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AT A GLANCE

The U.S. education-publishing industry is undergoing a profound change. A host of
online-learning companies are breaking down the historical boundaries between
segments of the market. Publishers are vying with both traditional companies and
online upstarts for a place in the digital ecosystem of education.

THE CHALLENGES AND OPPORTUNITIES FACING THE INDUSTRY

Not only is digital distribution undercutting print sales, but new sources of content
are proliferating and diverse new voices are playing a key role in the sales process.
At the same time, the shift to digital has created a once-in-a-decade chance for
publishers to expand their share of the $1 trillion currently spent on education in
the U.S. each year.

FOUR PATHWAYS TO THE FUTURE

To thrive in the new environment, publishers must realign their organizations and
workflows to create truly “digital native” content. They should also explore strategic
growth opportunities in markets adjacent to their current business and revamp
their go-to-market model. Finally, they must maintain a relentless focus on student
outcomes. Ultimately, companies will need to transform their business models to
improve their chances of long-term success.
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HE U.S. EDUCATION-PUBLISHING INDUSTRY is undergoing a profound change.

The shift to online learning is swiftly altering the competitive environment.
Educators, students, parents, entrepreneurs, and politicians alike are looking for
new ways to harness technology to improve student achievement, reduce costs, and
deliver a more customized learning experience.

Meanwhile, a host of emerging companies are breaking down the boundaries be-
tween segments of the market in everything from curriculum and assessment to de-
livery and analytics, giving rise to potential new partners, competitors, and plat-
forms. Publishers are vying with both traditional companies and online upstarts for
a place in the digital ecosystem of education—not just the network of companies,
individual contributors, institutions, and customers that interact to create mutual
value, but also the technical platforms that allow devices, applications, data, prod-
ucts, and services to work together in new ways. (See “The Age of Digital Ecosys-
tems: Thriving in a World of Big Data,” BCG article, July 2013.)

In this fast-changing environment, publishers face a once-in-a-decade chance to ex-
pand their share of the $1 trillion currently spent on education in the U.S. each
year by adapting their existing offerings to the digital realm and expanding into
markets opening up on the edges of their current business. A few publishers are
well on their way on this journey, but most lag behind.

The Challenges Facing the Industry

Publishers were once protected from competition by high barriers to entry. They
had the relationships with authors, knowledge of buying processes, and distribution
clout to ensure their position—and their dominant market share. But their posi-
tions are now under attack as the business shifts toward digital content and away
from a reliance on print textbooks. (See Exhibit 1.) The beneficiaries have been
classroom-oriented testing companies and providers of practical tools that supple-
ment core instruction, along with educational software and courseware builders,
which have provided schools and colleges with greater flexibility in meeting varied
learning needs.

The world in which publishers operate is rapidly going digital. In U.S. higher educa-
tion, online courses already account for about 14 percent of total enrollment. Nearly
one-third of undergraduates took at least one online course in 2012, up from just
one in ten in 2000. (See Exhibit 2.) Traditional universities, which long resisted on-
line education, are now actively experimenting with digital platforms. The university
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EXHIBIT 1 | K-12 Spending Has Shifted Away from Textbooks

The market share of the top three K-12
publishers has declined ...

... as the market has moved away from
textbook purchases
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Source: Simba Information, Publishing for the PreK—12 Market, 2008-2009, 2009-2010, 2010-2011, 2011-2012.

EXHIBIT 2 | Demand Is Increasing for Online Learning in Higher Education

Full-time online enrollment is driving overall growth
in higher-education enrollment ...

...and undergraduates are increasingly including
online courses in their studies

Enrollment in degree-granting postsecondary
institutions (%)
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one online course (%)
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Sources: Eduventures; BMO Capital Markets, Education and Training, September 2012; Babson Survey Research Group and Quahog Research
Group, Grade Change: Tracking Online Education in the United States, January 2014.

Note: “All other” includes both traditional (not online) courses and courses in which most or all of the content is delivered online, typically without
face-to-face meetings. “Fully online” indicates distance-education full-time degree programs that are conducted entirely online, as opposed to
programs mixing distance-education, traditional, and hybrid courses.
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systems of Maryland, Minnesota, and Texas either require or have proposed that
anywhere from 10 to 25 percent of credits be earned through alternative modes
such as online learning. Some universities have formed partnerships with operators
in the “massively open online course” (MOOC) market, while others are offering or
developing their own online degree programs. Meanwhile, an entire industry has
sprouted up to help institutions expand their online programs.

