which bundles spend 
and negotiates across campuses for contracts such 
as telecomm and software licenses.

Optimize non-core services and other operations. 

The third component of cost efficiency refers to the 
non-core services that an institution pursues. These 
costs are associated with the strategic decisions 
and varied missions of institutions, including 
auxiliary enterprises (such as athletics, dining halls, 
and student housing) and public services. As our 
focus was on associate-granting institutions and 
bachelor-granting institutions with less-selective 
admissions policies, we also include research costs 
in non-core operations for this analysis. Institutions 
spend an average of about $3,500 per FTSE on 
non-core services—ranging from about $500 for 
associate-granting institutions to $21,000 for the 
most competitive research institutions. Competitive 
bachelor’s-granting institutions spend about $2,500 
per FTSE on non-core services. Decreased non-core 
costs is, in general, the smallest of the five drivers, 
with top-quartile competitive bachelor’s-granting 
achieving 3 percent lower total cost per degree 
delivered relative to average institutions. Non-core 
costs are not a significant driver of productivity in top 
quartile associate-granting institutions.

Highly efficient institutions also may spend less on 
non-core services (Exhibit 23). While much of the 
cost of these services may be offset with revenues 
from fees or grants, much of that revenue may be 
generated from students, adding to the total cost for 
each student. What’s more, many institutions may 
not fully off-set the added costs of these services with 
revenue generation. An analysis of IPEDS data reveals 
that 49 percent of institutions that report auxiliary 
service expenditures report costs that are greater than 
revenue generated by those services (Exhibit 24).  
Often these losses are significant—19 percent of 
institutions report losses greater than $500 per 
student, and 10 percent of institutions report losses 
greater than $1,000 per student. These institutions 
may be drawing from general funds to cover the costs 
of services such as dining facilities, dorms, or athletics. 
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Similarly, an analysis conducted by NACUBO and the 
NCAA reveals that 84 percent of Division I-A athletics 
programs fail to break even, with an average net cost 
of $8.9 million in general fund “subsidy.” On average, 
26 percent of the revenue for Division I-A athletics 
came from institution subsidies while 76 percent 
of Division I-AA athletics costs were covered by 
institution subsidies.59

Institutions may be able to control these non-core 
costs in two ways. First, they can apply levers for core 
services—including smart sourcing, various elements 
of “lean operations,” and procurement excellence—to 
drive down costs, resulting in savings to students. This 
may be especially relevant to non-core functions such 
as dining facilities and student housing.

Second, institutions may want to evaluate which 
non-core services to maintain and at what scale. 
Institutions may want to be especially thoughtful of 
non-core services, which are not self-sustaining 
and require a subsidy from other funding sources. 
In addition, as institutions grow, they may want to 
consider which non-core services are critical to 
fulfilling the mission of the institution.  WGU and DeVry 
provide close to no auxiliary services to keep costs 
to students as low as possible. While each institution 
may decide that different combinations of non-core 
services make sense in order to fulfill institutional 
missions, they should exhibit tight budget controls—
especially with unprofitable services—and reduce 
costs of the services they do provide.

Part of WGU’s vision is to do a few things really well; 
focusing their mission is a key part, they believe, to 
delivering the highest quality, lowest cost education to 
as many students as possible.60 Other data suggest 
this strategy may work to increase graduation rates 
at other institutions as well. BYU–Idaho, for example, 
has opted to not pursue research-related activities on 
its campus, but rather focus on teaching and degree 
granting alone. Also, according to the Beginning 
Post-Secondary Students Longitudinal Survey of 
1996–2001, only 43 percent of students entering a 
two-year public institution with the goal of completing 
a certificate graduated with a certificate or above 
after five years. However, institutions that focus 
solely on certificate production average a 72 percent 
graduation rate, with individual institutions such as the 
Tennessee Technology Center at Pulaski averaging 
close to or above 90 percent graduation rates. A 
focused mission allows these institutions to improve 
their execution while allowing their delivery model and 
processes to be tailored to meet the objectives of their 
student population.61

59 “Few athletics programs in black; most need aid,” USA Today. May 16, 2008.

60 A focused mission is considered to be a cross-cutting strategy that can impact completion efficiency as well as cost efficiency.

61 For further information on the Tennessee Technology Centers please see http://media.timesfreepress.com/docs/2010/01/TN_College_Completion_Recommendations.pdf
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To illustrate the potential impact of the five strategies 
at a system-level, we have simulated a few scenarios 
that reflect some of the best practices effectively 
implemented by the institutions visited (Exhibits 25 
and 26). 

Except with changes to instructional delivery, 
we assumed that the productivity improvements 
depicted applied to all associate and bachelors-
granting capacity. Annually, these institutions 
produce approximately 2.2 million degrees and spend 
approximately $191 billion according to IPEDS. The 
additional degrees calculated assume the reinvesting 
of all the savings into the system to produce more 
degrees. 

Improving productivity in core services to reflect the 
~ 40 percent improved efficiency of the deep-dive 
institutions would improve overall productivity by 
about 20 percent and result in the ability to serve over 
half a million additional students at current total cost. 
Based on the examples shared above, institutions 
would achieve this improvement through a suite 
of initiatives. For instance, improving procurement 
may yield approximately a 3 percent productivity 
improvement, which would contribute to the total of 20 
percent.

Initiatives to promote and improve persistence 
through graduation will also have significant impact. 
Initiatives that ensure all students enter “college ready” 
could translate to 310 thousand additional degrees 

at current costs, a 12 percent productivity gain.  If all 
students who pass either more than 60 SCHs from 
a two-year institution or 120 SCHs from a four-year 
institution graduate, an additional 240 thousand more 
degrees could be produced at current total cost (a 
system productivity increase of approximately 10 
percent).62 Finally, serving students entering college 
after age 20 with a more effective model63 would 
improve overall productivity by about 4 percent 
delivering 80,000 additional degrees at current 
cost across all associate- and bachelors-granting 
capacity.

While potentially challenging to implement,64 efficient 
instructional delivery implemented to the tune of those 
observed at the institution profiled above, could very 
much contribute to additional capacity.  Increasing 
student to faculty ratios from about 20 to about 30 in 
institutions with less selective admissions policies, 
while maintaining current ratios of full-time to part-time 
staff, would improve productivity by about 15 percent 
in these institutions and produce capacity to graduate 
190 thousand more students. This translates to a 
productivity improvement of 8 percent when averaged 
across all associate and bachelor-granting capacity.  
If, in addition, these institutions shifted to a heavy use 
of part-time faculty, this would allow for an additional 
70 thousand more students to graduate for the same 
costs—totaling 260 thousand students and and a 10 
percent increase in productivity averaged across all 
associate and bachelor-granting capacity. 

Implementation of these strategies 
system-wide could allow educating 
1 million more students per year 

62 This is based on an analysis of State A data.  State A has completion efficiency that is close to the national average and we assume that the results are representative of what 
may be seen in other states.

63 Graduation rates for these students are significantly lower than traditional institutions although models exist that significantly improve these rates. 

64 Given the various challenges associated with improving the efficiency of instructional delivery, we assumed for the purposes of these scenarios that the productivity 
improvements applied only to associate-granting institutions and bachelor-granting institutions that are either open-access or have low-levels of admissions selectivity
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SOURCE: Institution data; State A SLDS; McKinsey analysis 

1 Assumes a 15-20% total productivity improvement applied to associate and bachelors capacity with less selective admissions policies only (~$ 100 
billion) which translates to about 8-10% across all associate and bachelors-granting= capacity

2 Applied to all associate and bachelors capacity (~$ 191 billion)
3 15% is the average decrease in procured costs obtained by McKinsey & Co. across over 1200 purchasing transformation in the last 5 years; assumes 
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Baumol’s Cost Disease Theory

Four decades ago, William Baumol and William Bowen developed the Cost Disease Theory, which attempts to 
explain why wages in sectors such as the performing arts, nursing, and education rise while their productivity 
does not. Baumol and Bowen point out that certain labor-intensive industries—such as education—have 
not enjoyed the benefits of technology and innovation and will remain as labor-intensive today as they were 
hundreds of years ago. In essence, they advocate that wages for these sectors continue to rise because they must 
compete with other sectors that have seen increasing wages due to productivity improvements in their industry.

While this theory is often cited by institution leaders, our findings suggest that the relevance of the theory in 
explaining productivity in the higher education sectors may not be as far-reaching, as once thought, as it doesn’t 
consider some key elements discussed in this research. 

 � Baumol’s theory does not account for the efficiency of students moving through the system to completion; 
namely, it doesn’t account for students dropping out, failing courses, or taking more credits than are 
required to graduate. 

 � Baumol’s theory also does not account for productivity in non-instructional areas of higher education. 
Yet, the private sector has seen dramatic increases in productivity in areas such as IT, HR, finance, 
administration, and facilities. According to the Delta Cost Project, administrative functions such as these 
(along with areas such as financial aid processing, enrollment, and recreation and athletics, which are also 
not covered by Baumol) are the fastest-growing costs for universities, suggesting that the efficiencies seen 
in other industries in these areas have not been captured by higher education institutions.65 These costs 
account for nearly 55 percent of the average higher education budget.

 � While Baumol’s theory has been recognized as explaining instructional productivity, here too there 
appears to be signs that innovation is making in-roads that may challenge the theory. Online institutions 
such as Western Governors University and Rio Salado—building on work from the National Center for 
Academic Transformation—have dramatically improved productivity while maintaining a high level 
of quality. While fully online models may not work for many universities and many students, NCAT has 
dramatically improved productivity through the redesign of courses in a full range of institutions, from 
community colleges to elite research institutions. What’s more, outcomes in these models are often 
improved, suggesting higher quality: retention and graduation rates are higher than peers, student and staff 
satisfaction levels are high, and measurable academic outcomes (including scores on credentialing exams) 
match or exceed those of peers. 

Combined, this evidence suggests that Baumol’s theory may apply to a smaller segment of higher education 
instruction than it did previously.

65 Jane Wellman, “Trends in college spending,” Delta Cost Project, 2009.
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Relative to the strategies above, reducing non-
productive credits may lead to more modest 
productivity improvements.  For instance, reducing 
the number of excess credits taken by students 
who are over-credit by 50 percent would result in 
a 5 percent productivity improvement; enough to 
add about 120 thousand degrees at current costs.  
Decreasing the rate of course failure and withdrawal 
would add another 80 thousand degrees; about a 4 
percent productivity improvement.

Finally, initiatives to reduce non-core costs have, on 
average, the most modest impact.  For instance, 
ensuring that auxiliary services “break-even”—for 
example, by decreasing expenditures to match 
revenues or discontinuing operations which require 
a subsidization from other funds productivity— 
would create capacity to award 20 thousand more 
degrees at current cost; a one percent productivity 
improvement.  It is important to note though, that 
initiatives that optimize non-core operations may have 
significantly more impact for some institutions. For 
instance, institutions with a $500 loss per student 
from auxiliary services, and $10,000 in cost per 
student per year, could improve productivity by 5 
percent in these institutions by aligning auxiliary costs 
and revenues.

Transforming productivity in higher 
education takes more than deciding to 
reform operations

Top performers were able to make productivity gains 
from their use of these five operational levers because 
they had four higher-level skills or attributes (Exhibit 27): 

1) Operating decisions: Each of the institutions that 
we visited have designed efficient and effective 
operational processes supported with appropriate 
technology and tools; they had made conscious 
decisions to change core processes to make the 

school more efficient, even applying operations/
manufacturing principles, such as “lean” processes. 
At Rio Salado and WGU, the instructional delivery 
system was broken into subfunctions, and decisions 
were made to use the highest-quality, lowest-cost 
“input” for each function and minimize the variability 
across sections—two core principles of “lean” 
operations. At DeVry University, changes to the 
financial aid processes were based on detailed 
process maps and a quantitative understanding of 
where waste and inefficiencies were occurring.

