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1. Executive summary

This document reports on the study of the e-learning suppliers’ “market” in Europe
conducted on behalf of the European Commission, DG Education and Culture by the
Danish Technological Institute, in partnership with independent consultant, Jane Massy,
Alphametrics Ltd. and Heriot-Watt University.

The study began with desk research between November 2003 and January 2004 (Phase 1),
development of 16 suppliers’ case studiesin the spring of 2004 (Phase 2) and future
analysis of the sector over the summer 2004 (Phase 3). A Supplier Summit was held on 8
September 2004 to present the results of the study and discuss industry drivers/inhibitors
and trends for the future. Reports have been issued for Phase 1, Phase 2 and Phase 3 and
are attached as appendices. The study concluded with this report at the end of September
2004.

1.1 “Market” size and constituents

The objective of this research as awhole was to examine the structure, characteristics and
trends across e-learning suppliers. We define the term e-learning very broadly, to mean
“technologies supporting learning of all kinds’. Included are all education and training
activities and learning design, development, administration, delivery and assessment. We
do this to encompass the many variations of definitions and meanings of the term “e-
learning” across the member states. Although this allows usto include most levels of
supplier products and services relating to e-learning, it has also created difficultiesin
comparing developmentsin the various national markets.

Our review confirms difficulties previously recognised in estimating the size of traded e-
learning products and services with any accuracy. E-learning is an element within the
education and training sector and there is neither comprehensive comparable European
wide education and training expenditure (traded products and services) figures nor data
available on cross country trading.

The broad nature of e-learning means that even among suppliers, it is hard to break down
what sales relate to learning and what relate to other workplace and institutional activities.
Furthermore, it is very difficult given the fuzzy lines between public and private activity to
estimate traded and non-traded activity.

There is no European “e-learning market” but segments where e-learning is being applied
and which maybe be loosely linked and may be serviced by suppliers covering more than
one segment.

Putting a value on the traded activities in these segments is a matter of estimates, which
should be treated with great caution, because of the absence of broader education and
training “market” data and more specific e-learning data.

Collectively these segments amount to probably less than €5B of traded activity in Europe.
This estimate is based on our analysis of existing data sources and discussions with
suppliers. It is an estimate of the value of sales of e-learning technologies, content and
services across all segments of education, training and workplace learning. This should not
be confused with the GVA (Gross Value Added) of e-learning related activity, which we



have not attempted to measure. There appears to be much greater growth in usage of
learning technologies and related products and services than corresponding growth in sales
from suppliers. We therefore recommend that research into the GVA of e-learning isthe
subject of further research.

The types of players and even the makeup of the value chain are still fluid; it is unclear
how much total enterprise solutions will be adopted by large organisations, and the future
of many commercial LM S remains uncertain. There has been consolidation of large
players, with sluggish growth in revenues since 2001/2 and some stability among
minor/niche/local providers. There is uncertainty in terms of content as a traded “ product”
and the question of “napsterisation” islooming.

1.2  Supplier characteristics

Across all segments, the magjority of suppliers are small, usually micro- businesses. They
are often “lifestyle” businesses, have no cash reserves, are unlikely to grow and their ebb
and flow mirror that of most small and micro- businesses.

There are avery few large suppliers, comprised of very few pure e-learning players, a
number of others from the publishing sector, and some from the ICT sector serving the
different segments. Some broadcasters are also e-learning players but their activities cannot
be described as traded where they are using public funds.

There are a small number of SMEs employing larger numbers (nearer medium sized) in
most European markets, supplying technologies and content.

Market leaders are survivors of avery turbulent few years. Being a market leader carries
the message —“1 can be relied on to be here to continue to supply customersin the future”.

Their subject, occupational and sectoral expertise, isincreasingly defining content
suppliers.

Suppliersin the workplace-learning segment are benefiting from large-scale public sector
workplace reforms, which have included investment in e-learning. However, these
contracts are often more complex, involve more stakeholders and have longer lead times.

The high levels of losses among large and high-growth suppliersin the past have been
reduced after very serious reductionsin costs, but although the gap between revenues and
costs is much narrower, there are few players showing real profitability. Several years of
accumulated loss have left many suppliers without cash reserves to be able to continue
operations if there is no growth soon. Further closures are likely, some more consolidation,
probably through attrition rather than mergers. Thereislittle available investment, and
investment confidenceis low.

The focus on cost reduction has resulted in employee reductions and a cut in R&D and
product devel opment budgets. Some suppliers are using low cost labour countries for part
of their development and production capability. These include Asia but also some new
Member States.

As the organisations mature, there is also a shift in their employment needs towards
marketing, business development, project and customer management and sal es staff and



less of aneed for technology expertise. Suppliers have difficulties in finding employees
with business development and customer facing skills.

1.3 "Market” development

Traded activities in most segments are showing little growth and remain largely stagnant
after aperiod of significant declinein growth.

The private workplace learning segment has been hardest hit by the economic conditionsin
Europe over the last 2-3 years and would appear to show little sign of immediate
improvement. Buyersin private workplace learning are demanding evidence that e-
learning investment can be measured in terms of business impact.

Public sector investment in workplace learning is increasingly including e-learning.
Currently, the public sector is a significant source of sales growth and is likely to remain so
in the near future, although there are signs that buyers may be cooling.

There is no evidence of growth in higher education revenues through online learning.

A slowdown in growth in the sales of commercial “platform” technologies to higher
education islikely asit enters an early mainstream phase and as open source platforms
become more widely accepted.

VET adoption of e-learning remains very slow and traded activitiesinto the VET segment
are probably worth less than half that of the higher education sector.

Schools continue to extend their use of learning technologies. However, sustainable
sources of finance for continuing purchases to meet computer/student ratios, upgrades and
maintain equipment remains a major issue in every country. The market for traded
“content” in schools remains very unclear. There are wide differencesin policy and
ideology and no one is very sure of the impact of various policies and funding
interventions.

Online assessment is growing and is influenced by policy and stimulates growth in sales of
services and technol ogies.

On the user side, the question of return on investment is not being well addressed, but is
being increasingly asked, and the public sector is now seeking better evidence of return on
investment and demonstrable value in terms of public policy objectives.

The barriers to increasing revenues and sales growth vary across suppliers. Thisis not
surprising given their different sizes and different market segments. For those
organisations moving across different country markets, sales opportunities need to be of a
certain size to offer the potential of gaining areturn on investment on the cost of
establishing afoothold in the territory.

For most, business growth is strongly correlated with an improvement in the wider
economy. Everybody considers the absence of awell-developed technology infrastructure
abarrier to growth and most consider the presence of high-speed networks an important
factor in business devel opment.



A number of cases mentioned poor quality procurement acting as a barrier to business
development; many said that there is often areal problem in helping clients understand
what they need and educating them about what they are buying.

1.4  Policies and public interventions

There is no evidence that policies have helped to stimulate supply of traded services — with
the possible exception of online testing/assessment services. This does not mean policies
have had no impact. However, it does mean that there is no supporting evidence to link
policies to supply stimulation.

Public policies and funding instruments have stimulated demand for traded products and
services mainly in schools although it is impossible to know how much of this would have
occurred anyway and how much has led to sustainable usage. In the case of e-learning
creditsin the UK, one funding instrument has been developed to counterbal ance the impact
of other public funding. Asagreat deal of public funding is not on a permanent or
sustainable basis, the impact on growth on the supply sideis not straightforward.

Policies have helped to foster partnerships and build public private dialogue.

Policies to encourage higher education to trade in online learning with the objective of
generating new net revenues should be seriously re-examined.

Poor quality procurement practices (in all sectors but especialy in the public sector) are a
barrier to growth and adoption.

Thereistoo little comprehensive and good quality evaluation of public policy objective
impact or value for money in all segments.

1.5 Standards and open source

We report on suppliers views about the relevance and value of current specifications and
standards. We also review the future of standards. Moreover, we review the current
position on open source technologies in education and training, the views of suppliers now
and for the future and the issues facing suppliersif open source captures market shares
from commercial providers.

1.6 Future trends

While the immediate future remains very challenging for most suppliers, we believe that e-
learning is being increasingly adopted, even if there appears to be little growth in traded
products and services. We provide some reflections on future trends, both in the immediate
term and in a medium term perspective, examining market trends from the demand and
supply side including possible technology devel opments.

1.7 Recommendations
We provide a number of recommendations for policy makers and suppliers.

Policy makers

 Keepthe“e ine-learning! Although thisis about learning, the “€” dimension is
distinctive and we are only at the very early stages of building our understanding of



how these technologies will be integrated into education and training systems, and how
they may influence changes in those systems.

Short term publicly funded projects are unlikely to either stimulate demand or supply.
These types of projects should only be used to develop user “readiness’ and good
practices as well as undertake robust policy related socio-economic research.

Funding content development with public funds is questionable and much better
evaluation is needed as to whether thisreally is the way to devel op usage and create
sustainable continuous streams of quality content.

Further funding for the development of LMS and VLE, etc., should be seriously
guestioned. There are aready hundreds of such tools available in Europe. However, we
recommend that there is an argument in favour of using funding instruments to
encourage the implementation of open source systems, which may lead to improved
systems and stimul ate the growth of a critical mass of implementers and users,
especialy in HE.

We urge policy makers and suppliers to invest in much more on going formative
evaluation, comprehensive and in—depth impact including Return on Investment studies
planned from the start of any e-learning project or implementation.

We conclude that the various segments that make up the “e-learning sector” are not
going to “take off” into high levels of revenue growth for suppliersin the immediate
future. Therefore, we recommend that policymakers should not predicate other policies
on the assumption that demand for e-learning products and services will grow either
rapidly or much in the near future.

Policymakers should consider how the public sector through its workplaces, can
provide demonstrable leadership in implementing learning technol ogies that |ead to
measurabl e improvements in learning and performance and achievement of public
sector reform goals.

Policymakers should support the improvement of public procurement in relation to the
purchase of e-learning. This could be done through the definition of standard
procedures and competence development for personnel responsible for sourcing e-
learning products and services.

The Bologna and Copenhagen processes supporting credit transfer and portability of
qualifications are extremely important, but need to go further so that the systems are
flexible enough to allow learners to select from different institutions using different
modes (e-learning, on campus learning, blended learning) to build their education and
occupational qualifications.

Suppliers

We strongly urge suppliers to include comprehensive formative and impact evaluation
as part of their product/service mix. Including high-quality formative and well as
impact evaluation will help suppliers and their clients build in mechanisms to gather



feedback to ensure objectives are being achieved and reinforce alignment, and it will
help to gather robust and verifiable data to demonstrate impact and value.

We strongly urge suppliers to adopt open standards and to work with European
standards' bodies and researchers to ensure interoperability.

We recommend that higher education suppliers and users consider the full costs as well
as benefits of open source including their rolein contributing to better quality e-
learning through the contributions of the higher education community to improved
platforms through adoption, development and implementation.

We recommend that higher education suppliers endeavour to evaluate the real costs and
benefits of developing and delivering commercial e-learning programmes and, where
any public funds have been utilised, publish separate financial statements to allow
public scrutiny of the value of these programmes.

We recommend that information about suppliers from more devel oped markets in the
old member states of the EU and suppliers and developers in the new member states
(and candidate countries) be shared through some kind of “marketplace” where
intelligence about market development, commercial partnerships and development
opportunities can be exchanged.

International suppliers and those working across different European countries need to
build a better understanding of the different characteristics and processes operating in
education, training and workforce development systems. Large suppliers are working
with very large companies and have sophisticated dissemination activities. Thus, there
isatendency for much of the information about e-learning adoption and trends to be
based on information from these large suppliers and users. This needs to be more
clearly understood, as these users, asis the case with most large firms, do not represent
the characteristics of most SMEs, or many public sector organisations or for that
matter, the majority of usersin the education and vocational training systems.

We recommend that networks of suppliers and/or suppliers representative groups
consider how they can build the skills and competencies of employees especialy in
customer facing, business development and project management and consult with
relevant education and training bodies to devel op the high-quality skills needed.

Overall conclusion

We believe e-learning is here to stay and will be increasingly adopted in education,
training and workplace development. However, the picture emerging for e-learning is not
one where high volume commodity trading will generally occur. Rather, traded servicesin
technologies, e-learning content and servicesin education, training and workplace learning
will be built around customer relationships and higher end/high value products and
knowledge services.



2. Introduction
The objective of thisfinal report isto:

= present the analysis of the collected data and information about e-learning suppliersin
Europe,

= draw conclusionsin relation to the status and future development of the e-learning
sector relating to the key markets,

= provide recommendations to policymakers and market stakeholders with an interest in
e-learning markets in Europe.

The objective of our research as awhole isto examine the structure, characteristics and
trends across e-learning suppliers. We define the term e-learning very broadly to mean
“technol ogies supporting learning of al kinds’. Included are all education and training
activities and learning design, development, administration, delivery and assessment. We
do this to encompass the many variations of definitions and meanings of the term “e-
learning” across the member states. Although this alows us to include most levels of
supplier products and services relating to e-learning, it has also created difficultiesin
comparing developments in the various national markets.

Although e-learning is till evolving, the value chain has already devel oped into a complex

structure with many actors contributing as the below figure adapted from Stacey (2001)
indicates.

Figure 1
Suppliers value chains/Organization value chains/Channel value chains
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Source; Adapted from Stacey (2001).
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E-learning providers appear to take up or combine three main roles as figure 2 below
indicates: technology provider, content provider and service provider with agrowing
number of sub roles continuously evolving.

Figure 2

Generic
Content
Suppliers

Producers of
equipment

Custom
Content
Suppliers

Content
aggregators

HE informal
content
providers

VR/Simulatien, Private
Content training
Suppliers providers

HE formal
content
providers

The top group represents technology providers, the middle group represents services
providers and the bottom group represents content providers.
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3. Activities and methodology
The research study commenced in November 2003 was carried out in four phases:

* Desk research - to January 2004

» Survey and case studies - to May 2004

» Future scenarios for development - to August 2004

» Recommendations and final reporting - to September 2004

3.1 Phase 1: Desk Research

The objective of Phase 1 was to collect and reflect on what we know and what we do not
know from published reports about e-learning in 26 European countries. It also helped us
frame the questions for the next phases of research, i.e. the case studies, the building of
scenarios and the survey of e-learning suppliers and actors.

The results of this phase are detailed in the first synthesis report (final version) and 26
national reports.

3.2 Phase 2: Case Studies

In Phase 2, case studies were prepared following detailed questionnaire/interviews with 15
organisations from 11 countries. The aim of the case studies was to identify internal and
external barriersto growth and development, and business and market opportunities as the
companies are directly experiencing them in the market place. Furthermore, we were
seeking input from suppliers on how they foresee e-learning developing in the future and
their business development strategies.

Table 1: Case study companies

Company & size* E-learning sectors Country of origin
TotalSum Systems (L) Technology and services International -
Www.sumtotalsystems.com multinational
Young Digital Poland (M) Standard language and other Poland
www.ydp.com.pl/ curricula content, e-learning

part of a Finish publishing group platform

EPIC plc (M) Bespoke content development UK

www.epic.co.uk

Giunti Labs (M) Learning Content Management | Italy
www.giuntilabs.com, part of a System and bespoke content

publishing group development

Levande Boécker (S) www.levande.se Standard content development — | Sweden
WWW.panvision.com publishing company

Pearson Education (L) Publishing and integration in UK
http://www.pearsoned.com/ platforms

E-University (L) Content development and UK
Heriot-Watt University Business learning system management

School, www.ebsmba.com

Open Source Operator Open source LMS and or Germany

12




Company & size* E-learning sectors Country of origin

llias platform and network Authoring tool
www.ilias.uni-koeln.de

ITACA SA (M) Authoring tool supplier Spain
www.easyprof.com Standard content developer and

provider
Promissor Competency test and USA and international
http://www.promissor.com assessment services
Interwise Virtual class room supplier Israel/ International

http://www.interwise.com/

Transware Technical integration and Ireland
http://www.transwareplc.com/ customisation

Celemi Simulation tool/engine suppliers | Sweden
www.celemi.com International
Academedia Bespoke content and solutions | Sweden
www.academedia.se providers

INSEAD (L) Online coaching France

http://www.insead.edu/

* Size: (S) Small (M) Medium (L) large

The results of this phase are presented in the case studies report that includes the case
studies for each company and a synthesis of the key findings.

3.3 Phase 3: Future analysis
The objective of Phase 3 was to:

» analysethe future development of market opportunities for e-learning suppliers,

* identify key factors impacting on where and how e-learning will evolve in the futurein
Europe,

* draw up possible scenarios for how e-learning may evolve given the evolution of
certain factors,

* have experts and suppliers validate these scenarios.

The results of this phase is presented in the future scenarios report detailing four possible
scenarios for 2010, the results of aweb survey asking 143 e-learning operators to comment
on possible future developments and the results of the validation workshop in Brussels.

3.4 Phase 4: Final report and recommendations

The objective of Phase 4 was to present a synthesis of the all parts of the study, draw up
conclusions and present recommendations for policymakers and suppliers.