K-12 education is moving more slowly but is also gaining momentum. About 4 per-
cent of K-12 students are taking online courses, although less than 1 percent of to-
tal enrollment is in fully online programs.

In short, the position of traditional education publishers is under threat. These Institutions, profes-
companies are built around scale-based business models and capabilities designed sors, and students are
for competition in a learning environment dominated by the printed book. Three demanding high-
trends are demanding that they change. quality, up-to-date

content with digital
Digital distribution is undercutting print sales. From 2006 to 2011, price increases capabilities.

drove 3.3 percent annualized growth in higher-education revenue for new print
textbooks. The ability to steadily raise prices demonstrates the pricing power
associated with a consolidated industry in which purchasing options and price
transparency were limited.

But all this has changed: used, rental, and e-book options, along with search and
price discovery tools, are eating away at the new-book market. Alternatives to new
textbooks, available through outlets such as Chegg and Amazon, are nearly half the
price of print books sold at brick-and-mortar college bookstores. Most notably, book
rentals have provided a lower-price alternative to used books, further eroding pub-
lishers’ share of spending on instructional materials. The result is that the potential
market for publishers—when narrowly defined in terms of textbooks and digital
supplements—is virtually flat compared with 2008 levels. (See Exhibit 3.)

While publishers hope to offset these declines by increasing digital sales, their strat-
egy has relied heavily on bundling digital homework supplements with new text-
books at prices only moderately more than the standalone price of a new book.
The rise of used and rental sales potentially undercuts this strategy. Without the
sale of a new book, publishers must sell homework supplements on a standalone
basis, which forces them to prove the value of the digital components and adds
pressure to price supplements aggressively to compensate for the expected decline
in sales of new textbooks. Publishers also face resistance from students, many of
whom are not inclined to buy materials that their professors do not mandate.

Amid such developments, publishers must find additional ways to shore up their
traditional revenues over the short to medium term. This will ensure that they have
the resources to invest in business models that will secure long-term success in the
evolving digital landscape.

New content sources are proliferating. Institutions, professors, and students are
demanding high-quality, up-to-date content with digital capabilities. They are
experimenting with dynamic multimedia formats, modular course design, and
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EXHIBIT 3 | The Potential Market for Higher-Education Publishers Is Under Threat

Average price per book ($)
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customized and adaptive learning. Competition for these users has arisen from a

pro

liferation of operators, including the following:

Open Educational Resource (OER) Providers. Organizations such as Khan Academy,
BetterLesson, and Gooru offer increasingly sophisticated tools that enable
teachers, students, and parents to find and customize high-quality resources at
low or no cost. To date, publishers have largely been able to forestall this threat
thanks to the “stickiness” of traditional content and the continuing perception
of its superiority. For example, a recent survey of K-12 educators conducted by
BCG for the Hewlett Foundation found that nearly half of those surveyed were
not aware of OER, despite its presence on the scene for more than a decade.
However, evidence suggests that this is changing. Of the K-12 educators who
said they were aware of OER, 96 percent described themselves as “receptive” to
it, and half expected to use more of these resources over the next three years.

Online-Courseware Creators. Organizations such as K12, Apex Learning, and
Carnegie Mellon, as well as a range of MOOC providers, are producing their own
courseware tailored to the digital environment. Besides incorporating multi-
media resources, they are embedding educational assessments into their
platforms, adapting the learning experience based on students’ needs, and
producing rich analyses of student data.

Some leading MOOC providers are avoiding traditional textbooks in order to
keep courses open and free. According to the website of MOOC provider Udaci-
ty, “There are no required textbooks for Udacity courses, and the course content
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does not follow any textbook.” When Udacity classes include readings, they link
to supplemental texts embedded in the online course. In cases where MOOCs do
recommend textbooks, the course development process often favors custom
publishing. For example, a 2012 course from edX titled “Introduction to Compu-
tation and Programming Using Python” offered, for $24.99, an optional custom
textbook written by the instructor. MOOCs will no doubt open up a new market
of casual learners for publishers, but they also represent a potential substitute
for publishers’ content. As more universities assess and recognize the value of
MOOC s, the threat posed by these courses to traditional publishers will grow.

e “Digital Native” Publishers and Self-Publishing Operators. Companies such as Flat
World Knowledge have lower cost structures and often more flexible delivery
options than traditional publishers. They offer customization tools to “build
your own textbook” from a variety of preexisting and newly created content.
And they feature a number of formats to suit the needs and preferences of
different learners, including PDF, traditional print, and audio.

