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Only by integrating the Internet into overall strategy will this
powerful new technology become an equally powerful force for
competitive advantage. (Porter, 2001, p. 78)

Introduction

Distance education uses mediated information and instruction,
encompassing all available technologies and a variety of other
forms of instruction at a distance, to deliver knowledge and skills
to the learner. Online education is an extension of the traditional
form of distance education. Typically it involves

the use of the Internet to access learning materials; to interact
with the content, instructor, and other learners; and to obtain
support during the learning process, in order to acquire
knowledge, to construct personal meaning, and to grow from
the learning experience. (Ally, 2004, p. 5)

Online education includes mechanisms to facilitate the
development of and access to a variety of learning services; an
underpinning technological platform; means to help potential
learners select and enrol in learning experiences; and supporting
administrative processes. Strategic planning questions about the
use of information and communication technologies (ICTs) in
education must work in a context of constant and accelerating
change that demands flexibility in the design of the online learning
institution’s structure and course and program offerings. The use of
technology must be embedded within a wider strategy for teaching,
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learning, and service that is responsive to the challenges of
technological change (Bates, 1999).

Many adult education and training providers are running to get
on the online learning bandwagon. Several global groups of
institutions are collaborating to promote distance education,
including British International Studies Association, Central and
East European International Studies Association, European
Association of International Education, U.S. International Studies
Association, U.S. Information Agency, IDP Education Australia,
European Universities Continuing Education Network, and Global
Wireless Education Consortium (Alley, 2001; Woudstra & Adria,
2003). They are busy transforming existing courses and creating
new ones for online delivery. The participation of single institutions
and groups of institutions has resulted in increased opportunities
for online learning all over the world. Institutions are trying new
delivery and support strategies, and looking at competency-based
credentialing systems and performance-based learning.

On the other hand, several institutions have recently pulled out
of online distance education. NYU Online, a three-year-old venture
of New York University, folded as a result of economic conditions
(Carnevale, 2000), a plight shared by UMUC (University of Mary-
land University College) Online, and Temple University's Virtual
Temple (Carlson & Carnevale, 2001). The economic conditions
referred to have to do with heavy competition from other more
successful institutions, such as the University of Phoenix (http://
www.phoenix.edu), and enrollments that were significantly lower
than predicted.

There are many reasons why online distance education
institutions have failed, including high cost of technology, poor
decisions, competition, and the absence of appropriate (or any)
business strategies, especially market assessment of consumer
demand. Many of these institutions rushed to offer any conceivable
course, and attempted to replicate the classroom experience online
(Kilmurray, 2003); most failed to deliver real value that could earn
a sustainable and profitable return from learners. By failing to
follow appropriate business strategies, many online learning insti-
tutions reduced the likelihood that they could gain any competitive
advantage. They failed to capitalize on the Internet’s capacity to
support convenience, service, high quality learning, customization,
richness, and other features of value to learners.
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Various authors have argued for the special role of the
University, and for the need for it to operate outside of the
economic forces that define activity in the commercial sector (see,
e.g., Gilbert, 2001; Pister, 1999; Scott, 1998). There may be strong
arguments for public support for the University to allow it, to a
limited degree, to sit outside of the competitive marketplace.
However, in the neoliberal climate of the day, the emergence of for-
profit university corporations and the need to ensure value in order
to gain and retain public support, compels university adminis-
trators and faculty to examine the means by which value is created
and retained by their institution. Thus, this chapter focuses on the
online university (public, private, or for-profit), and attempts to
enhance our understanding of the ways in which market forces can
be understood and manipulated so as to enhance the efficiency and
effectiveness—and thus the viability—of a university in a
networked economy. This chapter emphasizes the role of strategy
for online learning institution, and uses the value chain framework
for discussing the particular management challenges, skills, and
practices associated with online learning.

The first section defines the theoretical framework for value
chain analysis, and highlights its strategic power. The second
section presents the online distance teaching value system and
market map. The third section discusses the methodology for con-
structing and using a value chain in an online learning institution.
The final section discusses the application of the value chain
framework to understanding developments at a particular distance
and online learning institution—Athabasca University. It also
considers limitations to and problems posed by value chain
analysis.

Gaining a Competitive Advantage

The value chain framework is an approach for breaking down the
sequence (chain) of business functions into the strategically relevant
activities through which utility is added to products and services.
Value chain analysis is undertaken in order to understand the
behavior of costs and the sources of differentiation (Shank &
Govindarajan, 1993). In education, differentiation is achieved by
creating a perception among targeted learners that the course, the
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Figure 3-1.
Developing
competitive
advantage.
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program, or the university’s offerings as a whole are unique in some
important way, usually by being of higher quality. The appeal of
differentiation is strong for higher education institutions, for which
image and the perception of quality are important. This perception
allows the institution to charge higher tuition fees, and so to
outperform the competition in revenues without reducing costs
significantly.

Porter (1980) argued that a business can develop a sustainable
competitive advantage based on cost, differentiation, or both, as
shown in Figure 3-1.
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Source: Shank and Govindarajan (1993, p. 49).