The results of Phase 4 are presented in this report.
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3.5 Stakeholder engagement and validation

For each phase, we have endeavoured to engage the stakeholders in consultation and
validation of our findings in order to ensure quality, correctness and relevance of the
findings. The stakeholders were involved through the following exercises:

» At the start of the project, we made contact with suppliers, commentators and
consumers of e-learning to identify key questions that this study should address. We
have continuously returned to the questions that emerged from this exercise in order to
validate our own work. (Cf. Annex 1 for alist of contributors).

» Each of the 26 short national reports highlighting the state of the e-learning sector in
the various countries has been sent to a number of operatorsin the relevant countries
and many have provided substantial feedback such as company information, market
data and national policy information.

» Indefining the key factors influencing the development of the e-learning sector in the
future, aworkshop was held in Copenhagen with Swedish and Danish participants in
order to discuss and validate the key factors.

* A web survey was conducted with 143 participants (suppliers, users and
commentators) commenting on the future devel opment of the e-learning sector in
Europe.

* Following the completion of the case studies and the future scenarios, a seminar was
held at IBM’s officesin Brussels with the aim of validating the key factors influencing
the future development of the e-learning sector and gathering input to the
recommendations.

» Asarepresentative of the e-learning Industry Group (eL1G), IBM provided useful
input to reports and the process.

14



4. The current state of e-learning in Europe

4.1 Introduction

This section reviews the current state of the supply side of e-learning in Europe as far as
we have been able to ascertain. Our goal wasto look at where e-learning products and
services were being traded, regardless of the type (private sector, universities, and
professional associations) or country origin of the supplier. That is not to say that we were
not interested in the country of origin, and we have usually identified where these products
and services originate. We have aso tried to gather - from very meagre evidence - some
data about international and Intra Union trading patterns in e-learning products and
services.

We aso aimed to examine some of the business characteristics and experiences of
suppliersin different segments. Inevitably, any in-depth study of this nature can only focus
on afew suppliers and, of course, every businessis different. We believe, however, that
our case studies, combined with the validation exercises, such as the supplier summit that
we held, have endorsed our general findings.

This section begins with areview of the different ssgments where e-learning suppliers are
operating. It then reviews the evidence we have gathered on the current state of trading
activity in these segments. We have very tentatively estimated the value of traded activity
before looking at the barriers to growth and market opportunities suppliers are facing in the
different segments, including the issue of investment and return.

4.2 Different market segments

Our conclusion is that one cannot talk about an e-learning market in Europe. Several
segments may be very loosely coupled under the broad umbrella of education and training
and are sometimes serviced by suppliers working across different segments. Each of these
segments has different drivers and barriers. In addition, suppliers may provide “full
services’ (including technology, content and services) on their own or increasingly for
large-scale contracts, in partnerships.

Aswe described in detail in our first synthesis and country reports, education and training
“systems’ operate very differently in each country. Not only are there significant variations
in what is covered by public funding and what is paid for privately (notably in vocational
training and professional development but also in relation to higher education fees) but
funding channels and instruments in the public education systems also differ widely. In
particular, where the state at national or local/regional level provides financial support to
institutions and individuals to provide access to ICT and e-learning, funding can come
from multiple sources and instruments.
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Table 2: Overview of market segments:

Sectors Key developments

Schools Small private content providers, publishers, public
sector financing of content development, not-for-profit
operators

Vocational Education and Training | Testing, VLES, content development, technologies

Workplace Learning Higher education, professional development, small
private suppliers, various technologies, testing,
localisation, games and simulations, publicly funded e-
learning for in-house and market development

Higher Education VLEs, MLEs, open source, content development,
services

Home Segment "Edutainment, standard products,

4.2.1 Schools

Education systems in European countries differ widely. Some common features in most
countries are that compulsory schooling is completed at 16; every year more remain in full-
time education beyond this age; and with demographic change, numbers entering the
school system are falling. One other common feature is the age weighting of teachers with
over two-thirds over the age of 40.

The sources of information on ICT penetration and usage in schools, primarily from
Eurydice, are improving. However, there is no European equivalent of the Heller Reports
providing in-depth information for suppliersin the USA on the school “market”.

Drivers and barriers

Policy

Thereislittle doubt that public policy and funding instruments have given impetus to the
purchase of hardware, software and training services in the school sector across al
European countries. Unlike other sectors, this segment is less affected by economic cycles,
although governments and educational authorities in poorly performing economies will
obviously find it difficult to justify investment in competition with other funding demands.
For those countries where there has been considerable investment, the question remains
whether funding streams for investment in technologies, resources and services are
sustainable or simply one-off and short-term. If the latter is the case, the impact on
potential growth of sales opportunities for suppliersis uncertain.

Generational expectations

For pupils and students currently in education, the Internet, mobile telephony, digital
games and data services are a natural part of life. There is widespread evidence that in
many schools, pupilslead teachersin the use of technology.

Barriers
Most suppliers seem to agree that there are several common barriers:
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» The short term limited nature of funding instruments from the public sector, creating
barriersto upgrading and replacement and repeat business.

* The complexity and fragmented management of funding instrumentsis often too
burdensome and resource-intensive to administer.

» Poor quality of institutional planning and procurement planning.

* Level of user immaturity.

Suppliers believe that users in the school sector are still very unclear as to what they want,
why they want it and what to do with it. Educating usersis an important requirement of
any supplier’s business but extremely costly when there is continuing pressure on prices
and little awareness of the need to fund implementation and support.

Some suppliers believe that thereis alink between low take-up and age and that the
“tipping point” will only occur with generationa change, especially among teachers.

Technologies

Polices at national and EU level have continued to reduce computer/student ratios and
provide teacher training in ICT. Many countries at either national or local level have
created funding instruments to support the purchase of equipment, including computers,
white boards and projectors. Some schools are also using virtual learning environments,
but the evidence suggest that they are not widely used, especially in primary and lower
secondary education. At present, demand appears to be based on increasing numbers of
computers, with replacement as a secondary market. Thisis partly due to public policies
aimed at improving ratios and increasing access, meaning that the instruments are largely
focused on these specific objectives.

Private suppliers

Private I T suppliers provide most technology. Local IT suppliers need to understand the
way funding instruments work, and may often be the ones to educate schools about where
and how to complete administrative requirements. Different instruments may support
different types of purchases; and different agencies and state bodies at national and local
levels administer these instruments. In most European countries, the responsibility is often
at local (including schools) level (Eurydice 2004).

M aintenance and replacement/upgrading often constitute a problem, as funding
instruments do not readily cover these requirements. Some suppliers, e.g. RM in the UK,
have built avery successful niche in this market and are now expanding extending to
become amore full-service supplier.

However, these types of policies supported by different types of funding instruments are
often time bound and may only support “one off” purchases. For suppliers, the challengeis
in building repeat business where there are no more funds to support purchases. There may
also be changes in terms of the way they are administered - for example, where tendering
rules move from being centrally planned to being locally (as far down to schools level)
managed, as occurred in some countriesin recent years.

Not for profit operators

Partly because of the limited amount of funds available and partly as a response to the need
for maintenance and upgrading, a market in second hand equipment (the latter usually
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coming from industry) has come about. Playersin this market include major news media
(e.g., the Guardian in the UK), and this can be seen as part of their extended businessin
building readers now and for the future. Some contributors also see thisas a part of a
broader Corporate Social Responsibility (CSR) exercise. Strictly speaking, thisistherefore
not always a “traded” activity. Currently, thereis no direct evidence that this market will
grow but it could expand if state funding instruments are reduced and/or if the demand for
upgrading and replacement increases. Equally, some training institutes such as the NKI in
Norway operate on a not-for-profit basis where profits from its successful e-learning
activities are channelled back into the development of the institution.

Services

Traded services are largely built around training - primarily of teachers. While much of
this occurs within the public systems, some provision is by the private sector and not for
profit suppliers of ICT and pedagogical training including those providing technology
supported (e-learning) courses.

A growing and potentially very significant related market is electronic testing services that
have developed quite rapidly in the UK because of government policy, rather lessso in
other European countries. In the UK, thisincludesinitial teacher training and CPD
(continuing professional devel opment), technol ogy-based marking and processing of
educational examinations.

Content

The status of the market for traded digital content for school useis still very immature and
its potential growth strongly correlated with public policy decisions. Thereis awidely held
view that thereisaneed for high-quality and pedagogically sound resources, which have
not yet been met either internally or by the market. There is strong encouragement
(including various public policy interventions) to teachers to create internal markets in
content. Even where ideological positions differ, it is generally accepted that in order to
devel op pedagogically sound, curriculum related and contextually relevant resources,
teachers need to be involved in their creation. However, providing teachers with the skills,
time and resources to do so remains a huge challenge which some believe is unrealistic -
not least because behaviour demonstrates that few teachers are driven to spend time

devel oping resources, ensuring they are interoperable and re-usable and sharing them
freely.

Public sector financing of content devel opment

For suppliers, the experience is mixed both within different countries and between
countries. In general, public policies have avoided directly funding the private sector to
develop content although funding is being provided to different types of public agencies
(e.g., BECTA inthe UK, Swedish Agency for Flexible Learning) to develop content.
According to a Finnish report “In terms of content production, the public administration
organisations continue to be the most significant operators.” Among the “public” suppliers
are broadcasting companies, such asthe BBC in the UK. Similarly in Finland, the Finnish
Broadcasting Company (Y LE), a public service-providing institution, which, conducted
under parliamentary supervision, operates Y LE- Education’s Learning Gate (Opinportti)
and provides web-based teaching materials produced for all School TV programmes
intended for the comprehensive school levels.
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Some state funding instruments have been used to provide schools with funds to purchase
content, for example, the UK’ s e-learning credit system. However, some have argued (cf.
the Pearson Education case study) that this was a response to the challenge from publishers
and other content suppliers to the announcement by the BBC of their Curriculum Online
project where public funds (sourced through licence fees) were allocated to created
curriculum related content. The jury remains out as to how successful “e-learning credits’
have been in stimulating schools to purchase content that meets their needs.

Publishers

Suppliers of traded digital productsinclude large publishers, usually already supplying
textbooks and other curriculum related materials. Some analysts have suggested that these
publishers have been slow to adapt their traditional products and services to include digital
content for fear of cannibalisation and alack of understanding of the needs of young
peoplein terms of digital products. They are also considered to be characterised astypical
of market dominant players, slow to adapt and unable to respond swiftly to new market
opportunities.

Publishers, in general, argue that the school market is very immature, that it needs to
evolve organically and that public policies may sometimes exacerbate problems of over
and distorted supply. However, they are adapting their products and services and in some
cases, bringing teachersinto the design and development processin order to ensure high-
quality, pedagogically sound content. One example, described in our case studiesis
Pearson Education. For schools, they supply KnowledgeBox™, adigital learning system
that provides access to digital resources and teacher lesson guides matched to the National
Curriculum and National Literacy and Numeracy Strategies.

Some of these publishers operate across national boundaries, indicating that thereisa
business model in existence for international content provision. In Poland, YDP (see

Y oung Digital Poland Case Study) aims to develop a universal content for curriculum that
can be adapted to the needs in relevant countries and school systems. Their total exports
represent 70% of sales. Y oung Digital Poland does not act directly in the international
markets. It operates through local partners licensed as distributors and publishersin various
geographical markets (e.g. Commest in France) and through development partners or
directly with educational authoritiesin countrieslike Malaysia.

Small private content providers

Our research (including the country studies) has identified many minor digital content
suppliers working in specific subject domains. Some of them supply to schools or
educational authorities directly, while others work in the supply chain of publishers.
However, one company working for alarge publisher said they were working to become
both a direct supplier of comprehensive electronic curricula as they found the challenge of
working for alarge publisher too difficult to manage. Apart from the squeeze on costs,
they stated that the problem of integrating with design and production schedules of very
large multinational s was extremely difficult. Similarly, other small content providersin
this segment have expressed this same view.

4.2.2 Vocational Education and Training

Available reports and studies suggest that |earning technologies are less widely used in
VET (Vocational Education and Training) than in higher education or in the workplacein
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large firms. It is argued that this is due to state supported providers in some markets (e.g.
UK) receiving less funding from the state (per capita than their HE colleagues), and that
both where the social partners areinvolved ininitial VET in the workplace (e.g. Germany)
and where VET islargely managed in the schools system (e.g. Netherlands) it is slow to
change. None of our case study suppliers saw this market as a primary market and trying to
find any dedicated reports on the size or trends in this segment has yielded no concrete
studies.

However, there is evidence that |earning technologies are being widely deployed in this
segment. Thisis partly about interpretation of theterm VET. Initial teacher training, for
example, is classified in many countries as vocational training, as are other “professions”.
One could argue that training for the military, especialy recruits, is also vocational
training. Moreover, much of the activity in the VET sector isamed at building basic skills,
including ICT competence, where learning technol ogies are being most consistently
applied both within classrooms and for remote self-learning.

In some ways, thisis the segment with potentially the most interesting opportunities for
growth for suppliers, especialy those with subject, occupational or sector specific
expertise. It is the segment where applying learning to skill development and
demonstrating competence through occupational task completion is required most.

Drivers and barriers

The driversfor growth in this segment are public policies and social partnership (including
sectoral) initiatives aimed at reforming vocational training. They include the increasein
participation in initial VET as more and more seek qualifications beyond compul sory
schooling. Other driversinclude critical demographic problemsin some public sector
domains, demand for ICT skills for most occupations, and the upward pressure for
advanced technical and higher level skills from employers seeking recruits that can be
more job ready and ready to learn fast on the job.

The barriers are the slow pace of change in VET systems, the continuing difficulty in
finding acceptable models for funding training, with shared responsibility between the
state, employers and individuals all delicately balanced in different ways within different
country and sectoral systems. The requirement not just for knowledge resources but media
rich, complex software systems including simulations make costs in this sector amajor
issue. There are also barriers associated with VET teacher and trainer skills. Finally, failure
to demonstrate economic, educational and social benefits in the absence of return on
investment and full impact evaluationsin this segment may also be acting as a barrier.

Technologies

Reports suggest that this sector has more difficulty than higher education in accessing
funds to acquire computing equipment except in the case of those teaching subjectsin the
broad ICT domain. However, inclusion of ICTs in basic skills has probably helped to
increase demand for computing equipment, as ICT becomes part of most occupational
training.

Thisis asegment where certain domains, particularly engineering and other

technical subjects utilising laboratories and workshops, are increasingly including
computing/el ectronic equipment in workshops. This means that suppliers of laboratory and
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workshop equipment are collaborating with training and ICT suppliersto provide
complementary technologies.

Virtual Learning Environments

Take up of VLEs (Virtual Learning Environments) in the VET sector is considered by the
reports we reviewed to be much lower than in HE. There are exceptions but in general, we
find that VLE suppliers do not see the VET sector as a primary market opportunity. The
reason may be financial, as noted above, but it may also be related to the skills of trainers
and current pedagogical approaches adopted in VET. Not noted for its fast adaptation to
change, there are also challenges for this segment in designing appropriate pedagogical
strategies and deploying technologies to support them in a cost effective and sustainable
way. A huge number of European pilot projects (under the Leonardo da Vinci programme
and Social Fund initiatives, such as EQUAL and its predecessors ADAPT and EMPLOI)
have applied technologiesin the VET sector, but reports suggest there are few really
effective evaluations and very poor sustainability among most projects.

To befair it can also be argued that two other factors act as barriers to the utilisation of
VLEsin this sector. One factor is the limited, though growing penetration of broadband,
especially where mediarich and processing demands may be high for resources such as
simulations. The second factor isthat it could be argued that most VLEs are designed
around the delivery of information and some communication (human-to-human) functions.
In general, they are not designed to support the development (and testing) of complex
occupational skills. In order to integrate technologies into learning, trainers have the task
of building programmes from diverse applications and creating onsite and remote access to
these systems. For trainers, assembling these within current VLES is often difficult,
resource intensive and requires high skill levels.

Content

Thisis a segment where content development has probably been slowest due to the
difficulty of gaining economies of scale and the need for resources that specific to tasks
and occupations. It is not adomain, with the significant exception of ICT skills, where
digital “courses’ are likely to find large markets. However, there are signs of increasing
use of certain kinds of learning technologies, notably where practice and simulation can be
integrated into other learning activities. A 2002 US report (ACTEN 2004/Brandon Hall
2002) suggests that the US market for e-learning simulations will grow from USD 0.3B in
2003 to USD 6.1B in 2006 and USD 37B in 2011. We have discovered no evidence at all
in European markets to support growth rates at this level. We are treating these figures
with caution in relation to any European comparisons; the same study showed growth in
US vocational training, e-learning value growing from almost the same amount USD 0.4B
to just over half that of smulations (USD 19.2B)!