2) Management systems: Second, these 
institutions had effective management systems to 
ensure progress, build capabilities, and manage 
implementation. Committed leadership, rigorous 
performance management systems, and processes 
to develop and retain highly capable staff are 
among the formal management characteristics we 
noted at high-performing institutions. Leadership 
at each institution articulated a core commitment 
to some variation of completion efficiency, cost 
efficiency, quality, and access. Each institution also 
sought to keep and retain highly capable staff. They 
then dedicated this staff to core issues affecting 
productivity. For instance, many of the institutions 
studied had a small number of individuals who were 
highly trained in process redesign. At DeVry University 
the individual in charge of financial aid processes is 
a certified Six Sigma Blackbelt operations specialist. 
At Valencia Community College the individual who 
oversees changes to student services and financial 
aid processing has studied process redesign for 
years. BYU–Idaho, meanwhile, has a significant 
number of leaders with business backgrounds, giving 
them significant experience in process engineering 
and driving customer experience. 

In addition, many institutions that we visited closely 
monitor student and staff satisfaction as a broad 
indicator of improved performance. For instance, 
DeVry University monitors its “Net Promoter Score” 
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among students and staff.66 The metric has been 
steadily increasing over the past several years, and the 
university has aggressive targets.

3) Mind-sets and behaviors: Third, the institution’s 
leaders and staff are committed to achieving high-
quality educational outcomes and productivity 
gains. In interviewing staff of these high-performing 
institutions, we heard them echo the themes on 
productivity that reinforced the institutional focus, 
commitment, and support of the vision set forth by 
the leaders. For instance, at SNHU, nearly every 
staff member interviewed mentioned the need to 
serve more students for the same cost at the same 
or improved quality. Staff members viewed this as 

part of their mission to expand access and increase 
affordability for students. Staff members recognized 
and embraced the idea that dramatically expanding 
enrollment at the current cost base requires changes 
to the way they work. However, they also recognized 
that this type of focus on productivity did not threaten 
their job security;  many had been part of the university 
for 20–25 years. At BYU–Idaho, staff members 
echoed themes that emphasized the mission to 
provide the highest-quality education at the lowest 
cost possible. Pride in innovation and doing things 
“better” was a notable theme at BYU–Idaho as it 
was at many of the institutions we visited. In addition, 
institutional leaders noted that it was part of the 

Mind-sets and 
Behaviors

Management 
Infrastructure

Operating 
Decisions

The design and 
implementation of new, 
streamlined operating 
processes across 
instructional delivery, core 
supports and services, 
and non-core services

The attitudes and 
behaviors that determine 
if individuals and 
stakeholder groups 
commit to engage in the 
work and believe it to be 
important and achievable

Supportive 
policies

The formal management 
systems, processes, and 
structures required to 
deliver and sustain change 
(e.g., leadership, 
performance management 
and capabilities)

Policies set at the federal, 
state, and system level 
that enable and incent 
each institution to 
efficiently produce 
degrees

SOURCE: McKinsey analysis 

Exhibit 27: Transforming higher education operations to achieve improved productivity requires a four-
pronged approach

66 The Net Promoter Score is a measure of satisfaction that asks customers or employees how likely they are to recommend the institution to a friend or colleague.
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institution’s culture for “professors and other staff to 
focus on the student who is struggling.”

Rio Salado College credits its success to the mind-
set of state policy makers and system leaders, who 
are supportive of innovation (see below for how 
this mind-set translates into policy). Meanwhile, at 
IWU–CAPS and Valencia Community College, there 
is a strong “culture of completion” among institution 
leaders, staff, and students: there is a common focus 
on graduation, which translates into supportive 
institutional policies, improved student-facing 
operations, and countless day-to-day interactions 
and conversations supportive of completion that can’t 
be accounted for. Similarly, leaders at SNHU credit a 
“culture of high expectations” as motivating reforms.

4) Supportive policies: While not at the core of the 
interviews and discussions with the schools we 
visited, we have also found that to be successful, 
these institutions need state and institutional policies 
that provide flexibility to achieve their quality and 
efficiency goals. Although every institution can 
improve performance, no institution can reach full 
potential without supportive policies at the state and 
system level. Rio Salado College owes its existence 
to the Maricopa Community College system, which 
established it back in 1978 as an innovative, low-cost 
model for reaching nontraditional students. College 
leaders cite lack of restrictive regulations at the state 
level and support from the system board as essential 
for their innovation and expansion over several years. 
For instance, while community college enrollment 
is restricted to the county in which the school 
operates, the state decided not to apply the same 
principle to online institutions, allowing Rio Salado to 
operate across the state. The board of the Maricopa 
Community College system allows Rio Salado to 

operate across counties while other brick-and-mortar 
institutions have predefined service areas. 

Similarly, the focused mission of the Tennessee 
Technology Centers is due in part to state legislation 
that separates certificate production from associate 
production, allowing institutions to focus on optimizing 
the operating model for particular outcomes and 
student segments.

Valencia Community College’s high completion rates 
benefit in part from Florida’s state policies, which 
encourage dual enrollment, Advanced Placement 
(AP), and International Baccalaureate (IB) programs, 
and a streamlined transfer policy between institutions, 
resulting in a high rate of productive credits. For 
instance, students completing an associates degree 
are guaranteed admission to a public four-year 
institution and able to transfer at least 60 credits.67 
A common course numbering system in Florida 
also makes it easier for students to take and transfer 
courses across institutions. While even in these 
systems policies could be improved, there is a strong 
base of existing support relative to some other 
systems.

It is important to emphasize that it is the combination 
of all of these elements—practices, policies, mindsets, 
and management—that unlocks the full potential 
of an institution. For instance, institutions that try 
implementing “cultural transformations” without 
changes to the underlying processes or management 
systems may find the early hope and momentum 
worn away over time by the lack of improvement. 
Institutions focusing only on process changes may 
find the organization does not stick faithfully to those 
processes, resulting in a failure to gain traction or 
sustain change (Exhibit 28). 

67 Southern New Hampshire University has a similar agreement with local community colleges

“The barriers to improving 
productivity are cultural, not 
financial or technical.”

- Bill Massy 
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Limited or no impact as institutions fail to take 
advantage of potential supporting policy environment

Institutions unable to achieve full potential as 
they are not able to implement elements of best 
practices

Impact muted and not sustained as staff 
implement initiatives halfheartedly or look for 
shortcuts to best practices

Risk of onetime impact eroding over time due to 
lack of management focus and insufficient front-line 
buy-in and capabilities

SOURCE: McKinsey analysis 

Missing 
supportive 
policies

Missing 
mind-sets 
and behaviors

Missing 
management 
infrastructure

Missing 
institutional 
changes
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MI
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MB
OD

SP
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Exhibit 28: If any of the essential elements are missing, change will fail
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 The impact of state policies

Previous analysis demonstrated that states vary significantly in productivity as measured by cost per degree 
delivered.  We analyzed transcript-level student data for two state community college systems to determine 
what was driving the differences in completion efficiency.  We find that State B’s community colleges have 
a completion efficiency that is 17 percent better than those in State A—8.1 FTSEs per associate’s degree 
delivered for State B versus 9.8 FTSEs for State A.  This is driven almost entirely by a higher graduation rate.  
In State B, 23 percent of students entering a community college graduate with an associate’s degree versus 
only 16 percent in State A.  An additional 4 percent of students transfer to a four-year college in State B and 
thus up to 27 percent of students may graduate with either an associate’s or bachelor’s degree compared to 
only 21 percent in State A.

Further analysis shows that in State A a larger number of students accumulate credits without graduating. 
After more than 9 years, 24 percent of non-degree completers beginning in community colleges have 
completed enough credits to earn an associate’s degree , yet did not graduate. This compares to only 9 
percent of non-degree completers in State B (Exhibit 29). 

Several policy decisions may be driving this.  State B guarantees that students completing an associate’s 
degree will be admitted to a four-year institution and will be able to transfer 60 credits. They have also adopted 
a common course numbering system to facilitate transfers between institutions with clear graduation 
pathways. In addition, they encourage completion of dual enrollment and AP and IB credits in high school to 
get students to enter college with some momentum. 

463466
17

53

90-120 >12070-80 80-9030-50 60-7050-60<30

011245
14

72

<30 >12090-12080-9070-8060-7050-6030-50

SOURCE: State A and State B 2000 student cohort data (community college students)

Non–degree completers by SCHs completed after 9+ years
% of non–degree completers

State B
(2000 cohort)

State A
(2000 cohort)

9% of non–degree 
completers

24% of non–degree 
completers

Exhibit 29: Only 9 percent of State B’s non-completers have completed more than 60 credits compared to 
24 percent among State A non-completers



60

Increasing productivity in the US higher 
education system—an imperative that calls 
for collaboration between institutions and 
policy makers

We believe that the growing number of innovative 
institutions that are able to achieve outstanding 
levels of degree productivity can serve as a model 
for other institutions and provide a solution to 
sluggish expansion in the US graduate pool. Their 
achievements suggest that institution leaders 
and policy makers need to concentrate efforts on 
improving degree completion and cost efficiency 
while upholding the quality of their degrees and 
unwavering commitment to open access. But given 
the immediate nature of the challenge—a million more 
degrees a year by 2020—stakeholders also need to 
commit to rapid change.

How can all institutions raise their degree productivity 
to the levels achieved by the best? We do not have 
clear answers for individual institutions or for state and 
federal policy makers; however, our analysis suggests 
that there are several points that can help inform 
recommendations, as well as several steps worth 
considering.

We find that while it takes full institutional commitment 
to achieve dramatic improvement and transformation, 
there are a number of practices that can be adopted 
by any institution. Different institutions will likely have 
different degrees of freedom and local contexts that 
may constrain the nature of reform, at least in the 
short-term. For instance, institutions in some states 
may have constraints in the percent of part-time 
faculty that they can use. In addition, many institutions 
do not have the financial or other incentives to focus 
on productivity. As many others have documented, 

we also found that data availability and consistency is 
significantly lacking with few common definitions. 

Achieving the full potential of reform across the 
system will require joint effort between institutions and 
policymakers given the breadth and depth of some of 
the change management that might be undertaken 
and scope of decision-making authority.  Given these 
constraints, we focus our recommendations on a 
general process that institutions and policy-makers 
can consider to identify the level and type of reforms 
that are appropriate for their context. 

First, all institutions should identify a short�list�of�
strategies�to�pursue that do not require dramatic 
change in the institution. While the specific strategies 
will vary by institutions, from our sample promising 
strategies include stricter policies on academic 
progression and withdrawal to drive down withdrawal 
rates or improving a handful of core supports such as 
financial aid processing or registration.  Institutions 
may also study the reasons for students accumulating 
more than enough credits to graduate without 
graduating or for students becoming “overcredit” 
and incorporate those learnings into revised student 
supports and advising.

Second, we find that existing institutions would 
benefit from an assessment of the will and skill of 
leadership, managers, and staff to pursue change. 
Institutions that have the will for more dramatic 
changes may undertake a process that can lead 
to real transformational change. These institutions 
would then assess current performance on degree 
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completion and cost against objective benchmarks. 
Then institutions need to set aspirations for improved 
productivity and develop a multiyear operational plan 
with defined performance milestones and commit to 
implementing the plan. Some specific actions include: 

 � Make a firm, unrelenting�commitment�to 
improving productivity along with access and 
quality; build alignment among and engage with 
key institution leaders, faculty, staff and students. 

 � Conduct benchmarking�and�diagnostic�
analysis using this report as a starting guide and 
leveraging data from peer institutions. Include 
a quantitative analysis of costs and completion 
as well as qualitative assessment of operating 
decisions, management practices and leadership 
commitment, capabilities and mind-sets and 
behaviors of staff and system leaders.

 � Conduct research and map�possible�
interventions�leveraging available resources, 
including Achieving the Dream and Completion 
by Design (graduation rates) and resources from 
the National Center for Academic Transformation 
(instructional redesign) as well as other reference 
material.