To survive in today’s highly competitive business environment,
any organization must achieve, at least temporarily, a competitive
advantage. A low cost/price strategy focuses on providing goods or
services at a lower cost than the competition, or superior goods or
services at an equal cost. In education, it might be accomplished by
limiting programs and courses offerings, by reducing the
complexity of the course design and production process, or by
limiting service or learner support. This strategy requires as well a
tight cost-control system, benefiting from economies of scale in
production, and experience curve effects.
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For example, at the University of Phoenix online (UOP),
managers determined that faculty, facilities, and support staff
accounted for a large portion of their costs. They targeted these
three components to make a dramatic reduction in their cost
structure. Almost all faculty members at UOP teach part time and
hold other full-time jobs. According to Jackson (2000, p. 34),
faculty are paid U.S. $900-U.S. $1200 to teach a course, and are
expected to focus almost exclusively on teaching rather than on
other responsibilities that are common in most universities (student
advising, course creation, university management, research, and
community service). UOP estimates that faculty must spend 100
hours on their first course, less as they become more proficient
(referring to the learning curve benefits). Faculty at the University
of Phoenix are not provided with offices, thus reducing the
investment in buildings and the cost of operating them. UOP seems
to realize costs savings by marginalizing academics and reducing
their pay and advantages. On the other hand, there are few support
services for students, and the library is accessible only via the World
Wide Web, thus reducing dramatically the cost of housing books
and paying for professional support staff. UOP is an accredited
university (since 1978, by the North Central Association of
Colleges and Schools). Courses and instructors are constantly
measured for both learning and student (customer) satisfaction.
Perhaps most critically, UOP has eliminated the role of research—
except as it affects online education—from the traditional role of
the University. UOP receives no government subsidies, has
consistently returned profits to its shareholder owners, and charges
competitive tuition rates. UOP uses a business approach rather than
an academic approach to education, and is one of the few
profitable for-profit universities in the U.S. (Jackson, 2000).

The second strategy for gaining competitive advantage is
differentiation. The primary focus of this strategy is to create a
unique position in the market through provision of goods or
services that are valued for their uniqueness or fit to the needs of a
particular group of buyers. A differentiating strategy also requires
ongoing cost control efforts within a strategic management
emphasis geared towards differentiating offerings. For example, the
course package by itself could not provide competitive differ-
entiated advantage, as it is fairly easy for other institutions to
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duplicate it, either by buying it directly from the producing
institution, or by creating a very similar package. However, when
the services of highly competent academics and tutors, registry
staff, student advisors, and counselors are added, a strong and
unique bond can be created between the university and its learners.
This unique bond becomes a differentiating competitive advantage
when the institution subscribes to a vision of quality, support,
service, and excellence (Woudstra & Powell, 1989).

A vision of excellence for online learning institutions is not a
choice, but a market driven imperative. The institution cannot rely
upon the recruitment of learners within a geographic catchment
area, as can many campus-based institutions. In order to gain
global competitive advantage and respect, the online learning
institution must prove that it is an “excellent fit for purpose,” not
only for its suitability to its target market, but also for its strategic
and operational processes. Capella University Online is pursuing a
differentiation competitive advantage. Capella is “trying to provide
adult learners with programs that are going to have an immediate
impact in their work, that are going to provide sustained value to
them as professionals, that are based on what we call an intimate
learning experience” (Lorenzo, 2003, p. 2). To differentiate itself
from other online learning institutions, Capella uses the tag line
“Education. Reborn™”” everywhere in its internal and external
public relation documents and Web sites.

Capella emphasizes competency-based learning, and targets
adult working learners seeking to have learning relevant to their
jobs. Capella has shaped its programs and courses to suit the very
particular needs of its learners. For example, Capella revamped its
MBA Program, introducing a unique component called the
“professional effectiveness’™ core that was developed as a result of
a market study conducted in 2001 of 37 U.S. companies. The
professional effectiveness core addresses perceived corporate
management needs with courses that focus on such issues as
building relationships, leading and facilitating change, leading
teams, and negotiating for results (Lorenzo, 2003, p. 6).

Capella re-enforced these offerings with a patented “Profes-
sional Effectiveness Coaching®™” process, encompassing two forms
of coaching. One is an in-course process, where learners do peer
coaching with each other; the other is one-on-one coaching, where
each learner has the option of choosing a certified coach, hired by
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Capella, to provide guidance in improving the learner’s “manage-
ment effectiveness and apply new behaviors on the job” (Lorenzo,
2003, p.6).

A third competitive strategy not depicted by Porter’s framework
is called focus: a strategy for targeting a very specific segment of the
market as defined, for example, by type of learner (e.g., Aboriginal
students), specific type of program offered, or specific
characteristics of a geographic area. This strategy is used to choose
market niches where competition is the weakest, or where the
online learning institution has a competitive advantage because of
technology or other forms of differentiation. The focused
institution succeeds by avoiding direct competition. It may also
have strong differentiation advantage, a low cost advantage, or
both, for its market segment. For example, professional organi-
zations, such as the Certified General Accountants Association
(www.cga-canada.org), the Society of Management Accountants of
Canada (www.cma-canada.org), and Chartered Accountants
School of Business (http://www.calearn.ca) fall into this category of
focused competitive advantage.