The problem in relation to simulations relates to the cost of building these types of
resources and the need to involve and engage teacher and trainer subject matter experts.
Where large-scale public funding intervention is occurring, e.g., in defence and healthcare,
resources are being built related to required occupational competencies. Many of these
involve external suppliers working in partnership to custom build resources. The other
domain where these types of resources are being developed, usually as customised services
(and often for continuing and professional development and then transferred back into
initial VET), isfor compliance training, e.g., health and safety. Again, achallenge for
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suppliersis helping VET providers understand the potential value of integrating these
resources into initial VET, learning how to use them and identifying ways in which they
can access funding to pay for them.

Testing

With the increased emphasis on competencies devel oped to higher levels and the need for
proof of competence in many occupations, the cost of testing and assessment has created a
major dilemma for both professional bodies and public education and vocational training
authorities. One option considered increasingly attractive is the use of electronic testing,
now widely used in the most obvious area“ICT skills’. Thisis agrowing market
particularly in the UK dueto public policy, but it is also increasing in other European
countries. Suppliersin thisarea are mainly large international players (sometimes part of
large publishing/media groups). A number of national and professional examining
authorities also cooperate with electronic testing services companies. Although adoption of
these services is slower in Europe than in North America (especialy among professional
bodies), it does appear to be growing. The Promissor case study describes such a supplier.

4.2.3 Workplace learning

It isgenerally agreed that the highest levels of traded activities in technologies, content and
services in e-learning occur in workplace learning - usually termed “corporate learning”.
Descriptions of the market tend to describe this as the private sector. However, in our
review we have included publicly funded workplaces, such aslocal government, the
healthcare sector and defence - some of the most important users of workplace learning.
The matter is further complicated by the question whether online higher (usually business
related) education programmes undertaken by individuals but paid for by their employers
fall into the category of the workplace learning segment or home learning. We have chosen
to categorise them for this final report as workplace learning.

There are significant differences between individual companies, training-intensive ones
more readily adopt e-learning; companies described as high performance working use
more methods and tend to be more innovative in their approach, and large companies and
organisations also tend to use e-learning as part of their training and development more
than small and medium sized enterprises. Several surveys from this sector indicate that the
central element in the successful use of e-learning in the workplace is found in organising
appropriate, versatile support for the learners and making explicit links to tasks and
performance requirements.

Drivers and barriers

Reports and our case study suppliers suggest that the primary driversin this market
segment are:

awell performing economy,

technology penetration,

cultural “readiness’,

focus on efficiency, performance and in the public sector, reform,
regulation compliance.

In developing economies, demand for new skillslinked to recognised qualificationsis a
strong driver.
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For the large suppliers in the corporate segment, the presence of large organisationsin a
country isapre-requisite given the cost of gaining afoothold. In terms of barriers,
suppliers that cover more than one country market, and notably those operating across
many markets globally, cite market size and the many language and cultural differences as
abarrier, adding to the cost of gaining afoothold. These same large suppliers also consider
that an absence of good local partners and vendorsis also abarrier.

All our case studies considered the recent current economic slowdown and continuing poor
economic growth in Europe a barrier. Not unexpectedly, poor technology infrastructure
and for some - but not all - the low level of broadband availability was a barrier.

There are many comments in the various reports and our case study suppliers confirmed
that institutional cultures are one of the biggest barriers to growth. The supplierscited in
particular poor quality procurement, especially - but not exclusively - in the public sector
as abarrier to heathy demand.

In marketing their products and servicesin e-learning, suppliersin workplace learning
emphasise the importance of demonstrating that any investment in e-learning will lead to
the achievement of the customers' learning and performance and most importantly,
business objectives. It is noteworthy that in our case studies, the suppliers emphasised the
need to demonstrate their market leadership as an indication of their business stability and
sustainability. Buyers are increasingly concerned that with the high levels of attrition of
suppliersin recent years, they will find themselves with technol ogies that cannot be
serviced and upgraded or legacy content that cannot be re-versioned and made
interoperable.

Different types of suppliers

There is arange of providers some of whom have a direct relationship with their customers
in the workplace segment and others who operate through intermediaries or in partnership.
These intermediaries may include:

= public or semi-public agencies charged with “approving” suppliers where public funds
are used to cover the cost of training (often the case for lower skilled workersor in
sectors at risk),

= sectoral bodies working to support improved skill levels and new training needsin their
domains,

= professional associations regulating and encouraging professional development and
standards,

= employer and trade union bodies and occasionally,
= service aggregators (usually large consultancies) bringing together complementary
suppliers to service large public and private contracts.

Technologies

The technologies most associated with the workplace e-learning market segment are
Learning Management Systems (LM S) and Learning Content Management Systems
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(LCMS), sometimes called learning platforms. When used for learning and performance
management as well as learning design and delivery, they may also be termed Enterprise
Learning Suites. Increasingly modular, they include applications to register, track and store
assessment information on learners, they may also include testing applications, authoring
tools, environments for delivery of content, communication and collaboration tools and
repositories for learning resources. Users purchase most of these technologies under
license from commercial suppliers. While probably at least 200 systems have been
launched in recent years across Europe, few have survived as commercially viable
ventures, and most markets will offer up to 20-30 systems with a handful of market
leaders. Almost all the market |eaders originated in the US.

Other traded technol ogies specific to e-learning include interactive classrooms which are
often used for learning, marketing, internal communications and wider enterprise
conferencing activities.

It isfair to say that the most common use of e-learning systems (there are noteworthy
exceptions) in workplacesis to deliver and manage courses. While creating alearning
organisation and deploying technology to support continuous learning and knowledge,
sharing is awell-articul ated aspiration reported among “best practice” firms, in redlity it
remains, in most cases, in the realms of aspiration.

Suppliersin this sector experienced high growth up to 2001/2 and then a severe drop in
market development. The downturn in the economy coinciding with the bursting of the
dot.com bubble led many new entrants to an early grave. Growth has remained very slow,
some suppliers believe there has been almost no growth since 2001, and revenues are
maintained by a handful who have learned to rein in costs and by their very survival, have
become market |eaders. The exceptional ones are those that have cash and are able to
survive in a stagnant market, scooping up expertise and complementary or better
technologies during the market attrition process. Finding any player that is profitable
(some have begun to show some quarterly and even half-early operating profits) is almost
impossible.

Part of the stagnation can be attributed to the continuing faltering European economy, and
part must be related to the difficulties that company buyers have in making a business case
for technologies that have yet to prove their effectiveness in improving the quality, cost
effectiveness and value contribution in the workplace.

Content

To talk about content in terms of workplace learning isto stray into avery volatile area
where the outcome in quite unclear. It isfair to say that agreat deal of early workplace e-
learning content was comprised of generic courses, alarge proportion in the ICT skills area
but also covering different business aspects such as team building, team training,
communications, etc. Many of these “products’ have become redundant and while a
number of players devel oping and marketing generic products remain, they tend to
comprise asmall proportion of the supplier community. Increasingly, the range of subject
matter covered is being extended to cover awide number of professions and competencies
with telecommunications, healthcare, banking, defence and government sectors (especialy
local government) as dominant. Compulsory training (regulations in the finance sector,
health and safety training) is an area of real growth. Expectations of a market comprised of

24



commodity learning, products sold in volumes at low cost with margins geared towards
economies of scale have faded. Increasingly content is built (courses and learning,
knowledge and information resources) to order, and economies of scale can be achieved
with large number of users requiring occupational training in a specific sector.

Higher education

One area often signalled with potential for growth has been online learning by individuals
accessing higher education to support their career development. At apolicy level, thereis
the oft-cited need for individuals to increase responsibility for their own learning as part of
the lifelong learning agenda. US growth in higher education online has pointed to a
significant opportunity for revenue generation in higher education with healthy demand for
primarily “self-learning” online courses.

There is no doubt that in higher education, open and distance learning and in the old
“correspondence courses’ everywhere, ICT isbeing used, and courses are now being
provided in digital form with a shift into online support/activities. However, many
distance-learning courses continue to use print and video rather than make extensive use of
the available digital technologies as arecent UK study for the HEFCE has shown (HEFCE
2003). The same study found no evidence of any real growth in distance learning; in 2002,
the numbersin the UK registered with higher education institutions stood at just over
77,000 in 60 institutions, of which 63,500 were registered with the Open University. Five
other institutions had over 500 registered students with the majority of institutions having
an average of only 164 students each. They do not record whether any of these institutions
were being pressed by demand. The study found that for most institutions the costs
associated with distance learning were broadly in line with conventional costs with the
differential being linked to the support provided.

Given the continuing need to provide support whether the resources are available digitally
or on paper, and the need to expand numbers significantly to gain any cost benefits, it is
hard to see why most of these institutions would consider expanding their provision of e-
learning.

Their conclusions, which cover arange of flexible approaches, including e-learning, are
worth quoting here:

“We would conclude that while these modes are clearly costing institutions
more, this has not generally been the primary restraint on their growth. Their
costs have generally been hidden or not understood, and the volumes of
activity have been so low that any burdens on academic staff time could readily
be absorbed within a department as a whole. However, if significant growth is
to take place, then the impact of costs will be higher and more visible. Thiswill
be exacerbated by the need clearly to demonstrate quality (so that the forms of
provision receive support by the wider academic community). Thiswill require
extra investment in staff time to provide a higher degree of learning support,
assessment and quality assurance than might in due course be required when
good pedagogic practice is more clearly established.” (HEFCE 2003)

Elsewhere in Europe, there is no clear evidence of any real increase in participation in open
and distance learning as aresult of the integration of technologies. What is unclear is how
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much any growth is driven from the supply side or whether it is the result of real demand
and if the latter, whether this has occurred as aresult of any new state funding to stimulate
demand.

This sector has grown quite significantly in the USA according to recent reports, but
systems, cultural and funding of HE in Europe and the USA differ very significantly and
thereislittle evidence to show that demand has increased in Europe to the same extent.
The highest demand appears to be mainly in business and technical subject domains, which
are the fields where most competition between HE institutions is occurring and primarily
taken up by already well-educated individuals. These institutions are also beginning to
provide continuing professiona development online resources. A recent survey in the UK
suggests that thisis an area, where coordinated and even stimulated by professional
associations, demand is likely to grow (e-learning age September 2004). However,
currently this belongs in the realms of aspirations rather than reality, and the same issuesin
relation to costs, as mirrored in the quote above, will apply.

There are anumber of European online ventures e.g. the Scottish IVMEDS project, but it is
still too early to tell whether these are sustainable and potentially profitable (or at |east
likely to demonstrate financia aswell as educational value).

Furthermore, the high profile closure of the UK eUniversities venture, (mirroring the
failure of many similar ventures in other countries including the US) suggests that the
markets are slow to respond even to very prestigious and well-established universities. As
the Norwegian academic and author Morten Flate Paulsen has pointed out, establishing
successful, sustainable and cost effective online higher education is proving extremely
challenging. (Flate Paulsen 2004).

On the other hand, The Edinburgh Business School, a partnership between Heriot-Watt and
Pearson Education, and Universitas 21 (which has five European partners, of which four
are in the UK) suggests that there is an opportunity in the market for private online higher
education, with the right kind of business model. What is interesting, a point highlighted
recently in other analysis by the Observatory of Borderless Higher Education, is that the
successful profit-generating models appear to have in common their separation from the
university from which they were born. (Observatory, July 2004).

Professional

As noted above, the important recognition given to lifelong learning, new competency
demands and compliance requirements is, among other factors, creating demand for the
supply of continuing professional development courses and resources. In many regulated
professions, evidence of CPD isnow required: in non-regulated professions, it is
increasingly encouraged. All this has led to expectations that e-learning will offer
professionals accessible and flexible opportunities for CPD. There are examples of this
occurring in professions such as medicine, accountancy and human resources. The actual
level of e-learning in CPD and the value of this as atraded activity are unknown. Research
in partnership with professional and occupational bodies at national and European level
would provide a useful indicator of trends.

Private
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As described in our country reports, there are many small content providers aswell asa
very small number of medium sizes and an even smaller number of large content providers
for this market segment in al European countries. The subject matter covered by these
small firms covers arange of subject and sector specialisms with inevitably ICT still the
largest. Some of these provide their custom-built resources directly (often tailored to the
customers' business processes); others operate through the large e-learning content
providers and publishers.

One recent report from Finland states: “There are about 150 businesses operating in the
private sector, plus numerous other business service providers working as their
subcontractors. The majority of these operate in the Helsinki region. The average turnover
of the businessesin thisindustry (or their e-learning business units) is still relatively
modest and they typically employ 2-6 personnel. There are about 10 significantly large
busi nesses/business units. About 50 businesses producing learning content or content
packages.” (Markkula, 2004)

Our country report from Norway describes asimilar picture. “ The e-learning market in
Norway according to areport by Infosector in September 2004 was worth some NKR
411M (€49M) in 2003. In the same period, the 50 participating e-learning suppliers
recorded a sector surplus of NKR 32M (€3.82M). There are some 100 e-learning suppliers
in Norway within private educational institutions, consultancies, technology suppliers and
publishers. Fifty of the suppliers had less than 5% of their turnover on E-learning products
and services and were excluded from the survey on the basis that e-learning represented
too small a share of their business. On average, e-learning revenue represented 22% of the
participating fifty companies’ total revenues. Compared to 2001 and 2002, the total
revenue has not grown much, but the companies have turned around huge losses in these
years to asignificant surplusin 2003.”

Although these reports do not differentiate between suppliers for educational, university
and workplace learning customers, they do indicate that most suppliers are very small (50
companies generating revenues of only €49M between them). This picture is found
throughout Europe with the majority of suppliers employing single figure numbers, afew
employing up to 100 and avery tiny number employing any more than this. A very small
number of large multinational providers, such as NetG and Skillsoft, have sales and
business devel opment employees across Europe but generally locate devel opment staff in
their countries of origin.(e.g. Skillsoft still employs over 100 peoplein Ireland, the original
home of Smartforce - one of the two firms that merged to become Skillsoft). It isalso
worth noting that a number of small content developers are in supply chains for these large
content suppliers, so while the user buys from NetG for example, a small independent
developer may have developed the content.

Localisation

Asour case study on Transware describes, large, mainly US e-learning content providers,
and to alesser extent, multinational firms developing or commissioning their own internal
content, often require localisation services to distribute their content across different
countries worldwide. Transware, a dedicated e-learning localisation provider, competes
with other localisation firms (more general) for this business. The total value of this part of
the workplace e-learning segment is unknown but likely to be less than €100M and largely
earned outside of Europe.
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Games and simulations

One of our case studies, the Swedish company Pan Vision, produces game-based e-
learning for companies and organisations. Another case study, EPIC in the UK, has
devel oped games as part of its customised e-learning provision. A third, again Swedish,
Celemi includes simulations in its products and services portfolio. All these supply the
workplace market.

While games and simul ations have been used extensively in some sectors for many years
(the military, airline, and oil sectors), usage according to reportsis being extended into
other sectors and occupations. The challenge for this segment is the relatively high cost of
development and the conservative and cautious characteristic of most customers.
Champions have argued that games and simulations are one of the ways in which
technology can really help innovate learning, in engaging learners (especially younger
learners) and providing some specific pedagogical approaches with new tools.

Aswith most e-learning suppliers, the change in the economy and the end of the dot.com
boom in 2001 led to areduction in revenues and for many, significant losses leading to a
scaling down in size and activities.

Publicly funded e-learning for workplace skills

For avariety of EU and national policy reasons, there have been a number of large-scale
state funded interventionsinto building skills among certain target groups in the labour
market. Generally focused on the low-skilled, these initiatives (the largest isthe UK’ s
University for Industry “learndirect” initiative) have aimed at stimulating both demand and
supply. Generally initiated because of inadequate market provision of the learning
resources needed for these target groups, much of this supply has been paid for either in
total or seed funded to kick start take-up and to stimulate demand. Suppliers have come
from the private sector and may also include partnersin the state education and training
sectors and from social enterprises, trade unions and not-for-profit representative groups.

These large-scale interventions have provided content suppliers with a much-needed
lifeline in a period when growth in the private “ corporate” market has retracted
significantly. For custom content developers, they offer an opportunity to build expertise
and access to a ready-made market. However, these initiatives tend to be “ project” based
rather than customer/demand driven, and there is no evidence that most of this funding will
be sustainable. While they are aimed at developing the skills of those in the labour market,
employed and unemployed, the continuing investment in this target group is the subject of
on-going policy debates between governments and the social partners.

Moreover, asisthe case of the UK, the government now expects thisinitiative to begin to
compete in the market to generate its own revenues at least in part, and strong concerns are
voiced by the private sector that this use of state funds constitutes unfair competition. In
targeting the workplace market, and business training needs, this move into commercial
competition inevitably will focus on areas where needs are most easily identified. In the
short term, users may benefit with inevitable price-led competition but whether it will
result in a healthy market for e-learning content as liberal economists hope remainsto be
seen.
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Sectoral

For some years, there have been expectations that in those countries in particular where
sectoral competence development is co-ordinated through representative bodies, e-learning
would be attractive especially in relation to building repositories of shared media-rich
resources. There is evidence that in some sectors there has been much discussion about
where and how e-learning might be usefully deployed for sectoral training and some
evidence that some co-ordinated activities are being adopted in some sectors, usually
nationally and occasionally regionally. Very occasionally, such co-ordinated activity using
shared e-learning resources has grown out of EU funded projects although these are rarely
sustainable in commercial market terms.