 � Develop a multiyear�operational�plan that 
includes specific initiatives, steps, timeline, 
goals, and owners, and execute it. Ensure there 
is process for feedback and improvement as 
learnings are captured. Launch pilots and allow for 
course correction.

 � Assign a project�lead�to�drive�implementation 
and closely monitor progress using a project 
management office (PMO) that employs key 
metrics to monitor productivity, access, and 
quality.

Third, the entire higher education system requires 
better performance measurement, data gathering 
and benchmarking efforts that are consistent and 
coherent so that institutions and funders can track 
their progress. Institutions need a common fact base 
of benchmarks to serve as an external reference 
to their own performance. Some specific actions 
include:

 � States could agree with colleges on standard�
metrics�and�practices for recording and 
measuring productivity, such as graduation 
rates, time to degree, and cost per degree, while 
controlling for measures of quality for all students. 
Several such efforts are underway.68 This will 
prevent each institution from reinventing key 
performance measuring processes. Doing this 
among a consortium of states or at the federal level 
will prevent the need for redundant efforts across 
states. 

 � Develop a common�set�of�facts across 
institutions and states (e.g., a common 
benchmarking approach potentially including 
hundreds of institutions or common data collected 
at the state or national level) that allows�data�to�
be�used�to�improve�the�system. For example, 
improve data capturing by IPEDS  by expanding 
beyond the full time, first-time cohort for purposes 
of calculating graduation rates. Our findings show 
that to more successfully advance the discussion, 
more detailed and nuanced data is needed. 

 � Data collected could be made publicly�
available.69 Unless data on institutions’ degree 
productivity and completion rates become more 
accessible and comprehensive, it is unlikely that 
states or institutions can be held accountable for 
progress in these areas. 

68 A few examples of such efforts include  National Academies of Science: Measuring Higher Education Productivity: Conceptual Framework and Data Need available at 
http://www8.nationalacademies.org/cp/committeeview.aspx?key=49147;  Complete college America available at http://www.completecollege.org/; National Governor’s 
Association such as http://www.nga.org/Files/pdf/1007COMMONCOLLEGEMETRICS.PDF.

69   For more on the role of the state in driving higher education accountability see: Kevin Carey and Chad Alderman, “ Ready to assemble: A model state higher education 
accountability system” Education Sector Reports, December 2008. Available online at: http://www.educationsector.org/usr_doc/HigherEdAccountability.pdf
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Fourth, the higher education community and state 
policy makers could develop and uphold policies 
that elevate productivity in higher education agendas 
as a policy goal, without attempting to dictate how 
each institution could achieve such outcomes. 
Although institution leaders can still dramatically 
improve performance given current regulations 
and constraints, supporting policy changes could 
accelerate progress. Some specific actions policy 
makers and other stakeholder in the higher education 
community include:

 � Develop a system�for�training�and�familiarizing�
leaders,�managers,�and�staff with the types 
of innovations and operations described in this 
report. Networking, collaboration, and policy 
support, while important, may not be able to 
ensure the types of skills are developed to 
implement and sustain the reforms in the mass of 
institutions required. 

 � States could promote performance budgeting and 
incentivize�institutions’�success in improving 
degree productivity; this could be accompanied 
with capturing the lessons from previous attempts 
(both national and international), model the insights 
and build upon those; Similarly federal grants 
could require reporting of the common metrics 
captured. 

 � State’s could invest�in�high�quality,�highly�
productive�institutions�in order to expand degree 
production.  Institutions that are self-sustaining 
on tuition and require limited or no public support 
may be important models to consider given public 
budget constraints.70

70 The State of Indiana’s partnership with WGU may offer a model for consideration.
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Areas for further research

This work raises questions for further study. Some 
specific topics for research include:

 � Expand the current sample of this work, in order 
to build a broader database of the educational 
practices and management policies that work for 
different institutions and better understand the 
range of outcomes achieved.

 � Further assess degree productivity nuances, for 
example the impact of program designs, program 
offering, or research to institutional degree 
productivity.

 � Benchmark the organizational health of higher 
education institutions.  Our work focused on the 
operational side of the institutions. Research 
might identify the management and organizational 

practices and characteristics of high performing 
institutions which are most important to achieving 
high degree productivity.71

 � Understand of the “demand” side—in particular 
examining the demographics of the students 
who are likely to represent the “1 million more”, 
their preferences and needs for serving them, 
and current barriers to entering and completing 
college. 

 � Assess success of previous performance based 
funding, dissecting the drivers of success and 
the challenges faced, and modeling the impact of 
alternate designs.

71 See, for example, “Driving Federal Performance”, McKinsey & Company October 2009.
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Conclusion

The country’s economic needs and ethics of 
opportunity demand higher education systems must 
find ways to produce more graduates at a lower 
cost per degree, without compromising the quality 
of their education or restricting access. Improving 
productivity across the U.S. higher education system 
likely holds the key to success. 

Discussing productivity in education is always 
contentious, since most higher education institutions 
have aims beyond ensuring that all their students 
achieve a good degree at a reasonable cost to the 
institution and the students. But they do all share that 

central aim. High levels of productivity shown by some 
U.S. institutions in the core process of transforming 
freshmen into graduates suggest a systemwide 
improvement in productivity is achievable. Other 
institutions may choose different measures to improve 
their productivity. But if they focus on the principles 
established by the most productive—helping more 
students complete their degrees while controlling total 
costs, continually monitoring the quality of education, 
and broadening access —then productivity of U.S. 
higher education could be transformed.
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ABSTRACT 
Learning enterprises in the United States need better tools to address several key challenges:  1) building 
the capacity of graduates to use their knowledge to achieve their career goals, thereby raising national 
productivity and competitiveness; 2) discovering the best course of action for learning enterprises in 
current circumstances and in changing conditions; and 3) stepping up to new challenges such as the 
Lumina Foundation’s target of 60% of Americans graduating with high-value degrees, certificates or 
credentials.  
 
To highlight key issues, we present a five-stage model of the evolution of learning and competence 
building technologies. This is grounded in examples of current practice and future possibility. It describes 
how leading-edge institutions and learning enterprises are using “expeditionary change” to evolve, 
innovate more nimbly and establish competitive advantage as they transform. Such changes will be 
essential to American higher education addressing affordability and establishing financial sustainability. 
 
The five-stage model highlights how to use the organizational capacities developed to enable online 
learning as an instrument for transforming higher education. Until now, many leaders have failed to grasp 
the potential of orchestrating those capacities to systemically realign learning to the needs of the 21st 
Century knowledge economy and to adapt to new patterns of knowledge sharing. However, today’s social 
networking, Web 2.0 and learning technologies are facilitating and accelerating transformations: in the 
production functions for learning, roles of faculty and mentors, business models, patterns and cadences 
of interactivity, use of open resources and the roles of independent, “free-range” learners. They are also 
empowering disruptive competitors and enabling closer links between learning, work, and competence. 
 
Modern knowledge economies have an ever-greater need for individuals who perpetually fill emerging 
knowledge gaps, using continuous flows of fresh knowledge emerging from open innovation and open 
research as well as social network-based communities. Traditional knowledge paths and practices 
leading to certificates and degrees are important for basic learning and socialization of lifelong learners. 
But they are inadequate to dealing with knowledge gaps and flows at the pace and scale required.  By 
themselves they are not the route to institutional sustainability or to the creation of large numbers of 
attractive and graduate-level jobs in new areas.   We are preparing further papers on those issues; to 
be included in our mailing list, contact dmn@strategicinitiatives.com. 
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INTRODUCTION 
Leading practitioners and policy makers now widely recognize that major changes are needed and 
possible in higher education, notably regarding its cost to learners and the benefits they derive from that 
investment. Institutions are finding their existing policies and strategies must be updated or replaced. In 
particular, they need stronger ways than are in common use today to determine their near-term and future 
competitiveness, to identify their best course of action in current circumstances and to increase their 
capacity to anticipate and cope with new challenges.  
 
Further, leading practitioners are realizing that a good starting point to make those changes is to use the 
organizational capacities inherent in online, Web-enabled learning and competence building as a force for 
transformation. About fifteen years ago a number of seeds were sown regarding this. Examples include: 
 

• Transforming Higher Education: A Vision for Learning in the 21st Century [1], which called for 
higher education to re-align, re-design, re-define and re-engineer itself to the needs of the 
Knowledge Economy, including closer linkage between work and learning and lower cost of 
competence-building; 
 

• Baumol and Bateman wrote “How to Think About Rising College Costs,” in Planning for Higher 
Education [2], which suggested that higher education and health care needed to use technology 
to transform their practices and dramatically reduce costs – or risk becoming unaffordable for 
individuals or our nation; 
 

• The Sloan Consortium was formed to advance online, asynchronous learning; 
 

• Twigg and Heterick founded the National Learning Infrastructure Initiatives while at Educom, 
leading to pioneering work in leveraging technology to re-invent courses and change patterns of 
interaction, which grew through Pew Foundation Funding into widespread course re-design by 
the National Center for Academic Transformation [3]; and 
 

• The Mosaic Internet browser and subsequent innovations were introduced, catalyzing the 
evolution of the World Wide Web, which has emerged as the instrument for so-called Web 2.0 
applications, 

 
Jumping to October 2009, the 15th Annual Meeting of the Sloan Consortium explored the state of best 
practice in online, blended, and e-learning. The progressive growth of online learning had been chronicled 
by Sloan’s Annual Survey. By extrapolating 2008 figures, Dr. Frank D. Mayadas, founder of the Sloan 
Consortium, projected that in 2009 well over four million students would be enrolled in at least one online 
course in the United States [4].  
 
Present-day data shows that projection underestimated the true penetration of online practices. Many 
students are concurrently enrolled in blended and e-learning offerings at colleges and universities that 
that are enthusiastically rolling out new e-learning offerings from coast to coast and beyond. In addition, 
course re-design on the Twigg model has led to many advances on individual campuses, where re-
invention has both improved learner outcomes and reduced costs. But these proven and well-known 
techniques, and other techniques and insights that our clients use, have not been deployed universally, 
systemically. As Norris argued several some years ago in The Encyclopedia of Distance Learning, higher 
education institutions tend to set their sights too low in relation to the benefits to learners of online 
technologies and innovations. An example is the common focus on using e-technologies to digitize 
existing approaches to teaching, rather than exploring “…new experiences and value propositions that 
could be created for students, faculty, staff, and other stakeholders. Many institutions have failed to see 
e-learning infrastructures as part of emerging institutional and system-wide infrastructures that fuse 
academic and administrative processes, experiences, and value propositions. And many institutions have 
so far failed to create enterprise-wide strategies for leveraging these resources in new ways.” [5] 
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Sloan’s emphasis has been on the mainstreaming of online learning, rather than on the larger goals that 
institutions must aim for if they are to prosper in the coming economy – namely, the transformational 
potential of online practices to deconstruct and re-invent educational practices and change the financial 
business model for higher education. Yet many of the market-driven (for-profit) providers have followed 
the suggestions of Transforming Higher Education, re-aligning and re-engineering their processes, 
changing business models, and re-shaping practice. They have become the innovative, demand-driven 
segment of the higher education marketplace. It is our contention that transformational potential is the 
real and lasting story about online learning and will be more widely achieved in the future. 

FOLLOW THE LEADERS AND THE INNOVATORS 
None of this is truly surprising to anyone familiar with the development of online and blended learning in 
U.S. higher education. Online and blended learning are broadly practiced, but are not sufficiently reflected 
upon, to identify and deploy broad-application insights that can lead to true breakthrough practices. Such 
transformations can have implications that go far beyond making savings at the course-level – including 
implications for national productivity, competitiveness and financial sustainability of institutions, job 
creation for graduates and raising students’ employability. 