Value Chain Analysis

Value chain analysis can help an institution determine which type
of competitive advantage to pursue, and how to pursue it. There
are two components of value chain analysis: the industry value
chain and the organization’s internal value chain. The industry
value chain is composed of all the value-creating activities within
the industry, beginning with the first step in the course development
process, and ending with the completed delivery of courses and
related services to the learner. Porter (1985) identified five
competitive forces interacting within a given industry: the intensity
of rivalry among existing competitors, the barriers to entry for new
competitors, the threat of substitute products and services, the
bargaining power of suppliers, and the bargaining power of buyers
(see Figure 3-2). Analyzing these forces will reveal the industry’s
fundamental attractiveness, expose the underlying drivers of
average industry profitability, and provide insight into how
profitability will evolve in the future, given different changes
among suppliers, channels, substitutes, competitors, or technology.

Value Chain Analysis: A Strategic Approach to Online Learning
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The structural attractiveness of the distance education industry
is also determined by the same five underlying forces. In 2001,
Porter argued that, while the Internet has helped distance education
to expand impressively, it has only changed the front end of the
industry process (p. 66).

Hence, the competitive attractiveness of online education can be
analyzed using Porter’s framework. The competitive forces
presented in Figure 3-2 show that deploying the Internet and other
ICTs within distance education has expanded the size of the
market, not only allowing access to greater markets but also
bringing many more companies into competition with one another.
This development can place intense demands on university
administrations to manage costs while ensuring quality education
and service (Woudstra & Powell, 1989). The pressure on
administrators comes from the changing cost structure that the
Internet and the use of ICTs produce; that is, a reduction in variable
costs and a tilting of cost structures towards fixed costs (Porter,
2001). In fact, compared to other distance education systems,
online learning requires a heavy investment in technology
(computers; servers; learning specific hardware; learning systems;
acquiring authoring development tools, delivery tools, and
collaboration tools; etc.) and also requires specialists (multimedia
instructional designers, Web designers, technologists, faculty, etc.)
to develop, run, and integrate mediated instructions. These two
major categories of costs are mainly fixed. On the other hand,
instructional materials are partially or totally digitized, thus
reducing variable costs. The concepts of fixed and variable costs
are central to cost analysis, in particular to understanding the
behavior of costs, and to cost/volume/profit (CVP) analysis.

CVP analysis is concerned with how profit is determined by sales
volume, sales price, variable expenses, and fixed expenses. A major
application of CVP is in breakeven analysis, which provides a
concise presentation of the relationship between cost and volume
changes, and their effect on profit. The breakeven point is the point
where total revenue equals total expenses, resulting in neither a
profit nor a loss. Once “breakeven” is achieved, net income will
increase by the contribution margin per unit for each additional
unit sold. From a managerial perspective, fixed costs increase the
risk to the company because they cannot be altered once incurred;
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therefore, online learning increases the risk to the institution. This
kind of cost structure creates greater pressure for managers to
engage in destructive price competition.

To understand why managers adopt price competition strategies
when corporate cost structure is predominately fixed, it is necessary
to understand the concept of operating leverage. Operating
leverage is the measure of the extent to which fixed costs are being
used in an organization. Using fixed costs, managers apply
operating leverage to convert small changes in revenue to
significant changes in profitability. The idea of operating leverage
is consistent with the economies of scale concept developed by
economists to describe the fact that cost per unit can be reduced by
taking advantage of opportunities that become available as the size
of an operation increases.

The degree of operating leverage is very important to managers,
as it enables them to focus on the appropriate activities. For
example, when the company operates near the breakeven point,
managers should focus their attention on activities that increase
sales (hence, the destructive price strategy), because increased sales
will have a significant impact on profitability. On the other hand,
when the company operates far from the breakeven point, the focus
of managers should be oriented to cost control or new product
development.

Online Distance Teaching Value System and Market Map

Online learning institutions operate in an open system; therefore,
companies have more difficulty in maintaining proprietary offerings,
and require a sound strategic perspective to gain sustainable
competitive advantage. The Internet has intensified the competition
and rivalry among post-secondary institutions, especially in distance
education, where the pressure to enhance efficiency and effectiveness
is intense. While it is true that Internet and the use of ICT in distance
education have changed significantly the look and feel of the learning
experience, conventional factors, such as scale, the skills of personnel,
internal processes, and physical investments, remain a permanent
source of competitive advantage.

In online distance teaching organizations, many actors are involved
in the educational process: faculty, course coordinators, editors,

Theory and Practice of Online Learning
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Figure 3-3.

instructional designers, technology specialists, academic experts,
examination invigilators, and technical and other administrative
personnel who support the educational process. As these actors work

Online distance

teaching value system
and market map.

in administratively distinct units of the organization, intra- and inter-

departmental linkages are critical to efficient and effective service in
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online distance education organizations (Woudstra & Powell, 1989).