So far, most publishers have responded to these new sources of competition by sim-
ply transferring their print content into a digital format, in some cases incorporat-
ing basic multimedia features. To succeed, they will need to fundamentally rethink
their value propositions to take full advantage of the digital medium and consider
the entire educational experience.

Sales and distribution are changing. Traditional publishers have historically em-
ployed a product-oriented selling process based on long-term relationships. In
higher education, salespeople have typically focused on professors and department
heads. In K-12, sales teams have worked closely with state- or district-level selec-
tion committees over the course of extended textbook-adoption cycles.

With the shift to digital, the buying process, sales channels, and stakeholders in-
volved are evolving to reflect the new products and services being sold. In higher
education, purchasing often involves department heads, CIOs, and provosts, since
the choices made can affect the entire school. In addition, schools require signifi-
cant resources to sustain multiyear contracts for content, licensed software, or host-
ed systems. The selling strategies and relationships of the past must therefore be
updated, as must the skills and training of the sales force.

In K-12, instructional-material adoption at the state level is opening up to more var-
ied formats, including digital, often giving districts greater leeway in how they allo-
cate funding. This has added new decision-makers to the selection process, including
CIOs who are weighing in on the choice of learning platforms and software. Selling
skills common in adjacent industries, such as solution selling by vendors of enterprise
resource planning to colleges and universities, will likely prove increasingly valuable.

Students, parents, and teachers are also increasing their role in purchasing deci-
sions. They can choose from more options than in the past, including rental and
used books, as well as the OER and self-publishing options discussed above. And
they are growing more demanding about what they will and will not purchase and
at what price. Companies such as Kno, BetterLesson, and Gooru are capitalizing on
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Ultimately, smart
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these shifts by marketing directly to students, teachers, and parents, bypassing tra-
ditional institutional sales channels.

The common thread among all these stakeholders is the desire for improved stu-
dent achievement and outcomes. Successful publishers will take a more iterative,
solutions-based approach to the sales process by partnering with others to develop
digital content. They will also redefine their existing, editorially focused sales prac-
tices to emphasize an integrated digital offering that combines curriculum and test-
ing in order to ensure higher rates of student success.

Pearson’s partnership with Arizona State University (ASU) demonstrates the power
of using a solutions-based approach focused on improving student outcomes. Be-
fore the adoption of Pearson’s curriculum, which is powered by Knewton’s adap-
tive-learning platform, up to 15 percent of ASU freshmen were not ready for col-
lege-level math. In 2011, about 5,000 freshman took remedial-math courses using
the Pearson-Knewton curriculum. Half of them completed the course a month ear-
ly, while withdrawal rates dropped seven points and pass rates rose nine points.

Ultimately, smart publishers will focus on how their solutions can support and opti-
mize student learning and achievements. They will see themselves as participants
in the student outcomes business as well as in the publishing business.

Publishers’ Last Stand?

Many observers see these threats as the death knell for education publishing. And
the industry is no doubt being challenged. The four leading publishers with a pres-
ence in the U.S. (Pearson Education, McGraw-Hill Education, Cengage Learning, and
Houghton Mifflin Harcourt) all face profit pressures and strong headwinds hamper-
ing growth.

Other observers have drawn comparisons with the music and news-media indus-
tries, which were upended by digital technologies. They say that consumers could
eventually download only the textbook chapters they need or shift en masse to in-
expensive OER, causing textbooks to go the way of compact discs, which were dis-
aggregated through downloads of individual songs. From 2004 to 2011, sales of
physical music media dropped 75 percent, leaving a $5 billion hole in total compa-
ny revenues. Similarly, the news media saw a dramatic erosion of its advertis-
ing-revenue base, with a $25 billion decline in revenues in 2011 compared with
2000. (See Transforming Print Media: Managing the Short Term While Restructuring for
the Future, BCG Focus, December 2012.)