Online, Blended and e-Learning, Broadly Practiced 
Initially, most institutions use online learning to replicate their courses and curriculum practices in an 
online mode, making adjustments for the differences between the nature of online and face-to-face 
experiences. From this initial development phase, they progressively improve and enhance the online 
experience and discover the power that blended learning offers, combining online and physical elements 
to create more engaging student experiences. Blended learning has become the preferred mode for 
many practitioners, enabling institutions to reduce the need for classroom space and to change 
pedagogical practices. Finally, institutional leaders incorporate the lessons learned from online and 
blended offerings to further enhance all face-to-face instruction with technology resources and techniques 
that work. As a result, the balance shifts from face-to-face instruction to “e-learning.”  Institutional leaders 
leverage this range of technology-supported learning offerings to improve the efficiency and effectiveness 
of their offerings and to provide learners with a portfolio of choices. Offering a range of instructional 
choices is especially attractive to adult learners and students who are working (the most recent data from 
our key clients suggests that greater than 70% of full-time enrolled students are working at least part-
time).  

Breakthroughs by Market Leaders 
Unlike emerging practice elsewhere in the world, the majority of U.S. practitioners have not attempted 
systematically and systemically to think about themselves as participants in a global Knowledge Society.  
Nor have they identified which parts of their activities rely on knowledge to which competitors also have 
access; which parts rely on internally-created knowledge; and in what ways they use that knowledge to 
create outcomes valued by their various audiences. These perspectives are necessary to identify ways to 
unbundle learning, assessment, and certification and re-invent faculty roles. Nor have they attempted to 
fundamentally change the business model or price points for learning. For these reasons, looking at the 
total U.S. population of online learning practitioners is less instructive than understanding the global 
leaders and extrapolating their innovations into the future, to highlight effects on U.S. competitiveness.  
 
By examining the breakthroughs achieved in online learning by today’s current or emerging market 
leaders, both in the US and abroad, we can better understand the real story about the potential future of 
technology-supported learning in all its settings and permutations. In this paper, we use the behavior of 
market leaders and trend-setters to sketch the likely evolutionary paths of online learning. We also 
describe how the vast number of mainstream practitioners can position themselves to take advantage of 
this evolution and for success while others, less well-prepared, face the withering competition to come. 
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WHY HAS ONLINE LEARNING BECOME EVEN MORE STRATEGIC? 
Up to this point in its development, online learning has been waging a battle of acceptance with faculty, 
institutional leaders, and some students. Yet research has shown that online learning has progressively 
come to be regarded as equivalent or even superior in some ways to traditional, face-to-face learning, 
especially among 18- to 24-year-old and working adult learners and faculty who were early adopters. 
 
The so-called Great Recession and the American Higher Education Affordability Crisis have raised the 
stakes for online learning not just in the US, but globally. The predictions voiced in Transforming Higher 
Education and “How to Think about Rising College Costs” have sadly come to pass: we cannot afford 
mass higher education using existing models, and students who take courses built on those models seem 
at increasing risk of gaining outmoded and low-value skills, so may not earn enough to repay their student 
loans. Transformed versions of online, blended and e-learning hold the potential to be essential elements 
of the re-imagining of American higher education, post recession, to make it more relevant to societal 
needs, sustainable worldwide and financially worthwhile for students too. Four factors make this so. 

Addressing the American Affordability Crisis 
Learners and parents are facing an affordability crisis of unprecedented propositions. In America, the 
cumulative effect of year-after-year escalating costs of tuition has outstripped the rate of inflation for 30 
years running. Gradually American higher education is becoming a pricey if not unattainable proposition 
for many potential learners. The current recession, rising unemployment and collapse of the housing 
market have reduced the net worth of families and changed the educational plans of many learners.  
 
Community colleges and for-profit educational providers have experienced explosive growth in demand in 
2009-2010 as learners turn to more convenient, local, high-value, alternatives to mid-ranking public four-
year institutions and private colleges. Some community colleges in especially strapped states like 
California have turned away legions of students this year. Truly transformed learning, using combinations 
of online, blended, and e-learning, has the potential to modernize course content cheaply and reduce the 
total cost of achieving competence objectives.  They also could improve the economic prospects of 
learners by providing a range and mix of options that meet their personal and financial needs. 
 
The pages of The Chronicle of Higher Education and Inside Higher Education are peppered with stories 
of community colleges, in particular, whose leaders are experimenting with increasingly transformative 
mixtures of solutions to these challenges. 

Achieving Financial Sustainability Requires Transformation 
The model for funding public institutions is broken, as has been reflected in the diminishing relative level 
of public support for education in general over the past three decades. Community colleges and other 
public four-year institutions typically experience their greatest enrollment demand at a time when state 
and local resources decline and jobs for college leavers are hardest to find. Transformed learning can 
change the business model so that the marginal cost of learning is consistently reduced to less than the 
price of tuition, allowing growth to meet demand, even during recession. Market leaders have already 
achieved this goal. This transformed learning must be matched by transformed content, suited to changes 
in the wider economy. In particular, content must do more to help students to apply what they learn (to 
bridge the “knowledge-action gap”), so that they can get a college-graduate-caliber job and add value in 
it. Post recession, all U.S. higher education needs to adopt and scale these practices. 

Transformed Online Learning is a Part of Broader Institutional Strategies 
Institutional leaders spent 2008 and 2009 “staunching the flow” of the resource impact of the Great 
Recession. They recognize that they must use 2010-2012 to aggressively leverage stimulus funding and 
discover not just efficiencies, but innovations and transformations that will make their courses more 
attractive to students and will enable them to achieve financial sustainability when the stimulus money is 
gone. Transformed online, blended and e-learning is one of a set of even broader institutional strategies 
to achieve financial sustainability that are mentioned in the white paper, “Linking Analytics to Lifting out of 
Recession.” [6] 
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Jobs, Jobs, Jobs 
Not enough online courses make explicit the links between the content and methods of the course, the 
metaskills honed in the course (learning to learn) and the requirements of organizations that may hire 
graduates from that course. Faculty should give thought to this. One possible solution is to set up an 
online discussion space for current students to hear from students in a previous cohort. Another solution 
is to link students to professional communities, so that they can find out how to make themselves more 
employable. The general rule is that learning experiences must be more closely linked to active, 
immersive application and to the future workplace. The capacity to perpetually enhance competences and 
meta-skills to maintain or raise competitiveness is enhanced with online learning and Web 2.0 tools and 
patterns of interactivity.  The building of job-related competences, using online learning and related agile 
organizational capacities, is likely to be a high priority in the near-term future and beyond.  

 
As we look at the potential of online learning and competence building, we should learn from market 
leaders how to leverage transformation in business models and learning settings, as described below. 

TWO TRANSFORMATIONS IN THE MODELS OF LEARNING AND 
COMPETENCE BUILDING  
In studying the strategies and actions of the market leaders, one should examine two transformations that 
are ongoing and interconnected. These involve the business models and learning settings of online 
learning. In our view, these dimensions are undergoing transformations that will shake higher education’s 
world unless institutions take advantage of the new organizational capacities associated with e-learning.  
 
First, there is the evolution of the business models for institutions and formal learning enterprises from 
today’s traditional premium price model (bundled learning, assessment and certification; a focus on 
what constitutes a quality education/institution; and traditional roles for faculty) to a transformed model 
(unbundled and re-imagined teaching, learning, assessment and certification; value-based in times of 
scarce resources; re-invented roles for faculty, mentors, instructional designers and peer-to-peer learning; 
and changing the financial model to achieve financial sustainability and lower prices to the consumer). 
 
Second, there is the evolution of the learning setting from the traditional institutional setting to a 
transformed, open setting in which “open” includes but is not limited to Open Educational Resources 
(OER) and related resources and practices. Open also means that users have far more choice today 
about what they learn (not just prescribed learning pathways, but selected knowledge gaps, based on 
flows of continuously refreshed knowledge), how they learn it, what if anything they pay for it, and who 
they learn it with/from (e.g. peer-to-peer learning and community of practice-based learning). Open can 
mean a combination of “free” and “pay a fee.” 
 
Some of these transformations are being incorporated in traditional institutional settings, or could be. An 
example is a modular course from the United Nations University and collaborating universities, "Business 
and Management Competencies in a Web 2.0 World" (http://www.open-ed.eu), relevant here because 
students can make precisely the choices outlined above: what they learn, how, at what cost, with whom, 
for what kind of accreditation. Other transformations are occurring outside the realm of accredited 
institutions and formal learning enterprises (e.g., http://www.khanacademy.org/). 
 
So let’s begin by discussing five stages in the transformation of the business model for online learning. 
These are presented in the graphic “Evolving Models of Learning and Competence Building.”  The 
horizontal axis represents progressive transformation of business models toward greater value and 
financial sustainability. The vertical axis represents progressive expansion of open learning practices, 
both within traditional institutions (represented by the expansion of the “institutional arrow” in each 
successive stage) and in emerging peer-to-peer environments, communities of practice, focus on 
knowledge gaps and flows and “free range learning.”  
 
This simplified diagram presents these stages as logical, sequential stages of evolution for describing the 
current state of development of online practices. The reality is substantially more complex. First, individual 
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institutions are not homogeneous and so may demonstrate characteristics of several stages at any point 
in time. Second, individual institutions may experience a jump shift and make a leap from Stage I to 
Stages III or IV if they achieve strong leadership, learn from the best practices of others, and develop or 
acquire infrastructures, processes and competences. And third, the boundaries between institutional and 
open learning experiences will blur as institutional practice evolves into States IV and V. Despite these 
caveats, the model clarifies the evolution currently underway in learning and competence building. 
 

 

Stage I: Online/Blended/e-Learning Innovations 
The first stage is one in which traditional institutions enable their faculty to put courses online and 
progressively create various forms of online, blended and e-learning offerings under the institutional 
brand. These offerings are often more expensive to develop and launch than the traditional institutional 
offerings. They do not achieve any breakthrough economies, may use traditional or adjunct faculty and 
replicate many existing practices. They do not use technology to truly transform faculty roles and patterns 
of interactivity, or to link students to discussions in non-course communities that could enhance the ability 
of students to apply what they learn and/or become more employable. In the long run, this “digitize-the-
traditional-and-incrementally-improve-it” approach to online learning is a transitional state. This model will 
not add to national productivity so it will not be sustainable in the face of global competition.  
 
Online/blended/e-learning innovations can work to reduce the overall cost to students and the institution, 
even if the tuition charged to students is the same or greater than the tuition for face-to-face instruction. 
Online students not only save on transportation costs, they reduce the opportunity costs of travel time, 
lost income and such. These can be significant savings. Blended learning can save institutions the cost of 
new facilities by reducing classroom demand and allowing institutions to reduce the impact of commuter 
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student traffic and use of on-campus facilities and services. Campuses in hyper-growth metropolitan 
areas like the University of Central Florida use combinations of online, blended, and e-learning to “sculpt” 
enrollments at their multiple physical campuses and in virtual learning spaces. 
 
Moreover, the market leaders in online learning 
have shown that technology can be used to 
unbundle and transform the existing classroom-
centric model for individual courses. The course 
re-invention efforts of Twigg [3] at the National 
Center for Academic Transformation (NCAT) 
have improved performance and student 
success and reduced costs in virtually every 
physical or virtual course they have re-designed. 
Some institutions are scaling these processes to 
departmental, institutional or even system level. 
But the greatest challenge to scaling these 
approaches across the institutions has proven to 
be getting institutional leadership seriously 
interested in reducing costs systemically, which 
some associate with diminishing quality. Twigg 
has succeeded in achieving enthusiastic and 
effective faculty participation in course re-design 
as long as any cost savings remain with the 
academic units.  
 
In times of constrained resources, institutional 
leaders need to focus on value, as well as 
quality, and to systemically reduce costs and 
“harvest” the savings. A genuine commitment to 
performance measurement and improvement 
requires a dedication to cost reduction in ways 
that do not diminish outcomes. 
 

Summary of Stage I: Online, Blended 
and eLearning 

 
Characteristics: Develop and gain acceptance 
for online, blended and e-learning  
 
Transformative Impact: Typically digitized 
existing academic roles and practices. In many 
cases students pay an online “premium.” 
 