An online learning distance education institution is typically only a
part of the larger set of activities in what Porter (1985) calls the value
delivery system. As depicted in Figure 3-3, the value chain of an online
learning institution affects (and is affected by) others in the value
system, including publishers, providers of authoring and development
tools, enterprise systems, portals integrators, distributors and delivery
partners, suppliers, the government, other educational institutions,
and learners (buyers of educational services). In effect, each firm
establishes itself in one or more parts of the value system, on the basis
of a strategic analysis of its competitive advantage.

The application of the Internet and ICT to distance education is
enabling the integration of the industry’s entire value system; that is,
the set of value chains in an entire industry, encompassing those of
suppliers, channels, organizations, and buyers of educational services.
For example, an online learning organization can incorporate the
suppliers’ design capabilities to reach back to its suppliers’ value
chains to form linkages, improve response capabilities, share costs,
and gain competitive advantage (Woudstra & Powell, 1989). By
connecting various activities and players in the value system, the use
of Internet and ICT in distance education will optimize its workings,
including sourcing, production, delivery, and service to students.

The value chain framework highlights how the online learning
institution’s offerings fit into the learner’s value chain. When Capella
University launched its revamped Online MBA, with its unique
“professional effectiveness” component, the intention was to fit this
program into buyers’ specific program and organizational needs.
Value chain analysis explicitly recognizes the fact that the various
activities within a firm are not independent, but rather, interde-
pendent. By recognizing interdependencies, value chain analysis
admits to the possibility that deliberately increasing costs in one value
activity may bring about a reduction in total costs. For example, the
extra money spent in creating or buying a high-quality self-contained
course might reduce the cost of student support and overall cost as
well. The next sections discuss value chain analysis and methodology.

Theory and Practice of Online Learning



Value Chain Analysis and Methodology

The internal value chain of an online learning institution consists of
all physically and technologically distinct activities within the
institution that add value to the learner’s experience. The key to
analyzing the value chain is understanding the activities within the
institution that create a competitive advantage, and then managing
those activities better than other institutions in the industry. Porter
(1985) suggested that the activities of a business can be grouped
under two headings: primary activities, those that are directly
involved with the physical creation and delivery of the product or
service; and support activities, which feed both into primary
activities and into each other. Support activities (e.g., human
resource management, technology development) are not directly
involved in production, but have the potential to increase effec-
tiveness and efficiency. It is rare for an organization to undertake
all primary and support activities. Value chain analysis is thus a
means for examining internal processes and identifying which
activities are best provided by others. Figure 3-4 presents a generic
value chain adapted for an online learning institution.

Support activities consist of

1. organizational infrastructure, which is concerned with a wide
range of support systems and functions, such as finance,
planning, quality control, and general senior management.

2. human resource management, dealing with those activities
concerned with recruiting, developing, motivating, and
rewarding the workforce of the organization.

3. technology development, dealing with those activities concerned
with managing information processing and the development and
protection of ""knowledge" in the organization.

4. procurement, which deals with how resources are acquired for
the organization (e.g., sourcing and negotiating with suppliers).

The overall primary structure in an online distance education
organization such as the UK Open University (http://www.open
.ac.uk) or Athabasca University (http://www.athabascau.ca) can be
described in terms of five sectors: inbound logistics, production,

Value Chain Analysis: A Strategic Approach to Online Learning
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Figure 3-4.
(opposite)
Online learning
value chain.
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outbound logistics, delivery and marketing, and service to learners.
These sectors are discussed briefly below.

Inbound logistics involves preparations for course development,
including curriculum planning; acquiring or preparing for learning
specific hardware (LSH), learning management systems (LMS), and
learning content management systems (LCMS); hiring of authors;
ordering of reference materials, including textbooks; and formation
of internal course teams.

Operations involve the actual process of course development,
including writing, multimedia creation, editing, formatting, graphic
design, printing, and Web publishing.

Outbound logistics concerns the packaging and storage of
courses, and the process of mailing or otherwise delivering the
material to the students. Providing registered students with access
to their courses through an integrated portal where they can
retrieve customized and relevant information about their account is
another aspect of outbound logistics. Student portals are important
for online learning, as they help build a virtual campus community.
In one secure place, a student can access their account to register in
a course, order a transcript, ask for student financial aid, access the
library and bookstore, and benefit from a variety of student
orientation tools, including advising, support, counseling, and
other resources.

The university enters into a contract for tuition and other
services with a student when they register in a particular course. A
registration is considered a sale, as funds change hands for access
to the course and for purchase of the learning materials. The core
revenue stream of the online learning institution derives from the
provision of learning; therefore, tuition is often considered the
main source of revenue for such institutions. Other sources of
revenue include government funding; sales of in-house-developed
products, design tools, and databases; and provision of other
services to students (e.g., admission, contract extension, tran-
scripts, challenge fees).

The preparation of brochures, advertising materials, and the
university calendar is the traditional and main marketing strategy
to promote the university’s offerings. Given the nature of online
learning, the online university must craft a branding strategy to
communicate the benefits, attributes, culture, and competitive

Theory and Practice of Online Learning
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advantage of the institution and its unique online learning
offerings; it must also establish strategic partnerships and alliances
that are able to give the institution a unique position in the minds
of stakeholders.