In some parts of the state sector, for example, in local government and healthcare, there are
emerging co-ordinated training and development initiatives deploying e-learning as aresult
of focused reforms, and suppliers are competing for these opportunities, which are
potentially quite significant. One of our case studies, EPIC Plc in the UK, has been
successful in gaining large content in both these state funded sectors in recent years.

There is no datato give any indication of the size of any traded activity in thisareaand as
many of theseinitiatives are relatively new, it isimpossible to estimate the growth
potential from this segment. Again, there are no reports of any comprehensive evaluations
of the impact of e-learning on the reform and business objectives behind these state funded
investments.

Services

Large numbers of small firms and avery small number of large firms are providing
consultancy and implementation support services to the workplace sector. The large firms
tend to collaborate with or have some strong link to atechnology provider. For the large
firms, the profitability of these servicesis unclear and some appear to have pulled
somewhat back from the field. Only those with a strong case to provide the vanguard for
technology sales seem to be persisting. The number of minor services (often one-person
operations) is quite extensive and includes some subject matter experts and well as
technology implementation and project management experts.

Other services include consultants who cross the boundaries with knowledge management
and performance support services.

The existence of these players supports our view that workplace organisations are trying to
understand how to gain value out of investing in e-learning and how to implement and
integrate it successfully and avoid low take-up and resistance.

Other servicesinclude those providing training and professional development services to
individualsto assist them in gaining the skills (and associated qualifications) to design,
develop, implement and support learning through technologies. These include professional
associations, private training firms and education institutions.

Testing

Among the services on offer are a growing number of test services often linked to
continuing professional development and compliance training. These may be supplied
directly alongside the learning resources or may be part of the emerging professional
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association use of technologies to manage and deliver testing for professional qualification
and CPD. Not often large enough to be attractive to major test service companies, the
quality of some of these testing services who may have difficulty accessing either
psychometric professionals or those with test technology design expertise may delay the
development of a healthy supplier group.

4.2.4 Higher education

Technologies are dowly being adopted within existing higher education institutionsin
Europe. In spite of early hopes that there would be rapid change of the systems, enabled by
technology, the truth is that this has not occurred. The systems are changing, very slowly
and in the process some technologies are being adopted within the systems although not
necessarily within learning processes.

L earning technologies are customised in higher education in two ways.

Firstly, they are being used within existing traditional undergraduate and postgraduate
programmes in a variety of ways to support the existing teaching and learning approaches.
Asarecent UK report stated:

“Most e-learning is being developed as part of flexible blended learning; there
isvery little provision currently provided to off-campus students’’ (HEFCE
2003)

There is no evidence that in the majority of institutions, anything other that standard
everyday ICT applications — spreadsheets, email, word processing, PowerPoint and
accessing texts or pictures from the Internet are being deployed. That is not to say there are
not pockets of innovation and some academics in some institutions are adapting their
practice. However, where these occur, they often remain peripheral and pilot type
activities, dependent on specific funding to ensure their sustainability.

Secondly, there has been much discussion in recent years about opening up higher
education, building new opportunities for lifelong learning and providing the workplace (or
those active in the labour market) with new higher education provision. Thereis some
evidence that higher education institutions are using learning technologies in open and
distance learning. Thisis discussed above under the heading of workplace learning because
much (but not all) of the ODL provision in Europe is targeted at undergraduate or
postgraduate part time degrees and continuing professional development.

US forecasts suggest that the e-learning market in higher education will exceed the
corporate market by 2011 (ACTEN 2004/Brandon Hall 2002). However, the structure and
characteristics of US higher education systems differs quite significantly from thosein
most European countries and almost all our case study suppliers saw this as a secondary
growth market.

Although conceived mainly as distance learning or distributed through local partners, some
European universities are focusing efforts on markets in developing economies, notably in
Asiaand South America where there are hopes for economies of scale and significant
levels of demand.
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Drivers and barriers

Technologies
In this sector, generally two terms are used:

1. VLEs, Virtua Learning Environments (generally virtual environments accessed by
teachers and learners to access or post information, learning resources and
communication tools and activities) and

2. MLEs, Managed Learning Environments, which may include registration,
assessment, administrative and other processing applications.

There is no available data on how many different VLES or MLEs are being deployed in
European higher education systems, but there is no dispute that many use homegrown
systems easily numbering in the hundreds. A recent survey of the UK higher education
sector (with over 350 respondents) found that over half were undertaking in-house
development and integration, 9% were outsourcing, and 18% were commissioning bespoke
work from systems vendors. (MLE Study 2004). The same study report notes that when
asked about VLEs, almost 50% of all respondents use an intranet-based learning
environment or other VLE developed in-house. Use of commercially provided systems was
greater in higher education than in further educational institutions.

Although most of the market leadersin VLEs used in the HE sector were developed within
universities, few manage to grow beyond the boundaries of their institutions. The largest
playersin this segment are from North America (WebCT and Blackboard), and to alesser
extent, the UK (Granada Learnwise and First Class), Ireland (Top Class) and
Germany/Austria, (Hyperwave). Blackboard is the market leader in the US according to
independent studies with a user base of 12 million studentsin 50 countries, the vast
majority in US post secondary education. The UK JISC study suggests the same; 43% of
HE respondents that use a commercial supplier cited Blackboard as the supplier. (MLE
study 2004)

Some players have partnered with higher education institutions to provide a platform
closely integrated with content (e.g. Edinburgh Business School, Blackboard and Pearson
Education). According to Blackboard, at the end of 2003, 16 education publishers had
partnered with them and devel oped “ more than 2,500 digital course supplements that are
designed for delivery through our products’. (Blackboard Prospectus 2004)

Reports suggest that mainstream adopters (as opposed to early) are lesslikely now to
develop their own systems and that even those with home grown systems may move to
adopt a commercial, or possibly more likely in Europe, an open source VLE, once they
decide to broaden the use of e-learning across the institution.

Other technologies used in higher education include interactive (real time classrooms)
which are generally traded services licensed to users, with a proportion buying hosted
services rather than hosting their own service. While the interactive classroom has some
champions, in general, the HE sector in Europe has been slow to license what are seen as
costly technologies requiring extensive use to justify their cost. In addition, many higher
education institutions had already invested in some older technologies (ISDN supported
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video conferencing) providing a*“good enough” service for their needs and eschewing the
more sophisticated environments offered by real time virtual classrooms.

Open source

The scale of open source VLESs use in higher education is unknown. It does appear to be
growing as a proportion of total VLE institutional users and thisis probably the segment
where it will gain the largest foothold. Thisisfor a number of reasons, not least, the
availability of staff in the institution to take on the required devel opment and
implementation work needed for integration. A review of the Moodle web site (one of the
best-known open source systems reveals that there is already quite wide usage in Europe
(cf. Table 3 below).

Table 3: Moodle open source user sites in Europe

Country Number of sites
UK 129
France 19
Czech Republic 18
Austria 20
Belgium 29
Germany 60
Italy 69
Netherlands 49
Poland 45
Spain 92

While some schools are using open source VLES, the largest percentage isin HE asisthe
case for Claroling, llias, Sakai, and many others. Many research units at universities are
experimenting with several open source VLESLMS.

The dominant player, Blackboard, recognises the threat to established commercial
providers. “The growing acceptance and prevalence of open source software may make it
easier for competitors or potential competitors to develop software applications that
compete with our products, or for clients and potential clientsto internally develop
software applications that they would otherwise have licensed from us.” (Blackboard
Prospectus)

While the topic of the development of open source is not the subject of this study, itis

clear that certain driversinfluence its growth and take-up. These include quality and a
desire for pedagogical compatibility. Cost is aso cited as adriver but thereis no evidence
of any real cost analysis and many of the costs of development and implementation may be
absorbed and not easily identifiable. The resource requirement is not always highlighted, as
advocates are often champions from a philosophical perspective rather than concerned for
detailed return on investment analysis. Furthermore, as our ILIAS case study describes,
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there are significant challenges in continuing development of open source systems, not
least sourcing core investment.

Content

At present, ailmost all e-learning resources in higher education either are produced
internally or may be provided as part of traditional publishers supply. Pearson Education
isagood example of the latter, providing companion web sites to complement textbook
publishing. Other content purchased may include subject specific materials such as
language resources or simulations for science, mathematics and technology. The market
for traded products is devel oping slowly, and barriers to entry include the cost of
marketing for low margins in a segment where the best presence is often through the
support of academics more likely to support online resources if they are associated with
textbooks that are core to their courses or written by them.

Subject matter experts drawn from the academic community are engaged by publishersto
provide content expertise for online resources and some are beginning to earn quite
substantial sums from this activity. It is unclear how profitable as a separate activity these
digital resources are for publishers, because they do not usually report on these activities
separately. It isaso likely that their business models include these as integrated activities
where different resources help to “bring customers to the store” anyway.

Services

Some institutions are using services from the private sector, but these tend to be part of
service content associated with either technology purchases or software implementation.
An interesting note from the Blackboard PO prospectus points to the lower marginsin
services rather than product license sales.

4.2.5 Home Segment

A number of European HE institutions provide online learning for individuals where the
relationship is between the institution and the customer (the individual). While much of
this segment relates to building competencies for the labour market and in thisreport is
dealt with under workplace learning, there are individuals learning in the own time and at
their own cost, often subjects quite separate from their careers. The most prominent
example of this segment isthe UK Open University.

There is no available data available on the numbers, subject areas or characteristics of adult
learners in this segment across Europe or whether the numbers are growing or declining.
Demographic and other changes (such asin relative wealth of retired persons) suggest that
this could be a growing segment among third age learners but there is no clear evidence
available.

Some home learners are in full time school education looking for additional resources and
services to support private study. The size of this private market within the education
sector (public and private) is unknown but does appear to be growing. It presents a
challenge to policy makers because it is stimulated generally by demand from higher
income families, the “haves’ and is perhaps an example of e-learning contributing to the
“digital divide”.
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Some publishers and broadcasters are also providing digital learning content for individual
adult use at home. While this“home” market is expected to grow, there is no data available
on the actual traded value of this segment and currently much of it is provided free of
charge by broadcasters.

The games market has grown very significantly in recent years. There are a number of
games suppliers that have designed games products for learning - both for children and
adults. We do not have any data on the size of this segment. One of our case studies, Pan
Vision, sells consumer edutainment games products in addition to the custom made games
it builds for companies. Studio’ s consumer-oriented products are sold to retailers through
re-sellers throughout Scandinavia as off-the-shelf products.

Drivers and barriers

Drivers

Driversfor growth in the home market include demographic change (leading to
opportunities among both older and younger learners), increased broadband penetration, a
reduction in access costs and technology convergence leading to seamless access across
different types of media and instruments.

Barriers

These include costs to individual s and households, especially those on low incomes and
with young families or fixed unearned incomes. A further barrier is cultural. On the one
hand, there is a concern about paying for what many believe should be provided by the
state. On the other hand, there is also a changing view about value in terms of what
individuals are prepared to pay and the potential “napsterisation” of popular educational
products.
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5. Current state of the market

5.1 Summary of findings

As noted earlier, we have concluded that thisis not one single market but a number of
segments where learning technol ogies are being applied and which, occasionally, are
served by some suppliers covering more than one segment.

However, we do believe we can draw some broad conclusions:

Where thereis growth in sales, it is very low and the immediate outlook is not much
brighter. This applies to technology, service and content providers.

The private corporate market is largely stagnant in most countries, and where growing,
doing so very slowly.

The public sector is critical to the survival of many current suppliers. Whether asa
buyer of technologies, content and services for use in workplace learning (for example
local government, military and healthcare), as a source of funding for schools, VET
institutions and HE to purchase technol ogies and content, and financing large scale
initiativesin basic skills training and targeted social groups.

The continuing sluggish economy is afactor.

Implementation and take-up has been far more difficult in all segments than most
anticipated.

A significant factor in the poor growth isthe lack of evidence that investment will either
achieve business benefits commensurate with the investment returns expected, or meet
policy expectations (in terms of improved cost benefits, increased quality, greater
access). Part of the problem liesin the failure to undertake sufficient really high-quality
evaluation and ROI studies.

With little revenue growth, suppliers have focused very hard on costs and the market
leaders are closing the gap between revenues and cost. However, |osses continue and
the number of large suppliersin all segments put together that are actually profitable can
probably be measured in single figures.

Suppliers of technologies are spending significantly less than in the past on R& D and
generally much less on product development and proportionately much more on
business devel opment.

Being a market leader means “We have survived”’ and “We will be here in the future” -

probably the most important message to customers nervous of finding themselvesin
such avolatile market.
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5.1.1 Comparisons with the ICT sector in general

In some respects, these conclusions are similar to those reported in the broader ICT
industry. According to the EITO 2004 report, there are significant challenges for ICT firms
in Europe. The pressures they note can be equally applied to those providing technologies
and traded content for e-learning, largely in the workplace segment. In 2003, “With
European companies struggling because of the uncertain economic environment, gaining
efficiency and cutting costs became top priority.” They suggest that “ Going forward,
investments will be increasingly tied to the specific business processes of companies value
chains.” (EITO 2004)

While this statement applies to suppliersin the ICT sector, it can also be applied to
suppliers supplying training of all kinds in the workplace learning market (public and
private). Training isincreasingly related to companies’ business needs. Where minimal,
this means compliance training, where more strategic, it means linking training to
performance needs.

According to EITO, 2003 saw growth in a small number of sectors one of which was
education. However, education ICT investment remains relatively down the scale in terms
of investment, and in terms of percentage growth, it appearsto be in the very low single
percentage figures (0-2.5%). The public sector “with local governmentsleading in
investment”, followed by healthcare were the fastest growing sectors. (EITO 2004) In the
private sector, banking and utilities were the sectors exhibiting growth, the former largely
driven by regulatory compliance. Suppliersin our case studies and at the supplier summit
confirmed thisin general as being the case specifically for e-learning.

5.2 International trading

In the absence of any survey data on trading across borders in Europe or into and out of
Europe, we can only make the following tentative conclusions from our country studies
and more general reports. In terms of technologies, market leadership in most European
countries goes to international suppliers of LCMS or VLEs such as SumTotal, Saba, and
IBM in the corporate sector, and Blackboard and WebCT in higher education. However,
there are local technology providersin every country in both HE and workplace learning
that have originated in that country, and in some cases they have a percentage of different
segments into double figures.

There is no evidence that any provider in any of the more developed EU Member States
has anything like a dominant market share of any single segment. The position in the new
Member States is somewhat different. The penetration of e-learning into all segmentsis
lower, and some of the magjor international players have been gaining afast foothold and
may be positioned to hold a dominant position. At thisvery early stage, it istoo difficult to
make any predictions but their current position in what are small markets (e.g. the Czech
Republic) is clearly relatively stronger than in the old Member States.

In terms of content, the pattern appears to be quite similar in all countries.
= A very smal number of large suppliers (trading internationally) in some segments
(usually publishers and corporate learning content aggregators)

= Some small local players
= Numerous micro local companies
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A few large (multinational) consultancies, some speciaist niche international providers
(with few competitors), a handful of local small firms, and large numbers of local micro
companies provide services.

5.3 Different segments

5.3.1 Home

We are unable to ascertain much about this segment. There does appear to be some growth
in private purchases to support school students. We are unable to discover whether this
growth is of any significant level.

We have no evidence to support any conclusions about the market for leisure purposes (or
at least non-work/career-related learning), but equally there is no compelling evidence to
say this market is significant or growing.

We suggest that the market for home study of career related learning using e-learning
technologies may be growing in Europe but probably caused by switching from older
technologies such as video and print resources. In addition, some growth may the result of
less learning in the workplace (or during working hours) with more home learning but with
resources/licenses purchased by the employer. However, we are unable to support this with
any clear evidence one way or another.

5.3.2 Schools

The school market is almost wholly dependent on government funding for technology
purchases. In some countries, as we noted in our first report, thisis managed centrally, in
others through agencies and in others through local authorities and municipalities, if at all.

In terms of content, the picture varies widely and there is no clearly successful model.
Policies continue to support strongly the development of resources by teachers, with the
ensuing problems and barriers described earlier. Some governments support the
development of resources by the private sector through direct commissioning (or
commissioning indirectly through *arms-length” agencies). Some governments also
indirectly fund resource development by these quasi-public agencies. As we noted earlier,
public funds at the discretion of broadcasters with a public remit are devel oping resources.
In the UK, at least, schools are offered credits to buy resources from the private sector.

We conclude that not only isit difficult to get any clear idea of the existing scale of the
market for traded services, but that some of these interventions are probably acting as a
barrier to market development in their attempts to overcome “market failure”. It appears
that while there are continuing concerns about the lack of good quality resources for
schooals, publicly funded supply is often unable to bridge the gap and may be directly
duplicating what is already available.