Impacts on Institutional/Student Costs: 
Universities like UCF use a combination of 
online, blended and e-learning, offered virtually 
and/or on their main campus and regional 
campuses to increase student options, reduce 
opportunity costs for students and reduce need 
for new facilities. 
 
Exemplary Institutions/Participants: 

• University of Central Florida – exemplary 
leveraging of online/blended/e-learning 

• Sloan Consortium – Gain acceptance for 
online and blended learning 

• National Center for Academic 
Transformation – Course Redesign results 
in improved results and reduced costs 

 

Recently, Twigg has received support to work with community colleges in redesigning the introductory-
level courses that constitute the gateway through which most students must pass. This effort is receiving 
serious financial support from foundations. Significant redesign of these courses could be part of a 
broader campaign to improve success, reduce costs and achieve financial sustainability. Efforts at course 
re-invention can be a good start, but they are not sufficient by themselves to meet the challenges of 
establishing financial sustainability, post-recession. Sustainable online learning requires pervasive 
adoption of unbundling, re-invention and a value focus to the entire online learning enterprise. 
 
Many institutions remain stuck in the digitize-the-traditional-but-don’t-re-invent stage of development. In 
the 2009 “Managing Online Programs Survey” sponsored by The Campus Computing Project and WCET 
[7] most institutions were still searching for satisfactory, sustainable models for organizing and delivering 
online learning. They will continue to search fruitlessly unless they apply the following principle: The key 
to evolving new, sustainable models for online learning is to utilize technology to: 
 

• unbundle and re-invent teaching, learning, assessment and certification;  
 

• focus on perceived value, not just quality (perceived value consists of the learner’s perception of 
achieving desired outcomes in an experience attuned to the learner’s needs and circumstances – 
especially important for adult, working learners - and at an affordable price); 
 

• focus on value-added approaches: help learners to become more valuable to employers, (e.g. 
use learning systems to encourage collaborative work-focused application of course content); 
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• change the use and roles of faculty, mentors and peer-to-peer learning; and  
 

• transform business models by: 1) continuously seeking new income streams that can mitigate the 
need to continuously increase tuition charges to fill revenue gaps; 2) reducing incidental 
(unrelated to learning) operational overheads such as new administration buildings, parking lots 
and dorms; 3) seeking lower price points and enabling more rapid completion of learning 
objectives; and 4) reducing the total cost of achieving learning goals. 

 
We remain hopeful that online, blended and e-learning innovators will seize the opportunity to move on to 
transformation when they understand the potentials provided by Stages II-V, the challenges provided by 
the open learning movement and the imperative of the Great Recession. The following stages illustrate 
how this evolution is being followed by market leaders. 

Stage II: First Generation Unbundled Offerings 
This stage developed at the same time as Stage I, but in different organizational cultures: for-profit 
institutions (and a small group of not-for-profit universities that deploy these techniques). In addition to 
unbundled offering, it featured re-invented business practices, production models and business models, 
plus the capacity to charge a premium price. 
 
The for-profits such as the University of Phoenix, Capella University, Kaplan and others have utilized 
technology-supported learning to:  
 

• re-invent their production function (using team-developed resources in all instances of creating 
courses );  
 

• engage mentors (who are not content experts) rather than traditional, tenure-track faculty; and  
 

• deploy world-class (high-quality, high-value) online support services.  
 

These providers also vet their offerings with employers more extensively, continuously and effectively 
than traditional universities. This is neither black magic nor rocket science. The not-for-profit UK Open 
University pioneered and published many of these practices over 30 years ago, although some campus-
based UK universities are only now beginning to adopt those practices.  The Open University now has a 
leader from industry with fresh ideas, and seems to be working hard to refresh its model and lead the UK 
again: to re-invent its mix of practices to fit today’s circumstances and to move to Stages III-V. Other non-
profits like Regis University have emulated these methods. There may be as many as a million learners 
involved in these kinds of learning experiences in the U.S.  
 
These institutions focus on consistent, demonstrable outcomes and learning experiences especially 
attuned to the needs of working adult learners. The for-profits have achieved substantially lower 
production/delivery costs per student than traditional universities. This means paying close attention to 
class size: bigger means more opportunity to achieve economies of scale, without sacrificing quality of 
engagement and outcomes. Course materials are created by teams and used in all instances of the 
course. The for-profits utilize a core, standardized curricula to ensure consistency and quality of learning 
outcomes that, in turn, allows for continuous improvements, refinements and ability to quickly incorporate 
new industry competencies. This practice affords economies of scope.  
 
At the same time, these institutions are able to charge a premium price for their offerings because of the 
recognized value they provide learners (courses taken sequentially with no delay, accelerated time to 
degree, lack of family/work barriers and premium online services).  Even within the market-driven cluster 
(as some of these institutions prefer to be called), however, there is variation in the relative price points.
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The higher resulting margin/profit (difference 
between price and actual cost) is invested in 
extending institutional brand, business/industry 
market research and instructional technology 
and systems development costs. Most of the for-
profit institutions spend between 25-30 percent 
of their budget on marketing (extending the 
institutional brand). 
 
In future stages of development, many of today’s 
for-profit providers may not be able to maintain 
their current premium price levels, in the face of 
competition now emerging at the low end (from 
no-fee systems) and at the high end (from 
innovators such as Capella University who have 
migrated to a more competence-based 
approach that achieves a higher perceived value 
with learners).  
 
Moreover, Capella-type innovators will be able 
to compete on lowering the total cost of 
achieving learning and competence objectives 
and eventually become certifying enterprises. 
More discussion about that is in the description 
of Stages IV and V. 
 
These innovators have also succeeded in 
embedding predictive analytics into their 
academic and administrative processes, and 
use those tools to support student success, in a 
manner that makes traditional institutional 
practice seem primitive. 
 

 
 

Summary of Stage II: First Generation 
Unbundled Learning 

 
Characteristics: Unbundled learning, 
assessment and certification; team-based 
course development, faculty as mentors. 
 
Transformative Impact: Transformed roles, 
responsibilities, reinvented and sustainable 
financial model.  
 
Impacts on Institutional/Student Costs:  
These institutions are able to operate at lower 
costs, but can charge a premium price because 
of the value perceived by students. They spend 
25-30% on marketing and invest in online 
support and analytics. 
 
Exemplary Institutions/Participants: 

• The Open University (UK) – pioneer in 
unbundling  

• University of Phoenix, Capella University, 
Kaplan, American Public University 
System, Regis University (NFP), others – 
pushing the envelope of the market-driven 
model 

• Embedded analytics improve success 
and performance – models for higher 
education in the future 

 

Stage III: Unbundled Learning, Market Competitive Pricing 
Institutions like the Western Governors University, Florida State College at Jacksonville’s Open College, 
Ocean County College in New Jersey, and Lamar University in Texas have re-invented the elements of 
the production function and faculty roles to achieve many of the financial advantages realized by the for-
profits.  
 
They have used technology to unbundle and re-invent teaching, learning, assessment and accreditation. 
While their methods vary from institution to institution, the basic principles are fundamentally the same. 
These public institutions pass the savings on to learners in the form of more competitive tuition – a strong 
value proposition. They charge a market-competitive tuition rate that covers the marginal costs of 
learning.  
 
These public institutions can grow based on tuition alone, rather than appropriations from their respective 
states or municipality. This is critical during times of financial recession, when student demand spikes and 
state resources decline. Many community colleges are within striking distance of being able to attain the 
”marginal cost of learning < tuition” goal. 
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Achieving this stage is essential for public institutions attempting to attain financial sustainability. It is a 
strong value position – but even this value position must be improved over time in the face of the 
withering competition that is emerging globally. 
 
The Western Governors University has spent a 
long decade developing and getting acceptance 
for its model. It features faculty as mentors to 
cohorts of 80-90 students, unbundled learning, 
assessment, and certification of learning.  WGU 
currently enrolls around 20,000 learners and has 
the potential to scale sustainably to a much 
larger size, either by growth in the core WGU or 
state-by-state franchises 
 
WGU-Indiana is a spin-off formed to test the 
waters for a franchised approach in the Hoosier 
State, supported by the Lumina Foundation 
WGU-Indiana costs $3,000 for each six month 
semester.  Since learning is self-paced, learners 
take about 2.5 years to complete a bachelor’s 
degree.  A new report from McKinsey & Co, 
identifies WGU as one of the lowest-cost 
institutions in the nation. 
 
WGU-Indiana uses all of the resource materials 
of the WGU, but its students are eligible for 
Indiana financial aid, which is considered to be a 
key factor in its success.  WGU-Indiana also has 
a physical presence in the state, and the local 
staff of the University play a key role in repre- 
senting the University around the state.  With 
funding from Lumina, WGU and HCM 
Strategists are sponsoring workshops on how to 
set up MOUs and executive orders to establish  
WGU branches in different states.  
 
 

 
 

Summary of Stage III: Unbundled 
Learning, Market Competitive Pricing 

 

 
Characteristics: Reinvent and unbundle 
learning, using many of the same principles as 
used by the pioneering for-profit institutions, but 
pass savings on to the learners in the forms of a 
market-competitive tuition. 
 
Transformative Impact: Transformed roles and 
approaches at a market price. Financial model is 
sustainable. Can grow on tuition alone. 
 
Impact on Institutional/Learner Costs: Tuition 
covers the marginal cost of additional learners. 
 
Exemplary Institutions/Participants: 

• Western Governors University – 
transformative, competency based 

• Florida State College at Jacksonville 
Open College – many CCs are reinvented 
and market competitive 

• Lamar University – big impact in Texas 

• Fort Hays State University – portfolio of 
on-campus, virtual, international 

 

Lamar University has developed yet another variation on this theme.  Working with a for-profit provider, 
and partnering with the leadership of school districts, Lamar has launched a masters’ education program 
at half the price of other public universities, virtually cornering the market for this offering in Texas. 
 
An interesting variation on the theme of reinvention at a market price is Fort Hays State University in 
Western Kansas, although it has taken a somewhat different path. The leadership of FHSU has managed 
a three-element portfolio of on-campus learning, virtual offerings and international offerings (FHSU has 
achieved the largest enrollment in China of any American university), always mindful of its position as a 
highly affordable provider in its different markets.  

Fort Hays State University has received kudos from state leadership by keeping the lid on tuition 
increases through redirecting the margins from its international operations to improve the quality of life of 
its home campus. 
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Stage IV: Reducing the Total Cost of Competence 
Inexorably, the affordability crisis will force learners and their families to search for better value/options. 
And the presence of new, lower-price alternatives will enable potential learners to shop around and 
consider different options.  
 
Options that accelerate progress and thereby 
reduce the total cost of achieving the learner’s 
objectives (be they a particular competence, 
certificate or degree) are being offered by many 
learning providers.  
 
These range from community colleges to major 
universities. Most of these do not transform 
faculty roles or business models, they just 
accelerate progress, but they demonstrate the 
concern about the total cost of completion.  
 
Southern New Hampshire University (SNHU) 
has gained substantial recognition for its three-
year programs, which it has been offering for 13 
years [8]. SNHU estimates that 50 universities 
have accelerated three-year programs this year, 
with the number expected to jump to 100 in fall 
2011. The University of Massachusetts Amherst 
has just launched a three-year track (which 
leverages high school AP offerings) that will 
eventually be available to one-third of the 
university’s 88 majors [9].  
 
Another attractive approach to reducing the total 
cost of competence embraces the pathways, 
bridging,  concurrent enrollment and “early 
college high school” programs being developed 
in partnerships between high schools, 
community colleges and pubic universities 
across the nation.  
 

 
Summary of Stage IV: Reducing the 

Total Cost of Competence 
 

 
Characteristics: Accelerated degree 
completion, 3-year degrees. Pathway programs 
reaching into high school. Full-featured focus on 
enjoyment, outcomes, price, time, flexibility and 
capacity to track changes. 
 