The service sector provides online support (technical and
academic) to learners, counseling, tutoring, marking of assignments
and examinations, delivery and invigilation of examinations, and
maintenance of student records. It also includes learner self-service
through Web sites and Web portals.

It may seem surprising that research is not mentioned explicitly
as a sector in the value chain, especially as research has
traditionally been considered a primary function of universities,
one perceived by academics and the public as a value adding
activity, as it helps the university to make a significant contribution
to society. As you can see in Figure 3-4, however, research and the
generation of knowledge are components of many value chain
activities. Research is an essential element in all world-class univer-
sities. It ensures a vibrant academic environment, and enables the
university to attract and retain good faculty, while building a strong
academic reputation and contributing to the continual improve-
ment of curriculum, learning systems, and programs.

A value chain analysis explicitly recognizes the inter-
dependencies and the profit cost efficiencies accruing from
exploiting linkages among value activities across the organization.
For example, the timing of promotional campaigns (one value
activity) significantly influences capacity use in course production
and operations (another value activity). These linked activities must
be coordinated if the full effect of the promotion is to be realized.
Promoting a new program while a number of required program
courses are unavailable will damage the image of the institution
and result in lost registrations (revenue). Consider also that a well-
designed course (one value activity) will lose value if not
complemented with a suitable delivery strategy (a second value
activity), and by a well-thought-out student support strategy (a
third value activity). By focusing on such linkages, the value chain
analysis provides a powerful tool for strategic thinking to gain
sustainable competitive advantage.

Theory and Practice of Online Learning



Value Chain Methodology

The methodology for constructing and using a value chain involves
four steps: identify value chain activities, determine which value
chain activities are strategic, trace costs to value chain activities,
and use the activity cost information to manage the strategic value
chain activities. An organization that can do these things better
than its competitors creates a sustainable competitive advantage.

Identify Internal Value Chain Activities

To identify its internal value chain activities, the online learning
institution should first look for discrete activities that create value in
fundamentally different ways. Figure 3-4 lists a set of discrete
activities, such as course design, online registration, program and
course promotion, counseling, etc. Each of these activities has
distinctively different costs, cost drivers, and assets, involves different
personnel, and creates value in a fundamentally different way.

Second, when identifying value chain activities, the institution
should take a broad view of the organization’s activities. To gain an
understanding of this big picture, the institution should identify
and separate out three categories of value chain activities:
structural, procedural, and operational (Porter, 1985; Riley, 1987;
Shank & Govindarajan, 1993; Donelan & Kaplan, 1998).

Structural activities, such the number and location of satellite
campuses and learning centers, or the number of course production
facilities, determine the underlying economic nature of the online
learning institution. Procedural activities, such as total quality
management, or awarding degrees and diplomas, pervade all aspects
of the institution operation and reflect the organization’s ability to
perform processes efficiently and effectively. Finally, operational
activities, such as course production, instructional design, printing,
and teaching are the day-to-day activities of the institution.

Third, the institution should focus on structural and procedural
activities. Most traditional cost management efforts concentrate on
operational activities that have unit- or batch-driven costs. These
traditional cost control efforts can be relatively easy to initiate, but
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may be too narrow in focus, because they seek to control short-run
operational costs. If competition is intense, then controlling short-
run operational cost is necessary but may be insufficient. It is
important to identify, and then focus management attention on, the
organizational and procedural cost drivers, because they often
represent the long-run strategic drivers of organizational cost. It is
likely that such activities will be the source of an institution’s
competitive advantage.

Determine Which Activities Are Strategic

To determine which of the value chain activities are strategic, the
online learning institution must begin by identifying the charac-
teristics of its services that are valued by existing learners, and the
characteristics that the organization can best exploit to create value
for future learners. These characteristics may include quality, perfect
fit to specific learners’ needs, student support, or any other tangible
or intangible feature of the institution’s offerings.

After identifying the distinctive characteristics of its offerings,
the institution should find out which specific activities in the
organization are responsible for creating those characteristics. The
identified activities represent the most important value chain
activities, or in other words, the strategic value chain activities that
provide a competitive advantage.

For example, Athabasca University, a not-for-profit university is
seeking to gain competitive advantage by meeting student’s needs.
The university provides students with open access, flexible learning
systems (with continuous enrollment and flexible completion times
for undergraduate courses), and high-quality courses, programs,
and student support services. Therefore, the activities considered
strategic within the University include developing a wide variety of
new undergraduate and graduate programs; promoting courses and
programs; seeking new partners for strategic alliances and collab-
orations; targeting and attracting students identified with
traditionally under-represented groups; reducing traditional bar-
riers to access (e.g., residency); offering prior learning assessment
and different and flexible course delivery modes (e.g., individ-
ualized home study, electronic, etc.); and integrating appropriate
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technologies into course development, delivery, student support,
and administrative systems.

After identifying strategic value chain activities, the institution
must identify the non-strategic activities as well. These remaining
value chain activities are important, but they do not represent the
sources of strategic advantage for the organization.