One of the problems, as we have commented earlier, isthat the education and training
systems differ widely and little really thorough and transparent evaluation has taken place.
Furthermore, the issue arouses strongly held views and the reports on the use of e-learning
in education are often written from very specific philosophical perspectives making it
difficult to gain any understanding of whether there are really substantial sustainable traded
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markets in existence. The position of the major education publishersis cautious, but it
should be remembered that they have a wider business remit with textbook and other
curriculum resources and so they can afford to manage their e-learning resource business
in different ways to a supplier of solely digital content.

5.3.3 Workplace

European companies’ financial reports and analysts' reviews suggest that the revenues for
suppliers providing workplace e-learning (technology, content and services) grew rapidly
until 2001. A US report reported growth rates in the corporate e-learning sector of 40% in
2001 that fell to 10% in 2002 with little change anticipated in 2003 (Training Magazine
2003).

Our detailed look at the financial performance of our supplier case studies (where they
were available) suggests this pattern also occurred in Europe. Most of our supplier case
studies in this sector reported significant reductions in growth and revenues in 2002/3 but
anticipated improvements in 2004. While some are clearly achieving some revenue
growth, more recent information suggests that this may have been optimistic. It istoo early
to make any full judgement but stock market performance and quarterly reports filed by
those that are publicly quoted as well as verbal reports at our supplier summit suggest that
while the first quarter of the year 2004 showed some improvements, this does not seem to
have been maintained for the next two quarters. Consequently, our study suggests that if
this segment isgrowing at al, itisin very low single figures and largely because of public
sector workplace investment.

5.3.4 Vocational Education and Training (VET)

There is no evidence to suggest that formal VET players are increasing spending on either
buying technologies, content or services from commercial providers. A UK 2003 report
suggested that FE Colleges (the main VET institutionsin the UK) have purchased fewer
VLEsthan in the HE sector. The same study indicates that |ess than one third of HE
institutions buy a commercial system, either custom built or outsourced (MLE Study
2004).

Growth would appear to be occurring in two areas. One is publicly funded programmes
supporting e-learning usage mainly for those with basic skills and lower level training
qualifications. The second isin training required either for compliance requirements or for
ICT skills.

There is however, some evidence that some occupational and sectoral users, often working
in co-ordinated approaches, are examining e-learning as ameans to build skillsin their
respective sectors. However, currently actual spending appears low. As mentioned earlier,
thereis also some evidence that CPD provision, led by professional associationsis
beginning to commission e-learning as part of their services to members. However, again
this appears to be more planned than taking place widely.
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6. Estimating size

We have tried hard to uncover what information we can to estimate a market size - or as
we have concluded earlier, an overall estimate for the traded activities occurring in these
different segments.

As noted in the earlier sections on the different segments, identifying any evidence on the
value of traded activity in any of these segments has been difficult and in some cases
impossible. A number of information services firms produce data on market size. One
problem with using these datais the lack of transparency on methodology and original
sources. We have therefore been very cautious and tried to triangulate data from different
sources to come to our very tentative estimates. We have made use of the Blackboard
Prospectus published in 2004, not only because it is current, but also because the
regulatory requirements for the presentation of market data when publishing these
investment documents are stringent and for that reason, we feel more confident in the
validity of the data.

“Gartner, Inc., estimates that worldwide spending on hardware, internal services,
information technology services and software in the education industry was $34.0B in
2003" (Blackboard prospectus)

In 2003, EU (25) GDP was valued at €9,500B, and 26.7% of world GDP. The total value
of the IT market in Western Europe in 2003 is estimated at €287B, 32%of calculated world
values. (EITO 2004) An extremely rough estimate based on a calculation of a 30% share of
world value would suggest that the total market including hardware is worth something
around €10B. We shall assume that a declining proportion of this spending is on hardware
and note that Gartner have included internal services.

Table 4: European IT market within education in perspective

Markets 2003

Total in million €

Share of World market

Total EU (25) GDP 9,500,000 26.7%
Total EU IT market 287,000 32%
Total estimated EU IT 10,000 30%

technology and services
within Education

Together with information gathered from other overall reports, from our segment analysis,
country reports and supplier analysis, we estimate the market for traded services across al
segments to be worth around half this expenditure, i.e. approx. €5B. Thisis avery modest
estimate, especially when viewed aongside some of the forecasts predicted even three
years ago.
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6.1.1 Estimating the value of each segment

Table 5: Overview of market sizes of different e-learning segments
Market Segments Estimates in billion €
Higher education 0.1
Workplace learning 3.5-4.0
Vocational education and training | 0.05
Schools segment 1.0
Home segment 0.01
Total 4.66 — 5,16

Source; Estimates cal culated based on data from several sources

Higher education

In the higher education sector, traded services arise in terms of purchases and sales. The
value of HE purchases of e-learning technologies (VLES/MLES) is unknown but we
estimate sales in the UK to have been less than €10M in 2003. We have based this estimate
on data on the share of HE systems provided by commercial providers, the number of
installations claimed by a major provider (Blackboard), and the average value of each
annual licence. Given that the UK is considered the largest market for learning
technologiesin all segments, we estimate that the total European market for these
technologies is unlikely to be more than €50-60M.

Content purchasesin HE are very low, largely restricted to ICT courses and some
specialist ssimulations and equipment or subject specific domains. We are not sure of the
value of e-learning services provided by publishers but we consider these are probably still
quite low.

There are some e-learning content sales for this sector, as the example from Pearson
Education indicates. However, we do not believe this part of the publishers HE activitiesis
currently generating significant revenues. We are erring therefore on the very cautious side
and estimating the market for traded services in the HE segment as probably not much
more than €100M.

Table 6: Estimated breakdown of European higher education expenditure on e-learning

Expenditure type Million €
E-learning technologies 60
E—qurning content and 40
services

Total estimated expenditure 100

Source: Research team estimates
On therevenue side, it is extremely difficult to make any estimate of earnings from e-

learning in this segment, as most universities do not publish separate accounts detailing
these earnings, and much distance learning is covered at least in part, by state funding so it
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is outside our scope of traded services. We do not imagine that it exceeds the low tens of
millions. Thisis avery different picture from the US.

Eduventures Inc., an education consulting and research firm, estimates that 350,000
students, or slightly less than 2% of the total postsecondary student population (USA),
were enrolled in online distance learning programmes in 2002 and that this market will
grow from $2.5B in the 2002-2003 school year to more than $4.2B in the 2004-2005
school year, representing a compound annual growth rate of 31% (Blackboard prospectus)

Home

We are unable to provide any estimate of the size of this segment of e-learning activities
but we do not believe it isyet very significant in terms of revenues.

VET

Data on traded servicesin e-learning in VET is nowhere to be found. We know
expenditure on technologies and content by VET playersislower than spent by HE but
may be actually growing slightly faster. Our best guessisthat the VET sector is probably
equal to less than half the value of the HE sector, i.e., about €50M. We are not including
EU and national public sector pilot and special project funding which involves the private
sector, as we do not consider these “traded” activities.

Workplace

The market for workplace training and development e-learning has been regarded correctly
asthe largest market for traded products and services. Reports point to a US market worth
USD 4.6B in 2002. Estimates for growth to 2006 and 2011 in the US were for $16.4B and
$42.6B respectively (ACTEN 2004/Brandon Hall 2002). In addition, government is
classed separately (and probably includes spending by the US Department of Defence),
and was expected to grow to $2.7B and $13.4B in 2006 and 2011 respectively. A table
from eMarketer.com (ACTEN 2004/eMarketer) quotes a figure of $2.1B for 2001
worldwide revenues from corporate e-learning from Gartner with aforecast for this to
grow to $33.6B in 2005. The same table lists Cortona Consulting offered a figure of $5B
for 2001 for the combined US and European markets. Finally, IDC (also in the eMarketer
table) are quoted with afigure of $6.6B for worldwide revenues in 2002 rising to an
estimated $23.7B in 2006. Given the relatively modest baselines of 2001, and the Training
Magazine survey findings of US growth in e-learning in 2002 at 10% and single figuresin
2003, these forecasts now appear to be quite excessive.

Aswe noted in our first report, the picture is Europe is less well documented. Because
thereisno reliable datato cover CVT expenditure across Europe, we have used the data
available and erred on the very cautious side. “Across the EU (for the limited sectors for
which we have data from the 1990s) private enterprise expenditure on CVT coursesis
estimated to amount to between €17-20B. These calculations are based on a subset of
sectors and enterprises, representing about half or less of the economy, so total training
course expenditure is likely to be far higher. As one would expect, higher levels of
expenditure are found in large firms.” (EduL earn Report 1 2004.)

The 2002 European e-learning market report survey concluded that as a percentage of total
workplace training, e-learning expenditure rose from 10% on 2000, to 17% in 2001 and
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23% in 2002. If we assume that in 2003, up to 20% of expenditure on training was spent on
e-learning (which we concede is a very big assumption!), avery conservative estimate
would put the size of this segment at between €3.5B and €4B. Given the reports from
suppliers of the shift in business (with little overall growth) from the private to the public
sector, we suggest this figure should be used as a conservative estimate of al workplace
training spent on e-learning in 2003. (Some anecdotal data provided recently form German
and Italian sources suggest thisisin fact rather over-estimating the value of salesin this

segment).

We urge caution with this figure. Firstly because we do not have comprehensive data for
workplace training in the private sector, yet aone the public sector. Secondly, because we
have an equally cautious estimate for the percentage of training budgets spent on e-
learning in 2002 and assumed by usto be carried through into 2003. We are confident
however, in the light of the US and global estimates quoted above, that our estimate is as
accurate and probably better than anyone else’sis.

Schools

Surprisingly, we have been unable to find any data that provides information of schools
expenditure on ICT technologies, content and services. Thisis largely because decisions
about expenditure on ICTs and content in most European countries are made at local and
even school level. A further difficulty isisolating expenditure on e-learning related
purchases from products and services for administration and schools management. We
estimate traded services in this segment are probably around €1B but thisis a very cautious
estimate.
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7. The barriers to growth in supply

“ We operate in highly competitive markets and generally encounter intense
competition to win contracts.” (Blackboard Prospectus, 2004.)

The barriersto growth are moderately different for each segment, but overall thereisno
doubt the customer has the upper hand in almost all segments, which is not necessarily, in
this case, a very healthy situation.

We have built our understanding about these barriers from the reports we have reviewed,
our case studies, future survey and the discussions with suppliers.

7.1 General economic growth

Genera economic growth, especially for those working in the workplace is very important
and probably also impacts the home markets, especialy for adults learning part time. In the
case of the former, thereisadirect link between the poor economic conditions that started
to appear in 2001 and continued to the end of 2003, and purchases in the private firm
sector. The sluggish economic conditions in 2004 across most European countries are
certainly contributing to the stagnant levels of trade in these segments. In some respects, e-
learning is not unlike the ICT sector generally and the challenge is not just about economic
conditions and tight budgets as companies reign in costs. Spending on technology carries
the burden of being associated with hype and waste, where business value is unclear.
Suppliers now have a harder time demonstrating that investments will yield real benefits.
The same can be said of large content purchases; the days of customers buying large
libraries of content are past. Buyers focus on cost and relevance to their business processes
and needs. This does not mean however, that they always fully understand what they want
or how to implement it.

7.2 Scale

For the majority of suppliersin al segments, the potential scale of the market isnot a
barrier. They are small, more usually micro firms, working at alocal level supporting
technology implementation, providing custom content and support services. However, to
move beyond a “cottage industry”, players wanting to grow and trade internationally need
to find markets that have potential volume.

In Europe, the small nature of some markets and their language and cultural specificity can
be areal barrier for internationally trading suppliers. Several technology providers said
they need the presence of large organisations in any country to justify the cost of gaining a
foothold in that country. The more large organisations there are in any country or region,
the more likely it isthat there will be more suppliers (both local and international)
competing. In small countries where companies and the education sector have been
investing in e-learning for some time, there appears to be more mixed suppliers - small,
large, local and multinational. In large countries, investment by large suppliersin building
astrong presence is higher and proportionately they appear to have alarger market share
(this appears to be the case in Germany and the UK). In emerging markets, such as the new
Member States, with arelatively undeveloped local supply side, the presence of large
organisations offers particular attractions to multinational suppliers who face little internal
competition. Such are our impressions from our country reports and discussion with
suppliers.
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7.3  Organisational/institutional barriers

Organisational or institutional barriers are widely cited as a major barrier across most
segments.

In schools and higher education, even today enthusiastic early adopters undertake most e-
learning adoption. As arecent UK report noted (HEFCE 2004), in most universities most
e-learning activity has emerged from the work of an individual or a single department.
Betty Collisin her work on models of ICT use in HE describes a similar picture asdo a
range of other European reports (Collis 2002). Few universities have afully developed
strategy for change management including addressing the very human issues of time
availability, working conditions, reward, recognition, motivation, skills and IPR. Under
these circumstances, the attempts to implement e-learning as a mainstream activity
immediately face critical ingtitutional barriers.

Theissue of IPR isa potential barrier to growth in the HE sector, israrely discussed in the
literature, and applies whether universities utilise an open source, commercial or other
technology solution. While the quote below applies primarily to Blackboard’ s experience
inthe US, there is no reason to think that it does not equally apply in Europe.

“In addition, the growth and devel opment of the market for online education
may prompt some member s of the academic community to advocate more
stringent protection of intellectual property associated with course content,
which may impose additional burdens on clients and potential clients offering
online education. This could require us to modify our products, or could cause
these clients and potential clients to abandon their online education
initiatives.” (Blackboard Prospectus).

As noted also in the UK HEFCE report, universities have not developed sound business
models for e-learning and costs are often not transparent. This combined with ideological
preferences means that many universities have either built their own VLES/MLEs and have
developed their own content without there being any clear evidence that this was the best
value approach. As open source technol ogies become more widespread (as they seem to be
doing in the HE segment), the same applies and it is arare voice that points to the need to
understand the real cost and administrative implications of this route.

Barriers encountered at the school level are similar, with the additional issue of identifying
and managing often multiple, administratively complex instruments for funding which may
have afinite life and often fail to support sustainable adoption.

For suppliers, the challenge also includes the need to work with multiple agencies and
intermediaries instead of, and sometimes in addition to the direct users.

In workplace learning, the organisational barriers are not dissimilar and suppliers
emphasise the importance of customer service and repeat business - not least because it
allows them to recoup their high upfront investment in educating customers and supporting
them through early implementation. Many suppliersin our discussions described the
difficulties of delivering high-quality pedagogically sound technology supported learning
at work. Their customers want to know that they are able to deliver business results.



However, few organisations have developed highly sophisticated and seamless learning
and performance systems directly linked to business impact. Demonstrating business value
from their e-learning investments (because they tend to be high profile) without the
requisite organisational systems and culture can provide suppliers with major challenges
and high business development and support costs.

The sameissues are in public sector contracts, which according to most suppliers have
longer lead times, more stakeholders and fewer clear business objectives than their private
sector counterparts. Procurement practices are often poor, leading to the need for
considerabl e extra time re-designing specifications after contracts are awarded and the
failure to meet quality, time and cost limits.

These institutional barriers impose significant costs on suppliers including high upfront
costs associated with assisting clients design appropriate specifications, educating clients
on what to expect in implementation and prepare for it, longer lead times, the need to
consult multiple stakeholders and often high levels of support service. When the suppliers
business model is primarily one based, on the one hand on sales of licenses, or on the
other, content development hours, these additional business development and service costs
cannot usually be recouped because of the competitive markets and downward price
pressure. In a highly competitive market, with low margins, there islittle room for these
costs to be absorbed and more importantly for sufficient profits to be generated by
suppliers wanting to grow, and right now, to generate the cash to survive.

7.4  Skills

One particularly interesting finding from our case studies, and supported by further
discussions with suppliers at meetings and the summit, was around the question of their
skills' needs.

Almost every one of the organisations we interviewed for the cases experienced similar
patterns of changesin staff numbersin last four years; early rapid growth, downsizing with
redundancies, and maybe alittle employment growth since 2003 or in some cases only in
2004, but less so than in the pre-2001 period. As the organisations mature, there is a shift
in their employment needs towards marketing, business development, project and customer
management and sales staff and less of a need for technology expertise. In fact, none of
them appeared to have had problems with recruiting high-quality employees with the right
type of technology expertise.

However, the job profiles that are primarily and consistently hardest to fill across most of
the organisations are those relating to sales, customer facing, and customer project
management. This emphasis on the need for customer facing competence as critical to their
business is common through almost every case. One supplier notes that “Many of the
technical consultants are being replaced by business consultants, because the customers ask
for people who can do a requirement analysis from a business perspective — and they are
willing to pay for it.” While these refer mainly to workplace learning contracts, those
supplying to other market segments also cite the same skills needs.

Martin and Doig throw some further relevant light on this question. Cairncross (2003)

argues that success based on making and selling commodity productsisonly limited to a
few major companies and that new business models need to be based on preserving
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margins and differentiating through relationships with customers.” “ The implications for
skills arising from such business models and architectures are all too obvious, with a
premium being placed on customer-facing competencies, using ICT to deal with customers
and analytical skills connected with understanding customers and markets (Martin and
Doig 2004).