However, we think education publishing is different. The industry has several ad-
vantages that it can use to transform its operating model and the way it goes to
market. Many of these skills, capabilities, and assets were underappreciated in the
old world of publishing but have become extremely valuable in a data-driven digi-
tal learning environment.

o Instructional Design Skills. These capabilities are used to build pedagogically
sound instructional programs and to assist authors in designing the learning
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objectives that students must achieve in order to master a subject area. In the
coming digital learning ecosystem, editors are increasingly being transformed
into instructional designers who create the learning plan that instructors bring
to life.

e Testing Skills. Publishers have deep expertise in devising test questions and other
means of assessing learning. Testing results offer valuable feedback to instruc-
tors, as well as rich data that can feed into emerging models requiring adaptive
and competency-based instruction.

e (Content Classification Systems. In the past, content was constructed in long strings
of text. But in today’s digital world, content must often be broken up into pieces.
So-called content taxonomies provide the rules—the DNA code, so to speak—by
which chunks of content can be assembled into a digital learning module,
searched for, and flexibly reassembled to meet a particular student’s needs.
These systems can help in the design of “learning maps” that underpin the
sequence and structure of instructional design and align content with a specific
set of learning standards.

e Well-Organized Content. Publishers can apply their classification systems to tag
content with keywords and assemble modular banks of reusable content. In effect,
they have produced the interoperable raw materials that can be assembled, like
pieces of a puzzle, into today’s next-generation digital products and services.

e A Deep Understanding of Teachers and Students. Publishers have in-house a great
deal of expertise about how teaching actually happens in the real world,

because staff are often former teachers and teacher trainers. This knowledge can  In the coming digital
inform the development of best practices to identify good teachers, as well as be learning ecosystem,
applied to designing products that will work in the classroom. editors are increasing-

ly being transformed
e Powerful Institutional Relationships. Publishers have spent decades understanding  into instructional
the needs of decision makers at every level of K-12 and higher education. Their designers who create

insights are invaluable in gaining access to customers for digital products and the learning plan
meeting their criteria for purchase. that instructors bring
to life.

These assets have significant value when adapted to the new learning ecosystem
that is developing. Because the looming disruptions we have identified will not hap-
pen overnight, publishers have an opportunity to take advantage of existing cash
flows to both strengthen these skills and partner with others in areas where new
skills are needed to deliver next-generation learning solutions. The potential to use
existing cash flows is particularly evident among higher-education publishers,
whose EBITA margins have been attractive.

Four Pathways to the Future

Still, major strategic threats remain. Publishers cannot afford to sit on their heels.
To thrive in the digital ecosystem of education, they need to make changes in their
products, business models, and sales processes. Successful companies will take four
key actions.
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REALIGN ORGANIZATIONS AND WORKFLOWS TO CREATE TRULY DIGITAL-
NATIVE CONTENT

Publishers should move from translating print textbooks into digital form to creat-
ing truly digital courses that take advantage of everything the medium has to offer.
Rather than thinking in terms of e-textbooks, publishers need to develop “whole-
course solutions” that deliver an entire class or instructional unit.

The most forward-thinking companies reimagine the entire content experience,
rather than simply incorporating multimedia features into the traditional textbook.
They build a “closed-loop instructional system”—a highly aligned set of educational
objectives, standards, curricula, assessments, interventions, and professional-devel-
opment tools. These systems embed tests throughout the online course, provide
real-time data for professors and students, and enable customized interventions to
improve student outcomes, among other features. In the process, they free up teach-
ers’ time to focus on the problem areas of struggling students. (See Unleashing the
Potential of Technology in Education, BCG report, August 2011.)

To develop such products, publishers will need to redesign their organizations and,
most important, their workflows. No longer can the textbook, assessment, and tech-
nology divisions operate in silos. They need to work in interdisciplinary teams in or-
der to bring the best of the company to bear in developing new learning systems
and services. For example, testing units often have valuable skills in advanced sta-
tistics and classification systems that can be applied to developing adaptive-learn-
ing solutions that determine when students receive certain content and test ques-
tions depending on their answers to previous questions.

As publishers digitize their catalogues and create whole-course solutions rather
than strictly textbooks, we see a compelling logic in favor of building courseware
and delivery platforms that work across the entire landscape of K-16 education. For
example, colleges across the country could purchase a generic economics 101
whole-course solution, rather than purchasing one of the dozens of competing text-
books currently in use. The for-profit sector is already constructing these kinds of
platforms for online delivery. Community colleges would also be good candidates
for licensed courseware solutions that either supplement lectures or deliver com-
pletely online courses.