For example, the role of research remains a contentious issue
among universities when attempting to differentiate between
strategic and non-strategic activities. For many, pursuit of new
knowledge through research is a critical and defining feature of the
University. However, research is expensive and is more often asso-
ciated with a de-emphasis on quality of teaching than one might
expect, given the often strongly held belief that research enhances
the quality of teaching (Pocklington & Tupper, 2002). A metadata
analysis of research on the relationship between quality learning
and teaching concluded that “the likelihood that research
productivity actually benefits teaching is extremely small . . . the
two, for all practical purposes, are essentially unrelated” (Hattie &
Marsh, 2002, p. 529). Universities that use faculty from other
institutions to create and deliver courses thus have considerable
cost advantages, but they may be vulnerable to criticism and lack
of public support as a result of a perception that they make a
smaller contribution to society because of their neglect of the
traditional research function of the University. Thus for some
universities, research is viewed as a non-strategic activity, whereas
for many others, research remains a core strategic value. Athabasca
University has attempted to strike a balance by supporting a core
research faculty with a special emphasis on research on the core
strategic activity of the university—teaching and learning at a
distance.

Trace Costs to Activities

Each value activity incurs costs, generates revenues, and ties up
assets. After identifying the value chain and its strategic and non-
strategic activities, one must assign operating costs, revenues, and
assets to individual activities. The accounting system should be
designed to accomplish this task. One technique developed to aid
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the process of allocating costs to the appropriate value chain
activities cost is activity-based costing (ABC) (see Cooper, 1990a,
1990b, 1997; Cooper & Caplan, 1997).

Identifying the value chain activity cost drivers is a way of
understanding cost behavior and identifying strategic and non-
strategic activities. However, managers must keep in mind the
broader framework of the value chain as a whole. What is more
useful in a strategic sense is to explain cost position in terms of
structural choices, procedural practices, and operational skills
(Shank & Govindarajan, 1993; Donelan & Kaplan, 1998).
Figure 3-5 provides some examples of structural, procedural, and
operational activities for an online learning institution, including
possible cost drivers for each. It is important to note that, for
strategic analysis, volume is usually not the most useful way to
explain cost behavior. Financial and non-financial measures and cost
drivers both lagging (those that result from past actions) and leading
(those that inform future performance) are important. The Balanced
Scorecard Framework (Kaplan & Norton, 1992) provides senior
managers with a focus on the organization’s vision and strategy,
helps them communicate strategy throughout the organization, links
strategic objectives to long-term targets, and helps managers create
consensus on organization competitive advantages.

Improve Management of Value Chain Analysis

Organizations achieve a competitive advantage by managing the
value chain better than other institutions in their industry.
Managing the value chain implies increasing the quality of
products and services, while reducing the institution’s costs and
increasing revenue, thus increasing competitive advantage.
Examining a firm’s value chain and comparing it to those of key
rivals indicates areas of cost advantage or disadvantage. An online
learning institution’s decision to undertake certain activities is
directly linked to achieving competitive advantage. For example, a
school wishing to outperform its competitors by differentiating
itself through higher quality will have to perform its value chain
activities better than the competition. By contrast, a strategy based
on seeking cost leadership will require a reduction in the costs
associated with the value chain activities, or a reduction in the total
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VALUE CHAIN ACTIVITIES

COST DRIVERS

Structural activities

Manage location and articulate
strategy. Location and strategic choices
need constant articulation and are
considered cost drivers. Activities in
this category include framing the
market opportunity, managing the
scope of the market, managing the
value proposition, managing the
organization’s unique resource system,
articulating the financial model, and
managing integration (vertical or
horizontal).

Manage technology. What process
does the online learning institution use
to manage its technology through the
value chain? The level of expertise and
effectiveness of use, compared to
competitors, will affect overall
organization-level costs.

Manage complexity of university
offerings. The breadth of the programs
and courses being offered is an
important driver of costs.

Manage institutional structure.
Financial structure, accountability, and
debt level affect many costs and the
organization’s flexibility.

Gain experience, learn, and manage
skill sets. An organization’s learning,
growth, experience, and application of
that experience drive significant
portion of cost. For example, when a
university lacks experience in
developing online courses, this fact
would be a significant driver of its
online course introduction costs.

number and
location of satellite
campuses, humber
of industry and
social segments in
which the institution
is present, number
of students or
registrations

types of process
technologies

number of different
courses and
programs

debt level, debt
capacity, tax status
(favorable or
unfavorable)

effectiveness of
professional training,
team building,
knowledge sharing,
economies of scale
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Manage and support research
activities. This activity requires that the
institution develop, promote, and
support an active research culture;
network with funding agencies,
government departments, companies,
and other potential sources of funding;
and support the development and
enhance the reputation of the
university’s research profile.

amount of external
funding; number of
successful research
publications; impact
of research on
learning, teaching,
and support services;
number of graduate
programs

Procedural activities

Provide quality. Quality management
training, quality standards, and
employee empowerment are directly
related to overall organizational
quality.

Manage employees. Management
determines employee-grouping
schemes, including the degree of
centralization of authority, size of work
unit, and number of work units. The
work environment and climate are also
managed through the extent and nature
of training, degree of employee
empowerment, maintenance of a
networked working environment, and
other factors.