Transformative Impact:  Focus on value. 
Continue to reinvent the learner experience, 
changing roles, responsibilities. 
 
Impact on Institutional/Learner Costs: 
Reduce total cost of competence for the learner, 
in a variety of ways. Fast, fluid, flexible and 
affordable are the themes of the time. 
 
Exemplary Institutions/Participants 

• Southern New Hampshire University – 
three-year degree (College Unbound), 
College Advantage Program – save 60% 

• 100 Three-Year Degree Institutions by 
Fall 2011 (estimate) 

• Capella University, others – credit for prior 
learning, reduced costs for demonstrated 
competences 

 

Almost every state has variations on these themes. For example, Northern Virginia Community College 
and George Mason University have pathway programs in nursing and other selected subjects where 
students who get on the pathway can achieve a bachelor’s degree in nursing three years after high 
school. Today, typical students may take six years – a year of remediation, a year of taking prerequisites 
that were missed, and then four years if everything goes well.
 
Online providers have one interesting advantage: since their relationship with learners is fully online. They 
can embed analytics, customer services, advising, success mentoring and other services into their 
relationship, each as a fundamental ingredient, not an add-on feature. So online providers will be driven 
to continue to re-invent their offerings, enhancing their value proposition through a variety of practices: 
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• Compete on enjoyment - create better, more amenable and more effective, engaging learning 
and support experiences;  
 

• Compete on outcomes - demonstrate that their programs are linked to highly valued, 
demonstrable competences and employability success;  
 

• Compete on price - decrease tuition and fees, accelerate pace of completion and thereby reduce 
“total cost of competence”;  

• Compete on time - reduce time to achieve competence objectives, certificates and degrees;  
 

• Compete on flexibility - recognize credits from a wider range of institutions and experiences; and 
 

• Compete on tracking change - provide graduates with social-networking-based mechanisms for 
refreshing and maintaining their competences on an ongoing basis. 

 
These conditions will affect the for-profits as well as traditional institutions. The reduction in time-to-
degree will be achieved in at least three ways: 1) giving credit for prior learning more effectively and 
extensively, 2) achieving competency-based approaches that unbundle and give credit for already-
acquired, demonstrated competences,  and 3) improving K-12 preparation for college-level work through 
P-20 improvement initiatives and partnerships. These efforts can substantially reduce the total cost of 
learning, over time.  
 
A key factor in the price competition will be international competition. India- and China-based providers 
have entered the online tutoring business for K-12 and postsecondary education. They will soon be a 
force in online learning, as well, through acquisitions and repurposing of institutional providers in the US. 
Also, social networking-based learning offerings from commercial providers, perhaps using Second Life-
like virtual and augmented reality environments, may soon enter the scene at very competitive price 
points.   New competitors will focus on particular points in the value chain that are underserved or can be 
offered at a dramatically lower price. 
 
Stage IV will be a time of accelerating competition and increased efforts by institutional providers to 
demonstrate their adaptation and nimbleness in order to attract learners and offer distinctive, superior 
value propositions. Increasingly, open learning practices will be incorporated into institutional offerings 
and accepted for credit if they involve “recognized” providers (accredited with established articulation 
agreements). Fast, fluid, flexible and affordable will be the watchwords of the day. Institutions will focus 
on developing the infrastructure, support services, processes and reward systems necessary to support 
these efforts. 

Stage V: Success Maker, Certifier and Learning Broker 
The graphic model illustrates that with each successive stage of evolution, institutional learning also 
expands upward, embracing more open learning techniques within institutional/enterprise learning 
practices. 
 
During Stage V, institutions will have incorporated open learning practices into their offerings and will 
accept and certify high-value outcomes provided by other institutions or new learning enterprises. In 
addition, selected leaders will have developed or acquired the capacity to certify free-range learning and 
competence building pursued by individuals independent of formal institutions or to certify learning 
achieved by learners associated with new, low-cost providers. In other cases, learning brokers/agents will 
aggregate offerings from a variety of providers.  Adaptive learning enterprises will enhance their services 
in mentoring, advisement, and career guidance, hoping to become seen as “success makers.”  Some 
enterprises will combine variations on all of these developments, opening up new services to learners.  
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An interesting example of elements of this movement is the relationship between the company 
StraighterLine, the American Council on Education (ACE) Transfer Credit Process, and participating 
universities.. 
 
StraighterLine is a company that offers online 
courses for $99 amonth (entire freshman year 
for $999) and has been approved by the ACE 
Transfer Credit Process. Therefore, 
StraighterLine course are accepted by a long 
line of participating institutions, most of which 
are online or virtual universities or institutions 
with an online affiliate. 
(http://www.straighterline.com/partner-
colleges/ace-credit-process.cfm). These sorts of 
relationships are the “thin tip of the wedge” in 
further opening up the process of gaining credit 
for learning from life experience, demonstrated 
competence, and/or offerings from new, low-cost 
providers. 
 
Stage V is a natural extension of the credit-for-
prior-learning and competence-based-learning 
movements. Not all institutions will have the core 
competences to become certification agencies 
for learning.  But organizations like the Council 
for Adult and Experiential Learning are moving 
to provide such certification, for a reasonable 
fee, and become a “utility” that institutions can 
bank on. 
 
 So institutions will aggregate credits for learning 
achieved elsewhere, in order to award valued 
certificates or degrees. This will prove attractive 
as peer-to-peer and “free-range” learning 
opportunities develop.  
 
Peter Smith describes the College for the 
Twenty-First Century [10] as such a place, 
organized around the needs of the learner. It is 
precisely the growth of non-institutional learning 
opportunities, plus new low-cost options like 
StraighterLine, that illustrates the potential 
growth in the second vector of evolution in e-
learning methods, models and practices – the 
move towards certification of open and other 
low-cost learning. 
 

 
Summary of Stage V: Success Maker, 

Certifier, and Learning Broker 
 

 
Characteristics: Institutions, accrediting groups 
and even employers will certify credit or 
competence based on life experience and prior 
learning, free-range learning or learning 
achieved at other providers. Learning brokers  
emerge to bundle offerings.  Learning 
enterprises offer mentoring, coaching, and 
success making services. 
 
Transformation Impact: Further transforms the 
business model, drives down the cost (both for 
particular competences and in total) and opens 
the door to new services and relationships. 
 
Impact on Institutional/Learner Costs: 
Availability of less expensive options will drive 
down prices institutions can charge, thus 
substantially reducing learner costs. 
 
Exemplary Institutions/Participants: 

• StraighterLine, ACE Transfer Credit, and 
participating institutions 

• Western Governors University and spin-
offs (WGU Indiana) 

• Capella University, Kaplan University, 
and other market-driven institutions 

• Lamar University, UT Arlington, 
StateU.com 

• CAEL, Learning Counts:  College Credit 
for What You Already Know 

• Monster.com, data mining on resumes 
and job descriptions to highlight critical 
knowledge and pathways to success 
 

 
Credit for Prior Learning and Prior Learning Assessment.  Online providers like Capella University 
and the University of Phoenix, as well as many traditional public and private universities, assess and 
award credit for the demonstrable prior learning of their students,  Not all institutions have developed this 
capacity, nor do they need to.  The Council for Adult and Experiential Learning (CAEL) has advocated for 
the use of a proven toolkit of assessment tools that includes: 
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• Individualized student portfolios, 

 
• Evaluation of corporate and military training by the American Council on Education; 

 
• Programs evaluations by individual colleges of non-collegiate instructional programs that award 

credit; 
 

• Customized exams offered by some colleges to verify learning achievement; and 
 

• Standardized exams such as Advanced Placement (AP), College Level Examination Program 
(CLEP), Excelsior College Program, and the DANTES Subject Standardization Tests (DSST 
Exams. 

 
In addition, CAEL has introduced Learning Counts, a new online service that offers credible, third-party 
assessment of college-level learning acquired outside the college classroom.  Since Learning Counts can 
draw upon faculty experts from institutions across the country for assessing portfolios, it has the potential 
to scale to be a national program of considerable size, serving as a sort of “utility” that can provide 
benefits to learners, military personnel, business leaders, and higher education institutions.  The fee for 
Learning Counts is a $500 registration fee for the course through which competence is demonstrated and 
a portfolio is created, and a fee for portfolio review based on the number of credits sought: 1-6 UG 
credits, $250; 7-13 UG credits, $500; 14-20 UG credits, $750. 
 
Employers Will Influence the Mix.  Outside the U.S., employers seem to be faster than in the U.S. to 
recognize that they can benefit from the spread of self-directed and informal learning (in which learners 
refresh their skills in their own time and on their own budget).  A few U.S. employers are following the 
global early adopters and introducing new ways of demonstrating competence, better-suited to global 
challenges that require a more agile and up-to-date workforce. This is accelerated by enterprises like 
StraighterLine and its relationship with ACE and participating institutions. When these changes become 
the norm in the U.S., a learner who is home-schooled, self-taught or educated outside of the U.S. in a 
non-accredited institution could take competency test/s and be granted a learning certificate or even a 
degree. 
 
An interesting example is provided by universities working directly with employers in professional fields   
By working directly with school districts Lamar University and StateU (www.stateu.com) have taken much 
of the market for masters degrees in education from other Texas Universities. Moreover, UT Arlington and 
StateU are collaborating at the RN to BSN level in nursing, working directly with hospitals.  StateU also 
serves as learning broker for undergraduate programs, dual enrollment (high school and college credit 
concurrently) and eventually high school courses.  It also plans to offer job placement services in future. 
 
Leading institutions that develop the infrastructures, practices, processes, and core competences to 
demonstrate or certify competence will become certifying entities and/or license their practices to other 
institutions. This could be a lucrative business for forerunners like Capella University or Western 
Governors University who have led the way in competence-based learning and performance. Indeed, 
Stage V will likely be characterized by further unbundling, deconstruction and reassembling of roles for 
participants in the learning and knowledge industry, further reflecting many of the disruptive forces 
described by Clayton Christenson in Disrupting Class [11]. 
 
The Linkage between Learning and Employability.  The linkage between learning and employability 
will be paramount for many learners. This will accelerate in the U.S. over the next few years, through a 
combination of limp economic recovery, limited job opportunities, and changing employment needs.  
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Rather than focusing on the current iconic role of “provider” of learning, the most nimble learning 
enterprises may place greater emphasis on serving as “learning agent,” integrating and brokering 
offerings from themselves and others, “certifying” the competences acquired by learners, and offering 
career and life success guidance, on a continuing basis. Tomorrow’s learners, keen on achieving high-
value learning and development that really does prepare them to play a significant part in increasing 
national productivity, may prefer to patronize developmental enterprises that can justly claim to be 
“success makers.”  The most adaptive learning enterprises will likely follow the evolutionary path of: 
 

Learning Provider ���� Learning Agent/Broker ���� Certifier of Competence ���� Success Maker 
 

This sort of evolution will continue to shift the balance of power away from traditional colleges and 
universities, even those that have succeeded in “opening up” their approaches to learning and 
competence building.  It will also stimulate new roles for new players. 
 
In particular, success making services will require spanning the boundaries between learning and work, 
deploying data mining capabilities and analytics practices to shed new light on patterns of success.  
Employment, temp, and workforce agencies have massive data resources, both historic and real-time. 
For example, Monster.com has access to over 100 M resumes and job postings that are being scraped 
and analyzed to illuminate local, state, regional and national employment and employability matches, 
pathways that have been followed to success, and a myriad of other employability-related issues [12].  In 
short order, real-time, scalable, actionable intelligence will be broadly available from such resources.  
How can such intelligence be used by learning providers to enhance the chances of student success? 
 