What appearsto be at issue is where to source this kind of talent. Some organisations have
chosen to work in partnership and/or alliance arrangements specifically to meet this need.
However, for most finding the right type of person —with the right levels of technology,
pedagogy, business and project management expertise and customer relationship skills—is
areal challenge. One respondent (INSEAD) said she just did not believe these people were
available and that they would have to “grow” them internally.

There appears to be areal skills shortage here and the question arises in such arelatively
immature sector, “how can sales/customer facing/customer project team skills be

devel oped and where might these competencies be learned and refined through
application?’ Are there related industries from which people with suitable transferable
skills can be attracted? Are traditional education and training players supporting the needs
of the industry by providing appropriately skilled graduates? And a more basic question,
for general needs such as customer relations and customer project management skills, can
these be developed in formal training programmes and if not, how can they be developed?
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8. Sources of investment

For the majority of suppliersin all segments, finding significant upfront investment is not

particularly critical. They are small, micro-firms — sometimes called “lifestyl€” businesses
— able to adapt relatively flexibility to market conditions and opportunity that may emerge
and fade depending on the expectations and interests of their owners. In effect, they could

be described collectively as a“cottage industry”.

However, if thereisto be any real growth and wide adoption of e-learning across the
education and training systems and workplace learning, amix of suppliersthat can invest
in new products and services, offer economies of scale and service large organisations in
the public and private sectors and potentially, the consumer market will be necessary.

In order to grow, these suppliers require capital. During the late 1990s and even into 2000,
for USfirmsin particular, one popular route to investment was private sector finance
through venture capitalists and for some, following IPOs, public ownership. Investment
was significant, and revenue growth rates were high until 2000/2001. However, so were
costs, and the sector (along with many othersit has to be said) showed remarkable
tolerance toward losses - running into hundreds of millions every year.

The size of the potential for losses needs to be borne in mind by those advocating the
growth of new European businessesin this sector, and especially those who believe the
university sector can compete. Below, for example, is a quote from the Blackboard
Prospectus issued when the company issued an 1PO in mid-2004. It should be pointed out
that the nature of this prospectus and disclosure requirements (especially in the post Enron
climate) means that they are obliged to be extremely cautious and avoid anything that
might mislead or hype their potential for investors.

" Although we have been profitable in the last three quarters on a net income
basis, we have not yet been profitable for a full year, and may not be profitable
in future periods, either on a short- or long-term basis. We incurred a net loss
of $41.8M, $41.7M and $1.4M for the years ended December 31, 2001, 2002
and 2003, respectively. As of March 31, 2004, we had an accumulated deficit
of $131.9M. We can give you no assurance that operating losses will not recur
in the future or that we will ever sustain profitability on a quarterly or annual
basis.” (Blackboard Prospectus)

L osses of $40-60M ayear were not uncommon among these e-learning firmsin the late
1990s and into 2000. Needless to say, many firms and their investors have now
disappeared. There is very little continuing private sector investment and at the time of
writing e-learning firms on the stock market are generally not performing very well. While
share price is not necessarily asign of anything except investor confidence, it does indicate
ongoing concerns for future growth and more importantly, returnsin this sector.

In Europe, very few firms followed the same route to investment but there were some, few
of which are yet profitable. A rarity, such as EPIC PLC in the UK, while smaller than
many US counterparts, has been consistently profitable for a number of years and built
substantial cash reserves relative to its size. Perhaps European investors are more cautious
and have less tolerance to such large-scale losses. The scale of markets and their potential
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for generating significant capital to support growth exacerbates a problem for European
businesses wishing to grow. A typical small and fairly advanced market is Norway. Aswe
quoted above, the e-learning market in Norway was estimated at €49M in 2003. In the
same period, 50 participating e- learning suppliers recorded a sector surplus of €3.82M. A
total surplus of less than €4M earned across 50 firms does not provide a strong basis for
expansion and international growth!

The challenge for all firms that raised funds through private and stock market investment is
that without market growth, and with most unprofitable as yet, they are faced with investor
pressure for returns. Investors take risks but usually not for long, and as the recent
Blackboard Prospectus noted: “the viability and profitability of this market is unproven”.
Worse still, as so few are profitable, many face serious survival problems, as they have
been unable to build cash reserves due to lack of profits over the years. In such a position,
they are hardly attractive to new investors. Some, as we note in our future trends, may end
up being taken over by stronger players, others will not be so attractive, although may
provide skilled employees for other firms.

This leads us to support predictions that there will be further closures and, unlessthereisa
significant change in the market, many medium and large firms may not survive. In these
circumstances, it is easy to see why firms that are profitable or at least have good cash
reserves, push the message out so strongly to customers, linking their financial strength
with “market leadership”, and focusing strongly on building confidence that they have the
capacity to survive and grow.

Of course, these are not the only large suppliers. A number of suppliers from on the one
hand the ICT sector (e.g., IBM and Microsoft and on the other, from the publishing and
broadcasting world are casting their nets over various segments of e-learning users. These
suppliers are building new potential businesses or extending their offerings to deepen and
expand customer bases, and through their educational offerings, they hope to establish
lifelong customer relationships. These organisations have deep pockets. They can afford to
build their e-learning businesses with alonger-term perspective. While they will have a
very strong focus on costs and margins, their e-learning businesses are often being built
interdependently with other offerings, and for this reason, they can absorb losses in ways
that suppliers working solely in e-learning, are unable to do. However, as one supplier
pointed out at the Summit, even these companies have alimited horizon in a stagnant
market.

A further rather important note of caution isthe fact that in any innovation cycle, there are
various stages of adoption across users. In most e-learning segments, they have passed the
“early adopters’ and are moving into mainstream early adopters. Again, the Blackboard
prospectus highlights an important issue, which though describing the educational sector in
the US, applies equally to the workplace-learning segment in Europe and to some extent
the higher and VET segments as well.

“Given our clients' relatively early adoption of enterprise software
applications aimed at the education industry, they are likely to be less risk-
aver se than most colleges, universities, schools and other education providers.
Accordingly, the rate at which we have been able to establish relationships
with our clientsin the past may not be indicative of the rate at which we will be
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able to establish additional client relationshipsin the future.” (Blackboard
Prospectus).

In other words, growth in the mainstream is likely to be slower anyway than growth among
first buyers.

Finally, the public sector is alarge source of investment, particularly in Europe. Many,
many universities, research institutes and consortia of suppliers and users have
collaborated on publicly funded projects that have developed technologies, content and
services. However, almost none (there is a very small number of exceptions - among them
two of our case studies) of these has proved sustainable, partly because they were probably
never likely to be. But mostly, we believe because they have no sustainable investment
following the end of the project to build any real business, which as we can see from the
above, may need to be very substantial. It should also be added that few of these projects
areled or have partners that are capable of or really interested in actually building a new
business or developing new business products and services that might be commercially
successful.

There are also very strong differing views among policy makers and other stakeholders
about the role of the public sector in funding potentially commercial products and services,
about the importance of sharing results for the public good, and about the benefits and
value from using public fundsin thisway.
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9. Future trends in e-learning

In this chapter, we will present the synthesis of the future analysis carried out during the
study. The aim hereisto reflect on the likely developments within the European e-learning
supply side, some considerations about the current and future structure of the sector, and
which market segments suppliers might service in future. Furthermore, we seek to identify
the key future technological trends and how they might affect the European e-learning
sector as well as the main barriers for future growth in the e-learning sector.

The synthesis draws on information from several sources:

= Firstly, we will take into account the future scenarios devel oped within the study and
the web survey on the future trends in e-learning. It should be noted that the EduLearn
Third Report details the work carried out in building future scenarios and reports on the
results of asurvey of suppliers about their expectations for the future.

= Secondly, we have identified a significant number of reports, articles and surveys that
considers the future of e-learning as whole as well as specific segments.

= Thirdly, in concluding on future trends, we will reference the work of other analysts to
substantiate the arguments and proj ections that we are bringing.

The analysis of the future of the e-learning sector is necessary in order to identify areas
where the growth of the sector and the market development can be supported by European
and national policies, dissemination and co-ordination across the sector.

9.1 Future structure of the European E-learning sector

In the medium term (5-6 years from now), it can be expected that the e-learning sector in
Europe can be characterised as follows:

9.1.1 Small operators - consolidation

Many small e-learning operatorsin all product areas (technology, service and content) will
have disappeared, merged with others (both international and national) or evolved into a
different sub sector. Those that survive will have identified a valuable niche or built strong
tiesto aloyal customer base. Today, there are many very small operators (companies with
less than 10 employees estimated to be between 85 and 97% of all e-learning companiesin
the different European countries. Often companies that have more employees provide other
services in addition to e-learning. It islikely that these will represent a smaller share of the
total European e-learning suppliers (both in volume and in Euros) as the bigger
multinational and national players are likely to consolidate and achieve alarger sharein the
future in all segments. There is already evidence of thistaking place in Norway, Finland
and the UK. Currently, there are only eight e-learning suppliersin Finland with more than
10 employees (see the Finnish national report).

Consolidation among European actorsis likely to take place in different ways. We may see
acquisitions among national operators where large players acquire small onesin order to
add competencies and/or gain access to new customers. However, there are significant
barriersto this strategy. Firstly, it requires significant revenue growth and profitability in
order to accumulate enough capital to acquire companies. Secondly, achieving substantial
benefits from the acquisition is by no means a certainty. Often customers are linked to
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personal relationships and hiring a strong sales person may be a better option than buying
the whole company (subject to status of employment).

Currently, there are a significant number of national L(C)MS providersin each country,
each providing their own platform targeting both the educational and the workplace
segments or more rarely both. In future, some of these providers will find it increasingly
difficult to survive in the competition with multinational providers and open source
platforms and many will probably cease to exist. Those that survive may choose either of
the following strategies. convert to open source and sell integration services, expand into
other national markets through partnerships, convert to ASP solution and sell access to
learning content and services. Some of the strong European actors are likely to invest in e-
learning companiesin the new Member States to gain access to a cheaper multimedia
production line and a growing market. Examples of this can be seen in Finland where two
of the leading providers have invested in Poland and Latvia. Others will partner with firms
in developing economies.

9.1.2 New emergent actors

At the same time, there is evidence to suggest that new operators could emerge either in
niche areas (game based learning, simulations, open source integration) or by
complementing their current offerings with e-learning services. Our web survey suggested
that suppliers expect telecommunications operators and professional associations to enter
the market as suppliers of e-learning services for their customers. Thesein turn will present
opportunities for current e-learning suppliers as subcontractors and suppliers of relevant
technologies and will help to expand the markets by increasing the awareness of e-learning
possibilities.

9.1.3 Large multinationals

The international (predominantly US and Canada-based) e-learning operators can be
expected to continue their strong market presence in Europe and in some markets they will
increase their dominance. Firms offering L(C)M S and enterprise suites include companies
like IBM, Oracle, SAP, SumTotal and SABA, al mainly addressing the needs of large
organisations. Within education segments, they will include companies like WebCT,
Blackboard and Microsoft. Within live e-learning platforms, they will include Centra,
Interwise and Webex. Within content suppliers, they will include Pearson Education,
Thomson Corp and Skillsoft as well as a number of specialised aggregators.

In addition, the presence of strong actors, such as Tata Interactive Systems from India, and
interest in European markets on the part of othersin India, China and other Asian
countries, will increase competition from countries with access to low-cost labour for
development, potentially putting downward pressure on prices.

9.1.4 Game-based learning

Strong international entrants can also be expected within emerging segments such as game
based learning where US-based operators like Horn Interactive, Digital Mill, Socratic Arts,
Breakaway Games, ACLS Interactive could be tempted to enter the European markets
seriously on the back of a growing and more developed market in the US (Financial Times
8 Sept 2004).
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9.2 Size and growth of the markets

We have argued that the traded e-learning products and services market remains small and
has experienced limited growth over the last couple of years. It is difficult to foresee
market growth of between 10 and 20% as severa analysts are claiming over the coming
years for a number of reasons:

» The optimism among suppliers that would support this kind of outlook is non-existent

» The main source of funding for this growth would need to come from the public sector,
because this is where the majority of the market istoday.

» Usersof e-learning are increasingly demanding proof of impact and ROI calculations,
and those solutions that do, have not been well enough documented and disseminated to
encourage other consumersto invest to any extent.

We would therefore expect a much more conservative growth rate overall - more likely to
be in the single percentage figures with emerging sub-markets like simulations showing
two digit growth rates, from avery small base.

9.3 The future markets for main types of suppliers

9.3.1 Higher education

The study “Virtual Models of European Universities’ (European Commission 2004)
indicated that alarge increase in the number of courses offered in e-learning format could
be expected in the future. 65% of the more than 200 responding universities stated that this
would be one of their key priorities over the next couple of years.

The study furthermore identified three preferred models for collaboration with the private
sector in terms of e-learning devel opment and technology supply in the future. However,
less than half of universities either already practice this type of collaboration or plan to do
so in the future. Those that expect to collaborate with private operators will do so through
consortia type partnerships with publishers, through project type collaboration often with
public funding, and finally through outsourcing of IT and platform management.

Our web survey indicated that higher education is the market where open source is likely

to gain afoothold first. 67% of respondents believed that Open Source e-learning platforms
would represent a serious competitive alternative to commercial productsin 2010. In order
for open source platforms to generate a market that is not just of an experimental character,
the capacity for development and implementation resourcing will need to be addressed at
university management level aswell as processes for integration across the institution.

Mainly academic publishers are likely to address the HE market, perhaps a very few HE
institutions with specific online learning services and modules, and a small number of
commercia platform providers that will produce revenue and earn profits in the HE market
in the future. Small specialised ICT companies and large suppliers of administrative
systems to HE may also benefit from ICT integration requirementsin the future.
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9.3.2 Workplace segment

Sectors

Strong e-learning sectors in the workplace market will continue to be the ICT, business
services, financial and pharmaceutical sectors. In the public sector, it will continue to be
the national health services, the defence departments and public including local
government authorities. Sectors that may emerge as potential growth markets include the
retail sector and some knowledge-intensive industry sectors. Apart from internal education
and training for employees, there is likely to be more focus on training through e-learning
to external partners and customers in the future starting with customers and eventually
reaching suppliers. E-learning suppliers will need to focus on tailoring their offerings much
more to specific sectors, and they are likely to be asked for references within the same
sector when approaching potential customers.

SMEs

E-learning for SMEs has been a stagnant market for several years. Too many barriers
around access, customisation of products, incentives, motivation and ICT skills of
employees and employers, etc., has meant that this market has not devel oped. We foresee
thistrend will continue. Our research has shown that there is no indication from suppliers
that they see the SME market as an attractive market unlessiit is through an intermediary
(e.g. trade or professional associations) or supported by public funding. Work by Graham
Attwell for Cedefop proposes the creation of supported networks, on aterritorial or
sectoral basis to support the adoption of e-learning in SMEs (Attwell 2004a). Most e-
learning among SMEs will continue to take place in knowledge intensive companies and
ICT companies and the collaborative learning element will remain very limited. Only
suppliers with good relationships with intermediaries and funding agencies will succeed in
this segment.

Intermediary organisations

Our web survey found that respondents expect the intermediary market to develop as the
telecommuni cations sector becomes more involved in service delivery viamobile devices
and as trade and professional associations develop their services further in order to satisfy
and engage their members. Therefore, it is expected that this segment may experience
some growth in the future. However, much will depend on how quickly these channels
devel op the knowledge and competencies required to adequately develop the e-learning
services, manage the e-learning procurement process, and market the servicesto their
customers. Suppliers of technology platforms, services and content will need to be patient
with most customersin this segment. It will take time to build the trust and common
understanding. They are likely to prolong decision-making because of uncertainty about
cost/benefit and impact and customers may not react as positively as first imagined.

Social partners

The different trade unions (particularly in the oldest Member States, but increasingly also
in the new) realise the need for training and development of their membersto stay
competitive in comparison to low-wage countries. In the future, many of these trade unions
will develop e-learning services for their members to reduce costs in training provision, but
also to reach more members with more training opportunities as a good supplement to the
traditional coursesthey are offering. Thisis already happening in limited areas (typically
around ICT training) in the more devel oped markets such as Denmark, Norway, Sweden,
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Germany, Austria and the UK, but is likely to evolve further in the future. There are
opportunities for both suppliers of platforms and content, but they will need to understand
the needs and characteristics of the trades unions and the challenges they are facing.

In-house development

There is aready atendency among large consumer organisations to establish internal
content production teams in order to develop and maintain content that is needed here and
now, is reasonably low-tech (although future authoring tools will allow easy integration of
multimedia and animations), is targeted at internal learners and mainly builds on internal
knowledge components. These activities are likely to intensify in the future as the tools
become better and the need and expectation for swift training solutions grows. Already
tools targeted at subject-matter experts, such as RoboDemo, BoxMind, Macromedia
Breeze and Microsoft Producer for PowerPoint 2003 are making it easier for people to
create their own digital learning content. As these and other tools improve even more, they
are going to make it easier for people outside of the training departments develop courses
quickly and easily. Supplierswill have aroleto play in terms of selling the tools needed,
training the people in-house to develop e-learning, developing templates to be used by the
team and supplying parts of the content in terms of the more complex media.