Manage capacity. Capacity utilization
may be considered a strategic driver of
cost of organizational offerings.
Unused capacity must be dealt with
through efforts to bring more students
to the institution, reducing the capacity
(if possible), changing some capacity
constraining policies, or a combination
of these strategies.

employee training
level, student drop
out rate, student
satisfaction

employee morale
and satisfaction
level, turnover rate,
span of command

percentage of course
development capa-
city utilization, per-
centage of delivery
capacity utilization,
percentage of tutorial
system capacity
utilization, discre-
tionary policies
restraining capacity
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Manage efficiency. There are many
type of efficiency, but this activity
represents a broad perspective of
efficiency, including efficiency in
program and course introduction, and
overall course production, delivery,
and student support.

Manage course complexity. Given the
breadth of offerings for the online
learning institution, procedures must
be in place to control the complexity
of the course design, production,
delivery, and service to student.

lead time from
program or
course concept
to up-and-
running offering,
course
availability

use of learning
objects
repository,
standard
components, and
authoring and
development
tools

Operational activities

Manage course production. The actual
process of course development
including writing, multimedia creation,
editing, formatting, graphic design,
printing, and Web publishing

Manage inbound logistics. Preparation
for course development, including
curriculum planning; acquiring or
preparing for learning specific
hardware (LSH), learning management
systems (LMS), and learning content
management systems (LCMS); hiring of
authors; ordering of reference
materials, including textbooks; and
formation of internal course teams.

number

of faculty,
instructional
designers,
editors, graphic
designers

hardware and
software
availability (LSH,
LMS, LCMS),
procurement,
set-ups, number
of direct-labour
hours

Source: Adapted from Donelan and Kaplan (1998).
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amount of resources used. An online learning institution might also
choose to follow a focus strategy by targeting a specific market
segment or a specific offering.

In controlling costs in a value chain, managers try to answer the
questions given below.

e Can we reduce costs in this activity, holding value (revenue,
service, credibility, etc.) constant?

« Can we increase value in this activity, holding costs constant?

e Can we reduce assets in this activity, holding costs and value
(revenue, service, credibility, etc.) constant?

Costs for an activity can be reduced only if the reduction does
not adversely affect strategic advantage. For example, an across-
the-board spending cut may result in a short-run cost reduction,
but it could be a disastrous long-run strategy. Reducing spending
on course design and development could reduce course quality,
increase overall production costs, and delay the scheduling of new
courses. Benchmarking against similar institutions is another way
to gain cost advantage, acquire good practices, and create differen-
tiation advantage (see Jackson & Lund, 2000). Thus, internal value
chain analysis makes one thing clear: value chain activities are
interrelated, and no activity should be managed independently
without considering its impact on all other activities.

Concluding Remarks

Chapter Summary

The use of value chain analysis facilitates the strategic management
of an organization. Michael Porter’s seminal work in strategic
management explains the fundamentals of how organizations
compete. The three main types of competitive strategy are cost
leadership, differentiation, and focus. Cost leadership is a strategy
that relies on lowest-cost production and delivery, while
differentiation relies on outstanding quality or product (program/
course) features. The focus strategy relies on differentiation or cost
leadership for a particular product or market niche.
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Value chain analysis is a framework that can provide a number
of benefits to the management of online learning organizations.
This analysis can help managers of these organizations to identify
linkages between value activities within the organization, and to
think in terms of process rather than function or department.
Through analysis of the value system, managers can identify
potentials for strategic alliances with various actors in the industry
value system. Identification of cost drivers and linkage with value
chain activities help managers focus on cost reduction and on
finding ways to optimize returns throughout the value chain. As
well, value chain analysis helps managers understand cost
management problems. Failure to see the impact of a decision on
the overall value chain will result in missed opportunities.

The value chain framework allows online learning organizations
to break down the chain—from basic infrastructure and support,
to content development, to student support and service—into
strategically relevant activities to understand the behavior of costs
and the sources of differentiation. The online learning organization
is typically only one part of the larger set of activities in the value
delivery system. Gaining and sustaining a competitive advantage
requires that the organization understands the entire value delivery
system, not just the portion of the value chain in which it
participates. Suppliers and distribution channels have profit
margins that must be identified if one is to understand an organi-
zation’s cost or differentiation positioning, because the end-users
(learners) ultimately pay for all the profit margins throughout the
value chain. An example of an online learning university value
chain and illustrations of how value chain analysis can improve the
management of the university value chain activities follows.

A Value Chain Example: Athabasca University

Woudstra and Powell (1989) presented an interesting analysis of
the value chain of Athabasca University. They divided the Univer-
sity’s primary activities into five fairly discrete chains as depicted in
Figure 3-6.

The five value activity chains are supplemented and supported by
many others in the areas identified as “support activities” in the
generic value chain depicted in Figure 3-4. The primary chains
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themselves can be subdivided into smaller and smaller chains,
depending on the detail of analysis required. As value chain analysis
shows patterns within and relationships among primary and support
activity chains, it becomes a helpful tool for coping with change.