Why Is the Role of Success Maker Potentially So Valued in the Marketplace?  As one scans the 
economies and employment marketplaces around the world, a number of consistent observations 
emerge: 
 

• Talent Gaps Exist Everywhere.  From Shanghai to Dubai to London to Washington, talent gaps 
exist in the economies of developed and developing countries.  Extreme competition exists to fill 
these gaps, both within countries’ economies, and globally 
 

• The Numbers of College Graduates Are Growing in Most Places, Yet Mismatchs Exist 
between the Needs of Employers and What Colleges ad Universities Are Producing.  
Developed and developing countries have been following America’s example and investing in 
higher learning.  But the results are not aligned with the state of the economy. This year, there 
were millions of college graduates in China who were unable to find graduate jobs in their majors, 
because their educations were not aligned with the needs of the workforce.  Similar conditions 
exist in other developing and developed countries. 
 

• Global Economies Are Not Producing Enough Jobs.  Even before the Great Recession, 
economies in many settings globally were not producing enough new jobs to keep up with 
changing demographic conditions in growing nations, and increasing productivity of people in 
work.  Underemployment and unemployment were high in many settings, even before the Great 
Recession.  These conditions have worsened in most places, post recession 

 

• Following the Recession, Business Practices Are Changing in Every Industry and 
Profession.  The Great Recession has had two profound effects.  First, reducing job and 
employment opportunities for both currently employed and fresh graduates in hard-hit economies.  
Second, as recovery proceeds, business practices in virtually every industry, profession, and 
trade are changing. New practices are reflected in fresh, rapidly evolving knowledge flows, not in 
extrapolations of pre-Recession conditions. 
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The upshot of these conditions is that fresh thinking and perspectives are needed by experienced 
employees and professionals, newly-minted graduates, and learners contemplating their pathways to 
education and employment.  Under these conditions, learners and their families will increasingly look for 
actionable intelligence to frame their education and career choices.  Many graduates, accustomed to 
being sought after, are becoming “job makers” by becoming free agents and crafting their own jobs.  
Enterprises that are sufficiently clever, nimble and trusted may deserve the label of “success makers” if 
they can deliver on the promise.  

EVOLUTION OF LEARNING SETTINGS FROM INSTITUTIONAL TO 
OPEN 
The learning settings described in the first vector of transformation are institutional:  Traditional colleges 
and universities (including their extension and continuing education divisions), for-profit universities, other 
for-profit learning enterprises and learning enterprises in corporations. These so-called “institutional” 
settings will continue to be the primary players in traditional learning. But they will see their dominance 
shrink in the face of open learning environments that are the property of the learner, not the institution.  
 
Institutions face the challenge of keeping pace with two trends:  1) the changing nature of knowledge and 
competence, as well as 2) the inexorable quest for greater value in learning and competence-building 
experiences. Over time, open learning with the learner at the center of a personal learning environment 
(such as a free-range learner) will be the predominant mode for the next generation of learners over the 
course of their lives [17]. 
 
Clear, evolutionary “stages” of open learning have not yet revealed themselves. They may emerge over 
time – or not. Some of the new forms of open learning environments and experiences – and their 
potential implications – are described below. 

Peer-to-Peer Voluntary Associations 
In her recent and provocative book, DIY U: Edupunks, Edupreneurs, and the Coming Transformation of 
Higher Education [13], Anya Kamenetz described the growing movement toward high-tech, do-it-yourself 
education. Some of these experiments reside within existing institutional settings, such as classes 
structured like role-playing, serious games that are being tested out in universities across the globe.  
 
Others are occurring in start-up organizations, like Peer2Peer University and the University of the People, 
attempting to bridge the gap between free online materials (as in the Khan Academy of Salman Khan, 
which offers admired knowledge-nugget-sized YouTube videos on 1800 topics) and low-cost education. 
Neeru Paharia and Jan Phillip Schmidt have hacked together Peer2Peer University, which uses a 
Website to enable would-be students to convene and schedule courses, meet online, tutor one another, 
all facilitated by a volunteer. This is very much at the stage of demonstration of concept. Shai Reshef 
founded University of the People and has enrolled the first class of 300 students from nearly 100 
countries. His goal is to offer bachelor’s degrees in business and computer science using open 
courseware and volunteer faculty for a price of about $4,000 for a four-year degree. Other pundits, such 
as Richard Vedder, have mused about U.S. associate degrees for as little as $2,000 (low by U.S. 
standards, but not globally). As already mentioned, StraighterLine is currently online with a full freshman 
year for $999. 

Formal Communities of Practice 
Informal and formal communities of practice are common in the world of business and professional 
practice. Transforming eKnowledge: A Revolution in Knowledge Sharing [14] described the emergence of 
communities of practice as the defining organizational form in the Knowledge Economy. These sorts of 
communities will become the focal points for open learning experiences in the future. Oregon State 
University is developing an Open Campus dedicated to community-based learning. Extension Divisions in 
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land grant universities across the U.S. have offerings that could become the basis for community-based 
learning. Another example is the Food Safety Knowledge Network.  
 
In their partnership with the Global Food Safety Initiative, Michigan State is developing the Food Safety 
Knowledge Network (FSKN) [15], a program of food safety resources to efficiently and effectively reach 
competency at all levels of food safety. The FSKN will use open resource techniques (social networking, 
dynamic knowledge sharing and evaluation tools) to harmonize standards, practices, and training criteria. 
The FSKN pilot platform will be rolled out globally in 2010. The FSKN will create a curriculum for food 
safety competency through partnerships with industry, government, academia, local/regional authorities 
and other stakeholders. Coupled with a unique learning environment using face-to-face sessions, 
seminars, formal courses and online learning, it will present a low-cost, fast and efficient way for 
professionals to achieve competence across all sectors of the food safety industry.  MSU is also 
deploying community-based techniques to develop entrepreneurial and innovative perspectives and 
behaviors in an interconnecting constellation of Michigan-based and international communities. 
 
Community-of-practice learning is likely to thrive in the Web 2.0 environment. Its permutations are many. 
Brown and Adler described open, community-based environments in their article “Minds on Fire: Open 
Education, the Long Tail, and Learning 2.0” [16]. One of the advantages of learning based on real 
communities of practices will be the capacity to receive early warning of the emerging competences that 
are essential in particular fields of endeavor. Communities of practices will be able to identify, promote 
and quickly develop fresh competences among large bodies of participating practitioners.  

Free-Range Open Learning 
Over time, individual learners will have access to a vast constellation of open learning experiences and 
resources. These will range from formal communities of practice and competence building networks, to 
easily configured, temporary learning cohorts. Using these tools and experiences, individuals will be able 
to develop, maintain, and extend their competence in a variety of ways and at very reasonable prices, or 
even at no cost. Even when “mature,” this array of alternatives will be perpetually changing, adapting and 
improving. Learning enterprises will need to adapt their technologies, processes, and systems to 
accommodate this reality.  In our experience, working with universities taking that path, it is important to 
identify, celebrate and build upon the organizational capabilities that a university’s innovators have 
generated in the course of introducing online learning and widening the alternatives on offer to students. 
 
This broadened environment will constitute a “free-range” option for learners who appreciate alternatives 
to traditional or even transformed institutional learning. These options will enable most adult learners to 
more easily advance and maintain their competences by acquiring new and emerging skills at a pace that 
institutional learning cannot match – at least not today (just as there is no “I” in team, there is no 
“academic senate” or “curriculum committee” in free-range open learning).  
 
Open learning environments and experiences will interact with institutional learning, assessment and 
certification experiences. Institutions that do an excellent job of competence-based learning may become 
certifying entities that charge a fee for authenticating competences acquired through open learning, and 
awarding credit, certificates and degrees for a fee. This is one way in which the two evolutional paths of 
learning and competence link together. Mash-ups to encourage and facilitate these linkages are under 
development in Europe, in partnerships between business/industry (a primary source of information on 
the skills that graduates need to be employable) and universities. By way of an example, read through the 
description and materials on the ROLE project, which is co-funded by the European Union [17].  
 
Many more examples exist across the globe, in a virtual archipelago of open learning experiments, 
prototypes and expeditions. Recently, some pundits have explored business models for open learning 
endeavors, not requiring the seed funding from foundations, the European Commission and other parties 
that have sustained “first generation” open resource initiatives [19]. An apt set of questions may be: 
Which government(s) or corporate entities from across the globe will invest in open resources in the 
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future? Will they do so in a manner that will disrupt traditional offerings and create opportunities for 
continuing re-invention of learning and competence building? How will this foment a change in the 
balance of competence power and the competition for talent across the globe? Can “open” continue to be 
“completely free” or will a combination of free and fee be necessary to create sustainable open resource 
ecosystems? 
 
At the recent conference on “Reinventing the University: New Models and Innovations for 21st Century 
Realities,” Paul LeBlanc, President of the University of Southern New Hampshire, predicted a dramatic 
repositioning with the coming of richer, more nuanced, more reliable models for assessing competencies 
that will enable us to “blow up the delivery model [9].” The price competition provided by self-paced, open 
courseware, social network-based, community-based, personalized learning environments and others will 
undermine the economics of traditional higher education providers, who must adapt to survive. 

Many Models, Competing for Learners 
The two intersecting, evolutionary axes of our five-stage model do not suggest that any single model will 
become dominant for all learners, at all stages of their development. But they do mean that institutions 
will need to sort out their competitive position and determine how to provide a range of options that will be 
optimally attractive to their learners and that will put the U.S. on a sustainable economic course. Merely 
digitizing the traditional and hoping for the best will not be a winning strategy. 
 
It will be possible for institutions to learn from emerging best practices and skip stages of evolution. In 
particular, institutions that aggressively practice online, blended and e-learning at Stage I can raise their 
sights and transform their practices to make a jump shift to Stages III and IV, with further evolution to 
Stage V and the added-value there for learners, job-seekers and employers. Such leaps could become 
feasible with strong campus-level leadership, recognizing the strategic potential of online learning. 

MULTI-FACETED EVOLUTION OF OPEN KNOWLEDGE 
Just as content and learning are evolving from “institutional” to “open,” knowledge is undergoing its own 
evolution on two dimensions. First, the 2.0 world of knowledge is changing the predominant focus from 
knowledge as a “thing” or a “stock” of carefully marshaled, explicit knowledge resources in repositories, to 
knowledge as a “flow,” captured through conversations and interactions with communities. Second, while 
traditional, degree-based learning experiences have provided carefully drawn “knowledge paths” (sadly 
including paths that result in high levels of graduate unemployment), the 2.0 world is favoring learning 
that fills specific “knowledge gaps” (including gaps that correspond to emerging/near-future employment 
opportunities that become more apparent through discussions in Web 2.0-based networks). These two 
vectors of evolution will accelerate the emergence of Stage V in the evolution of online learning. 
 
In the January/February 2010 article in the EDUCAUSE Review, “Innovating the 21st Century University,” 
Tapscott and Williams [18] discussed the powerful potential of collaborative knowledge production to 
open up the university to a re-invented pedagogy of open, social, self-paced learning where faculty and 
learners collaborate to co-create knowledge. This is an important insight. Yet they failed to clearly 
articulate two other, critical insights.  First, the essential differences between the requirements for 
knowledge pathways and knowledge gaps/flows.  Second, the potential for an increasing emphasis on 
gaps/flows to transform the balance of power in 21st Century learning and competence building away from 
traditional approaches to higher education, towards new approaches that meet emerging needs. 

From Knowledge Stocks to Knowledge Flows 
Transforming eKnowledge: A Revolution in Knowledge Sharing [14] discussed how knowledge is in a 
continuous state of re-invention, a flow of ongoing discovery culminating in the knowledge being easier to 
disseminate and appropriate, for example by being expressed in an explicit way in some knowledge store 
(repository, course, book, technical manual). It also described how the ubiquitous use of ICT and the 
emergence of Web 1.0 tools were changing the very ways in which we experience knowledge, 
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accelerating the demise of knowledge stocks and providing new means for individuals to participate in 
and co-create knowledge flows. This is truly about “Transforming eKnowing.” 
 