While this development would appear to cannibalize publishers’ current textbook
sales, it could also offer them an opportunity to strike revenue-sharing arrange-
ments for a portion of the tuition charged for a course. We see a large market po-
tential forming in instructional outsourcing, if the sector can effectively limit in-
creases in instructional costs while helping to deliver improved outcomes.

EXPLORE STRATEGIC GROWTH OPPORTUNITIES IN ADJACENT MARKETS
Successful transformations ultimately depend on establishing new sources of
growth and profit that capitalize on a company’s strengths and assets. The disrup-
tion of the education ecosystem is creating several such opportunities, many of
which have the potential to be more attractive than publishers’ existing business in
terms of revenue per student. Success depends largely on the extent to which a
publisher participates in shaping student outcomes. For example, instructional con-
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tent produces greater revenues per student when delivered as a service, with the
publisher participating in instruction, than when delivered as a static product.

Instructional materials today represent just over 1 percent of per student spending
in K-12 and 2 percent of per student spending in higher education, while delivery
(primarily in the form of instructor salaries) represents 37 and 28 percent, respec-
tively. The potential revenues from an expansion into delivery are large. Publishers
can also move into such emerging areas as online-program management, which
supplies institutions with outsourced instructional design and other elements to

further the expansion of their online-learning offerings.

As shown in Exhibit 4, Pearson has adopted this growth strategy, extending its reach
into services and operations through acquisitions such as the following:

e Schoolnet provides a K-12 learning platform for delivery of Pearson’s own
content as well as curated third-party content.

e EmbanetCompass offers online-learning services.

e Wall Street Institute’s schools of English in China provide English-language

learning.

EXHIBIT 4 | Pearson Demonstrates How Publishers Are Moving into Adjacent Markets in Order

to Grow
Publishing Testing, Content and Teacher
Online turnkey tools and assessment, data platform professional
provider content and intervention management development
Existing and » CourseConnect e Pearson Inform e Pearson « Pearson School
developed o E-books « Pearson VUE SuccessNet Achievement
capabilities « Custom « AIMSweb « Online Learning Services (SAS)
publishing Exchange o Pearson Learning
« CourseSmart * PowerSchool RS
e MyLab
4 A
N 7
Recently » Connections e Author Solutions | e Lesson Lab » Connections e LessonLab
acquired Academy o ELLIS « Schoolnet Academy « National
capabilities » Embanet o enVision MATH | « Certiport « eCollege Evaluation Series
Compass « Book Country (NES)
e Embanet
Compass
o Assessment » Wall Street
Training Institute Institute
Strategic * Knewton o Plug & Play
partnerships e OpenClass
and notable
new products
Source: BCG analysis.
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e Connections Academy offers entry into the rapidly growing business of virtual
charter schools.

A critical question for publishers to consider when moving into adjacent markets is
whether they need to own the learning platform through which they distribute
their content. Although it is still in a relatively early stage of development, the plat-
form business is likely to remain diverse and fragmented for some time as competi-
tors fight to amass a critical mass of users. The situation has been exacerbated by
numerous closed options in which the content is homegrown, expensively curated,
and bundled with the platform. For example, an estimated 2,200 of these “sin-
gle-point solutions” are being piloted in the K-12 space alone, according to the One-
to-One Institute.

Our view is that as IT and content standards develop, the market will increasingly
address this fragmentation and eventually consolidate. So far, however, while per-
sonalized closed-loop learning systems are getting good results, their high cost, lack
of distribution and marketing power, and difficulty providing schools with an inte-
grated view of student performance make them difficult to scale. For now, publish-
ers should consider platform providers as potential partners and new distribution
channels, especially for digital content. Simultaneously, it is essential that publish-
ers pilot new solutions in order to perfect the capabilities they will need later on.

At the same time that they move into adjacent markets, publishers must be wary of
losing focus in their business-unit combinations or undervaluing their portfolio of
assets. Companies often benefit when a parent company shares services and trans-
fers best practices across business units. It can also be advantageous to lock up mar-
kets for the core business by creating linkages between units in areas such as curric-
ulum and online-course design.