The discussion below provides some examples of decisions and
projects undertaken at Athabasca University in the last few years,
and considers how they have affected the performance of the
institution’s value chain.

e Improving course availability and quality through a problem-
solving approach in the course development process and
production value chain (for examples, see the discussions in all
of the chapters in Part 3 of this volume).

e Improving the quality of service to students through the
improvement of turnaround in assignment and examination
marking. Besides expanding the use of communications
technologies, Athabasca University looked at training and
empowerment to provide employees with the skills and
authority to affect these factors. The creation of a call center
(Adria & Woudstra, 2001) that responds to and tracks student,
academic, technical, and administrative requests serves this
objective as well (see Chapter 12 of this volume). Athabasca
University’s Tutorial Services Department plays an integrative
role in this process. This department has its primary function in
the course delivery chain, but also performs some support
activities through its involvement in the hiring of tutors, and in
maintaining and developing tutorial policy. Finally, it
participates in the marketing area through its field officers, who
contract with outside agencies and partners for collaborative
delivery of courses.

e Working with suppliers of telecommunications, publishing,
authoring, development, and other suppliers to digitize the
University’s authoring, publishing, and printing processes. In
addition, the University is establishing liaisons with publishers
to gain access to their learning materials and Web sites, so that
their materials can be customized, adapted, and integrated more
easily into Athabasca University’s course offerings.

e Focusing the electronic student support services on the needs of
individual learners by implementing U-portal technology that
enables the creation of individual “My AU” entry points to
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Course Admissions Course Course Marketing
development & credit registration delivery
& production transfer & materials
dispatch
Course The admis- Begins with This chainis | — | The produc-
design, sion and student’s accomplished tion of the
writing, credit trans- application by the call university
editing, and fer chain to register for center, tele- calendar
printing. The provides a a particular phone tutors and other
course service to course, which (called brochures
package is students. triggers the Academic and materials
assembled by Transfer release of a Experts), promoting
combining assessment package of markers, and the university
produced of prior course ma- the course and its
and education is terials to be coordinator. services.
purchased mandatory. sent to the Examinations Included in
components student. The are issued this chain are
and made student is also and marked activities by
available to assigned a centrally. certain
the course telephone Some student personnel
delivery tutor. services and who look
function. counseling after
services, cooperative
library, arrangements,
and other
activities are
included
here.
Source: Adapted from Woudstra and Powell (1989).
online student services, and by launching an online, Web-  Figure 3-6.

interfaced registration system (see Chapter 15 of this volume).

Athabasca University’s

value chain.

e Integrating appropriate technologies into course development,
delivery, student support, and administrative systems by
developing and implementing annual, three-year operational
Online Learning, Student Services, and Systems Development

plans.

Other initiatives include linking curriculum to students’
priorities by ensuring that the curriculum is relevant to diverse
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student populations; and increasing linkages in program
development, delivery, and administrative systems, and in research
agendas, both between undergraduate and graduate centers, and
across graduate centers. These internal collaborations are designed
to maximize synergies and facilitate cross-fertilization of best
practices.

Value Chain Analysis Challenges

There are several challenges in using value chain analysis. First,
traditional accounting systems are not designed for classifying costs
by value activities. But with newer accounting systems, such as those
based upon activity-based costing, this type of cost classification
problem can be solved. Furthermore, some online learning
institutions may have very complex value chains, a fact that makes
the analysis difficult. Some would even argue that strategic manage-
ment is unsuitable for knowledge-based organizations (Moran,
1998). We argue that online learning institutions possess character-
istics very similar to those of industrial organizations, and that,
therefore, strategic planning is essential to their operations and their
survival. Value chain analysis is an important tool for strategic
management, and when competition is intense, companies must
manage activities and costs strategically, or they will lose their
competitive advantage.

The model presented in this chapter originated from strategic
management theory and has been proven very effective in the
corporate world. The industry of online learning is an open market
for both for-profit and not-for-profit organizations. According to
Michael Brennen (2002), Online Learning Research Manager at
International Data Corporation, spending on online learning
within corporations will jump from $3.65 billion to $12.98 billion
by 2005.

Sensing a market opportunity, for-profit universities, such as the
University of Phoenix and Capella University, also target working
adult students with online programs. Added to this mix of pro-
viders are the technology companies that offer Web-based con-
tinuing education, and traditional publishers that offer product
certification courses, and Web-portal companies that aggregate
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course content from other content sources. A potentially lucrative
and very competitive market has emerged.

In this environment, not-for-profit universities have little choice
but to play by the same rules that govern for-profit universities.
Value chain analysis may play a significant role in enabling them to
do so. A not-for-profit university must satisfy funding authorities,
political leaders, and the general public as to its effectiveness and
efficiency. Value chain analysis can be used for determining at what
point costs can be reduced or value added in the organization’s value
chain. A not-for profit organization must continually prove that it is
serving specific public needs identified in its mission statement. The
organization must also develop its various resources, and use them
effectively and efficiently, and to demonstrate its ability to manage
its operating systems successfully by delivering a quality service to
the public served. The value chain analysis is a useful framework to
facilitate these requirements.
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