In “The Big Shift,” [21] Hagel and Brown argue that the combination of the Great Recession and Web 2.0 
is causing every industry to re-imagine its basic principles and practices. In the process, we are shifting 
from a world where classic forms of strategic advantage were protecting and extracting value from stable, 
existing knowledge stocks, to a world where the focus of value creation and productivity enhancement is 
on effective participation in knowledge flows, which are continuously renewed. These knowledge flows 
are created through communities of practice and social network-based collaborative spaces in 
professions, industries, commercial enterprises, civic and philanthropic organizations and educational 
enterprises. Active, free-range learners can participate in these flows continuously, using the tools of the 
“eLifestyle” – from single devices (such as smart phones and PDAs), to multiple-devices-in-one-package 
(such as dual books combining an e-reader and a tablet computer) – and applying them to recreation, 
socializing personal business, work and learning. 
 
New communities, tools and services are emerging to tap knowledge flows and conversations related to 
them. For example, the Knowledge Media Institute at the U.K. Open University has established an open 
community for sense-making [18] and for discussing interpretations and experiences of using relevant 
tools for sense-making. The ascendance of such open knowledge flows seems set to render obsolete the 
institutionalized, course-based knowledge stocks that change at the pace of curriculum committee review. 

From Following Knowledge Paths to Filling Knowledge Gaps 
Traditional higher learning is often based on defined learning paths, preordered routes where the teacher 
passes knowledge to the students, who absorb it and try to apply it to their own pre-existing knowledge in 
the subject. These structured learning and knowledge paths have always worked best in K-12 and in 
certificate and lower-division baccalaureate settings, where early stage learners need to complete a 
prescribed course of student study. But they are becoming far less attractive in the Web 2.0 world of self-
directed learning amidst rapidly changing knowledge flows. 
 
Most active adult learners are concerned with filling specific knowledge gaps, rapidly, and for immediate 
application. In today’s group-based learning experiences, learners fill learning gaps by a combination of 
asking peers and using stored knowledge, intuition, problem solving, creativity and adaptability. 
Knowledge solutions are created and shared by the group. Learning gaps will become the primary focus 
of online learning experiences, where faculty members become brain trainers, not purveyors of one-to-
many training on a prescribed stock of knowledge achieved in an ordered pathway.  Knowledge gap-
focused learning, fueled by constantly changing knowledge flows, will soon be recognized as the new 
gold standard for 21st century learning and competence building. 
 

Leveraging Pathways and Gaps in Combination 
The interplay and competition between traditional knowledge pathways and knowledge flows/gaps-based 
learning is not some coming conflict that will be played out in the distant future.  It is happening today.   
 
Consider the example of the competence gaps that most employers complain are lacking in many current 
graduates: advanced communication competence – both written and verbal; demonstrated capacity to 
thrive in team-centered, problem-solving settings; experience and facility in innovation, entrepreneurship, 
and serving as a free agent in creating personal opportunities; and the habits of mind, body and spirit to 
be perpetual learners – lifelong and all the time.  One would hope that achieving these competences 
could be embedded in all learning pathways purporting to prepare learners for success in the 21st 
Century.   
 
A quicker, surer way is to create community-based experiences that immerse learners in ways that 
enable them to develop and demonstrate these competences.  These knowledge-gap-focused community 
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experiences can occur at the same time learners are engaged in their traditional knowledge pathways.  
We are working with partnerships of universities, employers, Ministries of Education, and citizens across 
the world to develop such experiences and make them available concurrently with knowledge pathways. 
 
The challenge to society is how to nurture the completion of knowledge pathways and the filling of 
knowledge gaps concurrently, using the processes and mechanisms appropriate to each.  The emerging 
ecology of learning and competence building experiences of the 21st century will continuously tune this 
mixture. 

SUMMARY/CONCLUSIONS 
For the past 15 years, American higher education has been evolving the technologies, tools and practices 
that have become the instruments for transformation, and perhaps disruption. Our current and future 
financial crisis leaves no viable option than transforming to discover financial sustainability in “The New 
Normal.” The time has come for American higher education leaders to learn from innovators globally – to 
both get serious and strategic about the coming disruptions and the need to re-imagine PK-20 education, 
workforce training and competence development for the realities of the post-recession 21st Century.  
 
The disruptive power of the events occurring in American higher education today is discussed in “Linking 
Analytics to Lifting out of Recession” [6]. If we miss the opportunity over the next several years to 
leverage these disruptions to increase national productivity and achieve financial sustainability, American 
colleges and universities may find themselves in an untenable, unsustainable and globally-uncompetitive 
position by 2020 or earlier [24]. 
 
The for-profit (market-driven) sector understands these challenges and opportunities and is responding to 
them. When Norris and Dolence wrote Transforming Higher Education: A Vision for Learning in the 21st 
Century [1], they suggested the unbundling of offerings and re-invention of higher education business 
models that have since been embraced by the for-profit universities and commercial learning enterprises. 
Now is the time for practitioners of online, blended and e-learning to embrace the imperative to leverage 
innovations and transform practices and business models.  This requires creating the enterprise 
organizational capacity to leverage the tools, techniques, processes, and practices of online, blended, 
and e-learning.  This is necessary to create organizational cultures that are dedicated to optimization of 
performance and productivity. 

Enterprise Organizational Capacity and Action Analytics 
Enterprise productivity is hard to improve without reliable information (analytics) about current status, 
progress to desired future states, and successes practices of innovators and market leaders.  Analytics is 
one of the most powerful elements of organizational capacity enabled by advanced online learning.  One 
of the advantages of the online environment is that real-time performance and engagement can be 
monitored continuously.  EDUCAUSE 2010 featured examples of affordable enterprise analytics for every 
kind of institution [25].  

Market-driven institutions such as Capella University and the American Public University System have 
developed award-winning practices grounded on a range of predictive analytics.  Some of these are used 
to shape recruitment, admission, and shaping of policy.  This enables them to deal with at-risk learners.  
Other predictive analytics-guided practices are embedded in academic and administrative processes to 
give early and continuous feedback on student performance and levels of engagement, compared with 
past patterns of successful students.  This facilitates the efforts of institutions to deal with at-risk behavior 
in real time. Many public colleges and universities such as Purdue University, Rio Salado College, and 
Ball State University are also deploying these tools to good effect.   
 
Enterprise Action Analytics also need to reach beyond postsecondary education; eventually spanning 
preK-20 education and linking learning and workforce analytics [26].  Previously cited examples suggest 
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the potential dividends from analytics in improving success in both learning and employability.  As the 
roles of online learning enterprises evolve and transform, analytics will continue to be a key differentiator 
for some providers. 

Practice Expeditionary Reinventing and Re-imagining 
As leaders make re-inventing online learning (and its business models and associated processes and 
workflows) a strategic priority, they should consider the full range of institutional and open learning 
options that are becoming the learning and competence-building universe in the 21st Century. They 
should also take an “expeditionary” approach to such new learning initiatives, as initially described in 
Hamel and Prahalad’s classic article, “Corporate Imagination and Expeditionary Marketing” [22] applied to 
higher education by Norris [4], and described by Hagel and Brown as “radical incrementalism” [23] – 
taking incremental, expeditionary steps, guided by radical intent. The expeditionary approach to learning 
and competence building depends on the following principles:  
 

• Leaders must be capable of and willing to re-imagine practices and processes based on value 
(outcomes, the experiences through which they are achieved, and price) and on fulfilling critical 
needs, rather than focusing on year-on-year replicability of experiences, as a proxy for quality. 
 

• Recognize that Web-based, open, learner-centered learning and competence building require 
continuous experimentation, refinement and re-invention.  
 

• Embed enterprise-wide predictive analytics in academic and administrative processes to support 
reimagining, enhancing learner success, and achieving financial sustainability. 
 

• Complement existing offerings with new, Web-based mash-ups and communities of practice as 
“expeditions” relying on learners and participants to continuously provide feedback on what is 
working and what is necessary in the near future; expeditionary initiatives need to use such 
feedback to evolve into fast, fluid, flexible and affordable solutions with high value for learners. 
 

• Respond aggressively to opportunities to leverage valuable knowledge flows that fill knowledge 
gaps and meet critical, unmet needs for potential learners, addressing combinations of 
innovation, entrepreneurship, employability and problem solving that have eluded traditional 
institutional-based approaches; then combine knowledge-gap and knowledge-pathway solutions. 
 

To be successful in Stages IV and V of the evolution of e-learning and competence building, future 
coaches, teachers and mentors will follow, evolve and improve these expeditionary principles. 

Focus Energies on America’s “Finishing First in Higher Education” 
If America is to soon reclaim top position in international league tables for education and competitiveness, 
we must focus our energies on relevant factors. Collaborations of key foundations and public agencies 
have been funding initiatives to accelerate attainment of coveted courses of study, certificates and 
degrees.  Respectfully, we offer the following listing as a way to align online learning with the Lumina 
Foundation’s Four Principles, and to do this to fit the challenges of the 21st Century marketplace: 
 

• Reward Institutions that Use Online Learning to Focus on Learners Completing High-Value 
Objectives and Demonstrating Competences. Completion of objectives is key; institutions 
should be provided incentives to improve the successful completion rates of learners. Institutions 
should also be incentivized to focus on value, meeting the needs of learners and employers. 
 

• Use Online Learning to Track Students Who Should Be Rewarded for Completing Courses, 
Certificates, Degrees and Demonstrations of Competence. Again, it is important to provide 
support systems, incentives and rewards that emphasize the completion of meaningful learning 
objectives. These can be courses, certificates, degrees or demonstrations of competence. The 
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linkage between these learning objectives and the needs of the marketplace will receive 
increasing and critical attention. 

 
• Use Online Learning to Expand and Strengthen Options that Reduce the Total Cost of 

Competence and Transformative Options at Market Prices (Push These Techniques into 
PK-20). Policy makers and funders should support the already robust efforts to reduce total cost 
of competence and go to scale with such efforts. These are critical both to give learners 
affordable options and to enable institutional financial sustainability. To be optimally successful, 
these practices must be pushed down into K-12 as well. 

 
• Invest in Institutions that Use Online Learning to Demonstrate Good Business Practices 

that Focus on Student Success, Value, Productivity, Financial Sustainability and Linkages 
between Learning and Work. Without establishing a foundation for financial sustainability in the 
New Normal, it will prove fruitless to increase student access, affordability and success. Policy 
makers and funders should “water where the grass is green,” supporting institutions that are 
simultaneously achieving efficiencies, innovating in ways that enhance student success and 
value, enhancing productivity and establishing fresh revenue sources – all critical to financial 
sustainability. 

 
In all four of these areas, use the organizational competences associated with online learning to 
strengthen the linkages between learning and economic returns.  Also, support the parallel 
development of knowledge gap/flows approaches in addition to knowledge pathways.   
 
An additional dimension to the four principles is to encourage mechanisms through which institutions and 
students can strengthen the linkages between learning and economic returns. While this does call for a 
strengthening of vocational programs that have been gutted in the U.S. over the past decades, it also 
means providing mechanisms for learners to engage in practical experiences that are grounded in team 
building, communication, innovation and entrepreneurship – the very skills that many U.S. employers find 
lacking; their absence is adding to the storm clouds facing the U.S. [24]. Fortunately, community-based 
learning experiences provide the mechanisms for embedding these experiences into the lives of learners. 
 
The same sorts of embedded predictive analytics that are comparing student performance with 
successful students in the past may be applied to employability and workforce success in the future.   
 
We Conclude on a Hopeful Note. The emerging combination of institutional and open learning 
experiences and options will provide both new pathways and mechanisms for exploiting organizational 
processes that add value (as with some of the knowledge flows in online learning), and discovering fresh 
approaches to learning and competence building.  
 
These fresh approaches will be critical to reaching the goals that have been set for America – merely 
extrapolating existing approaches will prove too costly and unworkable.  To achieve America’s goals, 
learning enterprises need to increase their productivity, for example through strategic deployment of the 
insights that they gained in past innovations, but have not institutionalized as yet. This will help them to 
deliver greater value, to more students, with less effort, and at lower cost. 
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