9.3.3 Schools

The school segment will continue to be driven by the level of public funding and policy
decisions regarding the role of ICT and e-learning in education. Although several national
governments are planning investments in e-learning content and infrastructure, (Finland,
Denmark, the UK, Ireland, etc.) the European market for e-learning to schoolsis not likely
to grow much in the years to come. Many schools have introduced platforms for sharing
information and supporting the pupilsin their learning. Nevertheless, it islikely to take
years before the teaching staff and culture is ready to adopt comprehensively pedagogical
approaches that take full advantage of e-learning. In the medium term, learning material
publishers will continue to introduce text-based curricula resources supplemented by e-
learning elements, but these will typically require access to different external platforms and
be linked directly to specific textbooks.

Whether multimedia publishers succeed in devel oping complete multimedia curricula age
groups and establish a powerful position in the market both in relation to book publishers
and regional purchasing authorities for schools remains unclear.

On the platform side, there will be increasing price pressure as more and more open source
tools and in-house developed solutions are shared around. If in-house developments and
the open source tools succeed in overcoming problems of reliability, interoperability,
documentation, continuous development and standards integration, commercia offerings
will have avery tough time trying to achieve market shares in the school market.

As teachers become more ICT literate, the learning cultures slowly change in schools and
ICT infrastructures and tools improve, teachers will be devel oping more of their own
learning materials and sharing these with each other and pupils, tailoring these to
individual learners. This development, expected to happen some years from now, islikely
to present opportunities for authoring and platform tools suppliers as well as publishers
who may wish to market the best of such learning materials to a broader audience, maybe
even an international audience (subject to digital rights issues being solved).
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9.3.4 Vocational Education and Training (VET)

According to our web survey, 47% of the respondents believed that open source e-learning
platforms will offer a serious competitive alternative for usersin the VET market in 2010.
Thisis strengthened by the fact that there is already a solid base of in-house devel oped
learning platforms at VET institutions. The future growth will again depend on the level of
public funding invested in infrastructure and e-learning devel opment, but also how well the
employers, the social partners and the VET institutions co-ordinate e-learning initiatives
between them and gain a mutual understanding of expectations of benefits and
implementation requirements.

9.3.5 The consumer market

The consumer e-learning segment will consist of Internet and CD-ROM based edutai nment
products primarily for children and young people and in the long term, also mobile,
location independent edutainment to handheld devices. It will aso include standard and
individualised language learning products for the same media, and educational products
that allow parents to supplement their children’s education with online or CD-ROM based
learning opportunities. This market is partly an opportunity for the existing specialised
publishers already operating in the segments of edutainment and game based learning, but
it will also be of interest to telecommunications operators.

In future, more and more guidelines and manual s associated with complex domestic
appliances and small machines will be multimedia based with simulations of the assembly
process, maintenance, cleaning and/or usage. It will be possible to access the simulations
from various devices (PDA, Mobile phone, TV connected to Internet or a PC). Similarly,
“Do it yourself” instructions on complex tasks presented by suppliers of building materials
or DIY stores, and “educational” introductions to heritage and cultural sites are likely to be
delivered viamultimedia devicesin future.

How big this market will become depends on how easy the tools for developing the
learning materials are to use, the level of competitive edge it will offer the companies
providing these servicesin the first few years and how quickly it becomes the standard
manual in the various sectors. There are aready services established in connection with the
purchase of, e.g., cameras, but as the technology and infrastructure improves, it islikely to
expand in the future.

This market will be an opportunity for multimedia, computer agents and simulation
developers. Moreover, telecommunications operators and mobile devices suppliers will
benefit from the future developments of this segment. It is, however, uncertain just how
quickly it will develop.

9.3.6 Lifelong learning

For many years, the European Commission and many national governments have
positioned lifelong learning as a centrepiece in its education and training policy. This
segment is difficult to estimate as it overlaps with most of the other segments (particularly
VET, workplace learning and higher education). Although it is an obvious market for e-
learning products and services, it is unlikely to show much growth in the future unless
public funding is earmarked for e-learning development. The motivation of learnersto
choose lifelong learning viae-learning is limited unless it is part of aformal postgraduate
education financed by employers or required education in order to change or advance in
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careers while still in employment. In the near future, educational institutions will continue
to focus primarily on numbers on campus.

Asglobalisation is forcing outsourcing of production to low-wage countries, we can expect
several occupations going through major changesif not disappearing altogether. This
development will require rapid action from public institutions, trade and professional
associations as well as unions to create training opportunities that will alow the people
affected to access training that can re-skill them to other jobs as fast as possible. E-learning
islikely to play arolein this process; however, much will depend on the IT skills of the
target groups, and the culture and motivation of the institutions involved.

Suppliers addressing this market segment will need to understand the VET market and
build relationships with the relevant organisations. Suppliers could be VET institutions
with commercial offerings, e-learning content developers, and aggregators of e-learning
content and professional associations with their own developments.
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10. Future trends in e-learning technologies

10.1 Mobile and pervasive technologies

There islittle doubt that in the future learning solutions and services will be integrated into
awhole host of mobile technologies (mobile phones, PDAS, digital pen and paper, and in
the long term, mobile devices we have not even seen on the market yet (including wearable
devices). Two distinct potential markets are evolving:

1. Learning servicesto people on the move (peoplein jobs that require them to
continuously move, people learning and receiving information while visiting sites
and buildings, certain types of full- and part-time students needing individualised
learning education, on the move and while on external projects).

2. Learning services to people that are without infrastructure and fixed access, in rural
or remote areas and learnersin devel oping economies.

Through large-scale projects, such asthe IST MobiLearn (www.mobilearn.org) and m-
learning projects and many other research activities, several demonstrations of mobile
learning have already been developed and tested. In the US, Using PDASs in schools and
for workers on the move has aready been adopted with significant results in terms of
improved learning effectiveness (SRI 2003). In Europe, mobile learning is beginning to
devel op, and telecommunications companies such as Nokia and V odafone have already
integrated these technologies into their training and development systems. However, the
real growth across sectors not in the telecommunications sector remains to be seen. Any
growth in this market is likely to happen in the medium to long term, and adoption evenin
the medium term is more likely among high-stakes mobile employees, and among target
groups in education that are generally outside mainstream systems. Mainstream growth
will depend on how successful all the major playersin the education and training systems
are at removing the cultural and organisational barriers that continue to stand in the way of
change of thiskind.

In the long term, learning solutions and services are aso likely to be integrated into
electronic appliances, machines and information interfaces.

Technology adoption in the home is now going from just one computer to several
networked computers, from ISDN to broadband, from computer to convergence of
computer, game console, TV and sound systems.

10.2 Learning through simulations

For anumber of years, simulations have played a significant role in the training activities
of certain sectors, notably the defence and aviation industries in several countries.
Simulations are being adopted in other industries and for a broad range of skills and
competence devel opment.

Among other factors, technical barriers and the cost of development have until now
prevented the widespread use of simulations as learning tools. In the past, high-quality
simulations were simply too hard to develop at an acceptable cost and bandwidth limited
their distribution.
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Today, computer technologies, such as Macromedia Flash, have become ubiquitous and e-
learning vendors with simulation-development expertise are beginning to develop more
industry- and topic-specific simulation templ ates.

Technology and cost barriers are continuing to shrink, opening up the potential for wider
adoption of simulation technology. Already the US market has experienced growth in this
type of learning tools and expect significant growth ratesin the future.

There are till barriers to be overcome, particularly in terms of design innovation,
explicitly meeting learning objectives, demonstration of achievement of performance or
behavioural change, poor organisational integration and implementation and evidence of
effective exploitation in training environments. Computed mediated simulations are
expected to gain alarger share of education and training activities both in workplace
settings and in education.

Simulations may offer advantages over handbooks or user guides. They can complement
lectures, demonstrations and real world practice opportunities. Champions of simulations
argue that they engage students and learners while helping them retain and apply what they
have learned. As simulation technol ogies become more sophisticated and more cost-
effective to build, and with the increased emphasis on evaluating their effectiveness, it is
likely that the market will continue to grow. (Billhardt 2004). Growth may be at a higher
rate that other |earning technologies, but this is areflection of the lower base.

10.3 LMS and LCMS

Replying to our survey, and asking about the management of workplace learning by 2010,
44% of our 143 respondents supported the statement that the dominant strategy would be
integration of LCM S (learning content management system) with other enterprise systems
in enterprises, thereby creating synergies across the company. 37% believed that
outsourcing as much as possible to full-service suppliers or branded networks of suppliers
will be the strategy chosen by companies.

Whether choosing an internally or externally managed strategy, it appears that in the future
L(C)M S will become much more integrated with other workplace systemsin the
organisation, particularly other human capital related systems.

One expert (Driscoall, IBM 2004) sees the makeover of training and development changing
over the coming years due to two other factors apart from outsourcing, i.e. global
competition and the introduction of so-called smart suites. Smart suites are systems that
integrate knowledge sharing and learning with business planning activities to make the
operations smarter.

Smart enterprise suites will include the following three learning relevant elements:

1. Portals- providing a consistent user interface for business-to-employee (B2E)
users (they may be employees within the enterprise or those within the extended
enterprise of value-chain partners)

2. Collaboration - including messaging, alerting, real-time application sharing,
presence and threaded discussions — enabling the management and facilitation or
communities and learning groups providing connectivity to arange of desktop and
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mobile devices viaamix of connectivity methods is supported for both content
management and collaboration - dynamically profiling users and facilitating access
to their knowledge.

3. Content Management - including document management and Web content
management, extending to digital asset management and support for rich media—
enabling the categorisation, taxonomy generation and profiling of information.

We believe this may occur in a small number of firms where the primary capital is
embedded in expert knowledge and where there is intense focus on knowledge building
and sharing processes, and in “high performance” organisations. However, experience so
far in the use of al technologies, and especialy e-learning, suggests that for most
workplaces, such avision isunlikely to be translated into reality for some time to come.

10.4 Open Source e-learning tools

10.4.1 Open source v commercial products

E-learning is often conceived (in our view erroneously) as a product (content) delivered
through arange of technology media (Internet, CD-Rom, etc.), some of which have
become specialised and built for the objective of supporting learning. As our research has
shown, suppliers of e-learning technologies are very heterogeneous with alarge product
variety: Learning Management Systems, Content Management Systems, Virtual
Classrooms, Authorware, Test & Assessment Tools, Simulators and many more. Each of
these e-learning applications is available from multiple vendors and middlemen.

Commercial and Open Source LMS offerings

It is estimated that there are already more than 250 providers of commercia Learning
Management Systems. In addition, the JOIN project recently identified more than 40 open
source LMS offerings. Some of the most well known are Moodle, ILIAS, eduplone,
Claroline and SAKAI. Most of these have extensive developer communities and present
strong arguments for considering open source a direct and potentially viable competitor of
commercia products (Cuppola 2004).Therefore, it isavalid question to ask if in future,
open source applications for e-learning offer an aternative to commercial offerings.

European research (Wichmann/Berlecon 2002) has shown that out of the top 10 criteriafor
making a decision in favour of Open Source software applications on the desktop (not
operating platforms or databases), half of the criteria deemed “very important” are related
to cost savings and four relate to technical criteria such as protection, stability,
performance and access to code.

One of the challenges in considering this question objectively (will open source e-learning
technol ogies capture current or future market share from commercial providers?) isthe
strong ideological flavour of arguments on both sides. As noted above, clearly Blackboard
sees this as athreat to their position in the higher education segment. (Blackboard
prospectus). On the other hand, there is a strong case for ensuring that usersin the
immediate future as well as the longer term have access to the best available applications,
and these clearly should be built on open standards.

“ When procuring software for education, public authorities should consider
all software options, chosen on their merits and added value for the given
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particular learning environment and not on their model of development (i.e.
open source or commercial software). Above all, public authorities should be
encouraged to adopt software and applications based on open standards and
interoper able systems permitting heter ogeneous environments incor por ating
software regardless of its development model.” (Dewever 2004/e-learning
Industry Group 2003)

The above advice from the e-learning Industry Group (eL|G), while clearly representing
the views of its members, is a reasonable best practice guideline not only for governments,
but also for academia, industry, SMEs and others. It is areminder that the adoption
decision for e-learning should always be based on a thorough business case, regardless of
the type of purchaser. Moreover, it stresses that choosing an application based solely on its
model of development is no alternative for awell thought thorough selection and
procurement process. As our suppliers noted, poor procurement practices are currently a
barrier to effective adoption and market development, and it is clearly an areawhere
buyers must improve their competence.

It is also important to examine the demographics of the existing Open Source Community,
whichis:

Overwhelmingly male

Predominantly Generation X

Concentrated in the United States and Europe
IT professionals

Mostly college and high school graduates
Part-time participation.

(Dewever 2004/Blue Oxen 2003)

These communities built the first and second generations of open source platforms, and in
general, the developers and user communities were the same technically skilled people.
However, for desktop applications, such as e-learning, the pictureis different. Users may
have limited IT literacy and have decision patterns which, while based on functionality and
usability, also consider other factors such the long-term stability of the provider or the
availability or relevance of training. As we know from our research and discussions with
suppliers, users more often than not rely on external suppliers and service providersto
assist them in adoption and integration. (Dewever 2004)

10.4.2 Building an open source e-learning market

Open source software is also referred to as FLOSS or Free/Libre Open Source software, as
it gives userstheright to freely read, redistribute, and modify the source code. The Open
Source Institute definition stipulates, however, that open source does not just mean access
to the source code, but also that it needs to comply with specific criteriafor the
distribution. “Free” in this context refers to the first criterion: “Free Redistribution”. This
means:

“The license shall not restrict any party from selling or giving away the
software as a component of an aggregate software distribution containing
programs from several different sources. The license shall not require a royalty
or other feefor such sale.” (Open Source Institute, 2004)
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The definition of Free/Libre software consequently does not limit the potential to profit
from the software, as long as the redistribution (and other) terms of the applicable license
are respected. The implication is that open source applications can be available for free (at
no cost) or at acommercial cost. Experience has shown that open source adoption in any
organisation requires development for integration and implementation, and many
commercia providers build their services offerings around supporting thisimplementation
process. (Dewever 2004)

10.4.3 Standards

The web survey indicated that our respondents believe that standards and specifications
such as IEEE LOM, SCORM and more recently IMS specifications such as IMS LD, IMS
LIPand IMS QTI will be successfully evolved and become flexible enough to allow for
the integration of real time learning processes, simulations, games, customised adaptive
learning, digital rights management, etc., by 2010. Nearly 75% of respondents agreed or
strongly agreed that this would happen. Most researchers, even those closely connected
with standards development, agree there is some way to go regarding standards before they
will represent the sort of flexibility that is needed for al actorsin the e-learning sector to
totally accept them. It is generally accepted that all systems, whether commercia or open
source, should be built on open standards if the market is to develop. In the meantime,
developers of standardised content and platforms will introduce the standards whereas
bespoke e-learning content producers will be more concerned with interoperability for the
individual client. Discussions with our suppliers suggest that the stage at which standards
are adopted for any application or in the integration processes is related to a certain stage
of market maturity.
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11. Issues and concerns

Our conclusions are presented in a separate section. In this section, we want to highlight
some additional issues and concerns that have arisen during our research.

11.1 E-learning as a management instrument in the workplace

In their work on technology and human resources management, Martin and Doig
(2004) ask the question “To what extent is there a choice between using ICT asa
dominating and centralizing force, perhaps leading to a deskilling of employees, or asa
potentially liberating and empowering force, enhancing the role of employees and HR
managers and in re-skilling work?” (Martin and Doig 2004)

We believe that most suppliers of VLEs and LM S and arguably aso of content, are
building their markets in organisations where the technol ogies of |earning are being used
as a centralising and dominating force. Economies of scale, attempts to create and sustain
routine work tasks and patterns, and reductions in HR and training costs are some of the
drivers. One could reasonably argue that in this context worker alienation, powerlessness,
meaninglessness, isolation and self-estrangement as well asissues of ICT skillsand
learning self-efficacy all contribute to the failuresin take-up and continued resistance to
adoption.

As Attwell noted in his study on SMEs and e-learning:

“ The challenge for developing e-learning in enterprisesis the integration of
ICT in such a way that it supports devel opmental work tasks, rather than
merely electronically cataloguing and regulating routine tasks.” (Attwell
2004a)

Our discussions with suppliers also indicate that many would like their customers to use
their products and services as “a potentially liberating and empowering force”. Some, such
as those providing games and simulations, believe they are doing so, as do those

devel oping and supporting collaborative technol ogies.