REVAMP THE GO-TO-MARKET MODEL

Sales forces that once were organized around geography and product-based selling
must now focus on distinct customer segments and solution-based sales models.
They should emphasize frequent interaction and ongoing dialogue with institutions,
professors, and students in order to understand their educational objectives, inter-
pret data, and provide support.

This approach requires fundamentally different capabilities in developing learning
objectives, delivering education, and assessing outcomes. In many cases, it will ne-
cessitate a shift in how institutions, professors, and students view publishers. Deliv-
ering outcomes, rather than selling textbooks, implies a very different sales model
and a very different way of bringing resources to bear. (See “Activating the Sales
Force for Rapid Growth,” BCG article, November 2012.)

While the print business must be rigorously managed for efficiency, digital ecosys-
tems require an emphasis on speed, experimentation, and flexibility. In addition,
goals and incentive structures for the sales organization must cascade down through
the management ranks and be aligned with new objectives for selling digital products
and engaging students, rather than just moving textbooks. Incentives should focus
not only on selling publishers’ content but also on ensuring its use by students.
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The universe of potential customers that publishers can serve is also expanding.
Where education publishers used to regard colleges and universities as their
primary customers, today they have to deal with a constellation of customers
beyond traditional institutions. We are moving to a world of a la carte education
where, instead of enrolling in a four-year degree program, students may cobble
together a variety of courses and content from nontraditional providers at

significantly lower cost. They can jump from institution to institution, stitching Compared with
together modules of content to achieve truly personalized learning. As discussed traditional textbooks,
earlier, nontraditional players, such as MOOC and OER providers, don’t necessarily digital products
rely on traditional textbooks. And students have far more say over the provide far richer
supplemental materials that they do or do not purchase. Publishers cannot afford data, allowing pub-
to cede the MOOC space. They will need to consider how to make their content lishers to improve
relevant in the new digital medium. their products on the
basis of what is and
Professors, too, have many more choices in this environment, with a similar ability isn’t working.

to piece together modular, interdisciplinary content from a variety of content pro-
viders and aggregators. Publishers that deal only with institutions may find them-
selves serving a shrinking market. Instead, they must stay relevant to the full range
of providers, while leveraging their strengths in delivering pedagogically coherent,
results-oriented content.

MAINTAIN A RELENTLESS FOCUS ON STUDENT OUTCOMES

Publishers cannot focus strictly on producing content; they must also measure its
contribution to student learning and adapt their products in order to improve re-
sults. Strong results can come from enabling adaptive learning, providing modular
content, assessing progress, boosting skills, and fostering credentials. Publishers
have an opportunity to bring all these pieces together with data demonstrating con-
tinuous improvement and better outcomes. (See Unleashing the Potential of Technolo-
gy in Education BCG report, August 2011.)

Compared with traditional textbooks, digital products and content provide far rich-
er data, allowing publishers to improve their products on the basis of what is and
isn’t working. This is the source of their competitive advantage—the scale to invest
in research that produces real academic results.

How to Get Started

To navigate the digital ecosystem of education publishing, senior executives should
begin by asking themselves these questions:

e How can we take advantage of digital technologies to develop solutions that
support superior student achievement and outcomes?

e How can we create deeper relationships with institutions, professors, and
students so that we can better support their goals?

e How can we integrate elements of the digital education ecosystem, such as
assessments and outcomes data, into our products to create closed-loop
solutions?
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e Which elements of the closed loop should we acquire or build ourselves, and
which should we provide through partnerships?

e What new capabilities do we need in order to collaborate and compete effec-
tively with digital-native providers, such as speed to market, business model
flexibility, and improved knowledge of emerging deal structures?

e How can we adapt to new content-delivery models to ensure that our solutions
are available when, where, and how institutions, professors, and students want
them?

e How much distance from the core business do we want so that experiments can
flourish?

As education publishers approach these issues, they must keep in mind that trans-
formation is a difficult journey. The road to digital requires that they take a compre-
hensive look at their products, operating models, incentive structures, and other
central elements of the business.

Publishing companies are leaving behind a business that was predictable. The mar-
ket will increasingly reward those that shape the emerging learning ecosystem by
creating new operating models and adapting their focus. In this environment of dis-
ruption and heightened competition, adaptation, flexibility, and experimentation
will reign.
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