The repeated references to poor procurement practices among customers are not just about
failuresin project management, it is also about afailure to understand and address the
wider social and organisational conditions for change. One factor relates to the power
position and status of the HR/training function viz. aviz. the rest of the organisation and
particularly their relationship with IT departments and operational management. Thereis
also aview expressed that HR and training managers and I T departments quite simply do
not have the business and organisational knowledge needed to define their needs and carry
through implementation effectively. Suppliers continuously refer to the need to educate
customers, weak specifications, unclear business objectives and the lack of understanding
and planning for implementation.

Given the wider evidence between the effective integration of technologies and successful

organisational change programmes (OECD 2004), it is obvious that integrating
technol ogies into workplace learning requires complementary organisational change.
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We should point out that HR and training specialists are not alonein their failure to
manage processes of I T procurement and implementation. Martin and Doig note:

“ Bassanini and Scar petta explained the significant time lags that were
apparent between technological investment and the “ hoped for” benefitsin
productivity in terms of the inability of related institutions, human capital and
organizational coordination to catch up with ICT spend. In essence, thiswas a
reworking of the implementation problem that bedevils any form of
technological change and one that highlights the importance of people and
organizations.” (Martin and Doig 2004)

An approach that deploys technologies as a dominating and centralizing force can be
aligned to the expectations (or naive determination) that most tasks can be analysed and
turned into routine and learning (provided as objects) associated with routine tasks. Given
that the requisite task and competency analysisis rarely undertaken (and extremely costly
to undertake) and that fewer and fewer jobs are actually composed of simple routine tasks,
suppliers to this market would appear to face an uphill battle.

We should also consider thisissue in relation to whether in workplace learning, learning
technology applications will be integrated into wider enterprise applications suites,
creating seamless learning and working environments. In our first report, we discussed the
work of Sam Adkins (Adkins 2003) and his belief and those of other analyststhat thisis
the direction of the future. There is much debate whether |earning technologies and the
management of learning in the workplace should, in the drive to support business
performance needs, be managed separately and operate as separate systems. It seems to us,
that the argument for full integration not only assumes the existence of highly defined
work processes linked to specific competencies, but that is also predicated on this approach
that sees technologies as a dominating and centralising force.

As Martin and Doig point out in their critique of the work of Charles Perrow, thereis
“[...] an important distinction between routine technologies, which alow for few
exceptions to known procedures and provide well-documented ways for dealing with any
exceptions that arise, and non-routine technologies, which permit many exceptions and
rely on high levels of worker discretion and levels of tacit knowledge to deal with these
exceptions.”

The former is characterised by the use of ICTs to either remove drudgework and/or de-skill
workers. On the other hand, knowledge workers, and those working in knowledge
industries, areincreasingly less and less likely to be undertaking tasks that “ allow for few
exceptions to known procedures and provide well-documented ways for dealing with any
exceptions that arise. They are aso increasingly lesslikely to require courses and learning
objects built around routine jobs and clearly defined tasks.” (Martin and Doig 2004)

Is the adoption of higher levels of e-learning in some markets (notably the UK) linked to
this drive towards using learning technol ogies as a dominating and centralising force?
Felstead et a (2001) have found that despite the claims made for greater discretion at work
thought to result from increases in work complexity, the opposite has been the case. In
their study of task discretion between 1992-2001, they found that
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“[..] in 2001 only 40% of employees thought they had a great deal of
discretion over how they did their jobs, which increased with measures of job
skills levels and with the “ Required Timeto Learn” index. Influence was felt to
be highest in employee perceptions of control over quality standards and work
effort. However, comparisons of 2001 with earlier years showed employees not
to have experienced a rise in perceptions of discretion but of a sharp fall over
the period 1997- 2001, especially over work effort. With respect to control over
work quality, the decline was most marked over the period 1992-97.” (Martin
and Doig)

We believe that one of the reasons that workplaces adopting e-learning to date have
experienced such levels of resistance is because of the failure of managers to understand
thisissue and to seek ways of using technologies to support better workplace learning
practice and improved performance. Suppliers can help by attending to this question and
perhaps by supporting quality research and evaluation that demonstrate how and when
learning technologies can lead to improved motivation, greater engagement in performance
improvements and increased innovation and competitiveness.

11.2 Where should public money be spent in the market?

We have aready highlighted some of the issues concerning investment by the public sector
in the section * Sources of Investment” we have the following considerations to add.

In very recent years, increasing attention has been given to the “ public good” benefits of
public funding in research generally, and the funding of research and innovative
approaches in education and training. Devel opments such as Creative Commons, the
Public Library of Science and recent high profile debates with the publishing sector on free
access to research findings in academic and scientific papers suggest a sea changein
attitudes to sharing the results of publicly funded projects. In well over a decade, there has
been significant (running into hundreds of millions of euros) funding of R&D, pilot

devel opments and support for dissemination of e-learning related products and services. As
we noted earlier, very few of these has ever reached the stage of becoming aviable
commercia business or generating surplus revenues for their creators. In many cases, the
policy argument for funding has been to help to stimulate supply, stimulate demand,
advance innovation or intervene where there is clear market failure. Many now question
these policy arguments or the efficacy of policies and instruments that have been applied in
the hope of achieving them. One of the most respected voices is Graham Attwell, who has
described his position in the quote below:

“ The second precept is that the public sector has a critical roleto play in
education and training and that education is a public right. This means | would
oppose the idea that public authorities should only intervene in the situation of
a market breakdown and even more importantly, would oppose the idea of a
two-tier market between private and public education providers. Thisis
important in that it means that public education authorities should attempt to
develop e-learning provision, rather than concentrating only on traditional
education delivery and systems, and allowing the private sector to develop high
value added e-learning applications.” (Attwell 2004b.
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Leaving aside the different philosophical positions, it is evident that the aim of any public
intervention is to support policy objectives - assist those that need support in preparing or
re-skilling for the labour market, providing support where there is evident market failure
and supporting research where the private sector is unlikely to invest. In the case of e-
learning, funding instruments supporting policy objectives cover awide range of objectives
and aim to operate as different types of interventions and market levels.

We believe that there has been far too little in-depth research into how much these
interventions have supported policy goals. There also needs to be attached to every
intervention, thorough evaluation to identify whether it achieved its policy aim (whether
this be stimulating supply, demand or supporting genuine innovation), and the impact in
terms of value and return to the public purse. These evaluations need to be planned
alongside the planning of the intervention, and need to be continued after the lifetime of
the intervention if they are to provide any useful information for policy decision makers.

11.3 Developing content

A number of comments we received from suppliers point to significant variations in views
between them and other stakeholders including policy makers about the role of the public
sector in stimulating content devel opment and usage. In the UK, the use of public funds
(through license fees) by the BBC to develop curriculum online was clearly perceived by
the suppliersin the schools market as damaging to market development. The attempt to
redress the balance by investing in e-learning credits where schools were given access to
funds to purchase content does not appear, at least so far, to have successfully stimulated
demand.

Across Europe, there are different views about whether a market in commercial content is
desirable or whether learning content in the education sector should be transacted freely
within a community of teachers and only supplemented in aminority of cases by
commercia products. There are also debates on how to ensure pedagogical quality,
relevance and contextual value and the role of teachers and subject matter expertsin
building resources whether for sharing or commercial trading. Finally, the questions of
intellectual property, economic copyright and the public good are unavoidable in these
debates.

In terms of sustainability, a major development is the growing movement for open content,
the argument for open content parallels open source. There are three key partsto this
argument:

1. Thefirstisthat the present restrictive copyright system is morally and ethically
wrong and that ideas cannot be treated as privately owned objects.

2. The second isthat innovation and the devel opment of new ideas and content is
naturally a collaborative activity and that the open content model builds on the
natural way in which content creators work.

3. Thethird argument is that present economic and social models for developing e-
learning content are failing and that an open content model can overcome many of
the existing problemsin e-learning. (Attwell 2004b)

There are no easy answers. Policy makers may wish, however, to share more widely and
transparently the specific outcomes, expected and unexpected market responses and impact
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studies (of which more are needed) of any interventions regardless of philosophical
position.

11.4 Costs of e-learning

Many reports point out that e-learning has been widely promoted as a cheap or cost
effective answer to promoting lifelong learning, reducing workplace-training budgets,
increasing the value of educational expenditure etc. At the same time, most researchers,
and many consultants, are adamant that e-learning cannot be seen as a cheap solution.
There may be economies of scalein the future, but even thisis open to doubt. (HEFCE
2003; Attwell 2004; Leavis 2002)

There are two issues we consider worthy of further elaboration:

» Thefirst issueisthat we should not allow arguments that point out the absence of cost
benefits to deflect us from looking for improvements in cost efficiencies in terms of
development and delivery. There are almost no reports into the design, development and
delivery processes in e-learning and where cost efficiencies might be made. This may
reflect poor business skills among many suppliersin this sector, especialy those in the
education segments and understandabl e given the “ cottage industry” characteristics of
the majority of suppliers.

Efficiencies do not need to come at the expense of quality, and we believe European
suppliers will soon face tough competition from suppliersin developing countries such
as Indiaand China operating in European markets and who are not only able to exploit
their lower labour cost advantage but are also more focused on managing costs along
their business processes.

» The second issue returns to the question of good quality and comprehensive evaluation.
Thorough evaluation leads to improved knowledge of learner behaviours, learning
outcomes, performance outcomes, business and policy impact and value for money
including return on investment. The quality of evaluation in general across all segments
is poor, too limited in scope, undertaken often too late and completed too early and the
results insufficiently disseminated. There is a serious need to identify and measure
impact, whether in terms of policy objectives, public good, or value for money spent
and preferably all three as well as to provide formative feedback to improve impact
potential.

11.5 Higher education and e-learning?

Why are HE institutions adopting e-learning in their provisions? In many cases, the
objective is not specifically articulated. For some, it isto earn new or alternative revenues,
gain efficiencies as well as explore new access opportunities and improve quality or a
combination of all of these. Where learning technologies are being used in traded
activities, the primary aim appears to be to generate new revenues or to reduce costs. The
question is “are they able to generate revenues and more importantly avoid losses, either as
technology providers (product and services sales), content providers (sales of courses), or
service providers?” Few have access to investment to launch any significant new product
or service, and the investment needed to absorb initial (which may mean a number of
years) losses. Most successful providers that have emerged form universities have quickly
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become separate entities with access to commercialy driven investment (WebCT,
Blackboard, Universitas 21).

“ Afurther error was the assumption that the private sector will make
significant investment in e-universities. There islittle reason to see why they
should regard e-universities as a better source for their funding than
traditional institutions (especially given the difficulties of undertaking research
projects through the Internet). Neither istheir any reason to see why e-
universities should be seen as generating higher incomes than traditional
institutions. There have been no convincing total cost of ownership studies to
support such a strategy.” (Attwell 2004b)

Attwell’ s view is supported by avery detailed study into the costs of different models of
delivery in the higher education sector in the UK (HEFCE 2003). This comprehensive
study concludes that for the majority of higher education institutions, e-learning cannot and
will not generate any real additional revenues with sufficient margins to make them worth
any risk investment. Thisis not to argue thereis no valuein investing in e-learning, nor the
importance of using learning technol ogies to extend access. It is, however, our belief that
there are naive and over optimistic expectations that e-learning will be a potential source of
new income for universities. Our conclusion suggests that the market for private online
learning (paid for by workplace organisations or individuals) is very small in Europe and
likely to remain so for the near future.
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12. Conclusions

12.1 The “market”

There is no European “e-learning market” but segments where e-learning is being
applied and which maybe be loosely linked and may be serviced by suppliers covering
more than one segment.

Putting a value on the traded activities in these segments is a matter of estimates, which
should be treated with great caution because of the absence of broader education and
training "market” data and more specific e-learning data.

Collectively these segments amount to probably less than €5B of traded activity. This
estimate is based on our analysis of existing data sources and discussions with suppliers.
It is an estimate of the value of sales of e-learning technologies, content and services
across all segments of education, training and workplace learning. This should not be
confused with the GVA (Gross Vaue Added) of e-learning related activity, which we
have not attempted to measure.

There are no records of cross border e-learning trading within or into Europe in these
segments.

Traded activities in most segments are showing little growth and are largely stagnant
after aperiod of significant declinein growth.

The private workplace-learning segment has been hardest hit by the economic
conditions in Europe over the last 2-3 years and would appear to show little signs of an
immediate improvement.

Buyersin private workplace learning are demanding evidence that e-learning
investment can be measured in terms of business impact.

Traded activity in the workplace learning segment (public and private sector
workplaces) was unlikely to have been more than €3.5-€4B in value in 2003.

Public sector investment in workplace learning is increasing including e-learning.

There is no evidence of growth in net revenues in higher education through online
learning.

Higher education revenues from traded e-learning activities (revenues from privately or
company funded courses) may not exceed much more than €150M.

A slowdown in growth in the sales of commercial “platform” technologies to higher
education islikely asit enters an early mainstream phase. If open source platforms
become more developed and more widely accepted, thiswill further erode potential
growth opportunities for commercial providers.
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Thetotal value of traded activity into higher education (technologies, content and
services) is probably less than €150M in Europe.

VET adoption of e-learning remains very slow and traded activitiesinto the VET
segment probably worth less than half that of the HE sector.

Schools continue to extend their use of learning technologies, but sustainable sources of
finance for continuing purchases to meet computer/student ratios, upgrades and
maintain equipment remain amajor issue in every country.

The market for traded “content” in schools remains very unclear. There are wide
differencesin policy and ideology and no one is very sure of the impact of various
policies and funding interventions.

Online assessment is growing, isinfluenced by policy and is stimulating growth in sales
of services and technologies.

12.2 Suppliers

Across all segments, the magjority of suppliers are small, usually micro- businesses.
They are often “lifestyle” businesses, have no cash reserves, are unlikely to grow and
their ebb and flow mirrors that of most small and micro- businesses.

Content suppliers are being increasingly defined by their subject/occupational/sectoral
expertise.

There are avery few large suppliers, comprised of avery few pure e-learning players, a
number of others from the publishing sector, and some from the ICT sector serving the
different segments. Some broadcasters are also e-learning players, but their activities
cannot be described as traded as they are using public funds (e.g. BBC in the UK, and
YLE in Finland). The large pure e-learning and ICT players are more likely to be
operating multi-nationally.

There are a small number of SMESs employing larger numbers (nearer medium sized) in
most European markets, supplying technologies and content.

Market |eaders are survivors of avery turbulent few years. Being a market leader carries
the message —“1 can be relied on to be here to continue to supply customersin the
future’.

Suppliersin the workplace-learning segment are benefiting from large-scale public
sector workplace reforms that have included investment in e-learning. However, these
contracts are often more complex, involve more stakeholders and have longer |ead
times.

The high levels of losses among large and high-growth suppliersin the past have been

reduced after very serious reductionsin costs. However, although the gap between
revenues and costs is much narrower, there are few players showing real profitability.
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The focus on cost reduction has resulted in employee reductions and acut in R&D and
product devel opment budgets.

Some suppliers use low cost labour countries for part of their development and
production capability. These include Asia but also some new Member States.

Several years of loss accumulated has left many suppliers without cash reservesto be
able to continue operations if there is no growth soon.

Thereislikely to be further closures, some more consolidation, probably through
attrition rather than mergers.

Thereislittle available investment and investment confidenceis low.

Suppliers have difficulties in finding employees with business devel opment and
customer facing skills.

Suppliers seem to be looking more to Asiafor sales opportunities rather than new the
Member States and Eastern Europe. This may be because there is an expectation that
greater volumes and economies of scale arelikely in Asia.

12.3 Policies and public interventions

There is no evidence that policies have helped to stimulate supply of traded services -
with the possible exception of online testing/assessment services. This does not mean
policies have had no impact, it does mean that there is no supporting evidence to link
policies with supply stimulation.

Public policies and funding instruments have stimulated demand for traded products and
services mainly in schools athough it is impossible to know how much this would have
occurred anyway and how much has led to sustainable usage. In the case of e-learning
creditsin the UK, one funding instrument has been developed to counterbalance the
impact of other public funding. Asagreat deal of public funding is not on a permanent
or sustainable basis, the impact on growth in the supply sideis not straightforward.

Policies have helped to foster partnerships and build public private dialogue.

Policies to encourage higher education to trade in online learning with the objective of
generating new net revenues should be seriously re-examined. Poor quality procurement
practices (in all sectors but especialy in the public sector) are a barrier to growth and
adoption.

There istoo little comprehensive and good quality evaluation of public policy objective
impact or value for money in all segments.

Although, there is evidence of much development work on awide range of open source
virtual learning environments and management systems, too few of these are actually
having areal impact on the delivery of education and improvement of the learning
process at HE institutions.
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12.4 Overall

Finally, we believe the picture emerging for e-learning is not one where high volume
commodity trading will generally occur. Rather, traded services in technologies, e-learning
content and services in education, training and workplace learning will be built around
customer relationships and higher end/high value products and knowledge services.
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13. Recommendations

13.1 Recommendations for policymakers

Both at national level (across ministries/departments) and European level (across DGs
and between countries), a key recommendation is to continue to develop a coordinated
vision and action with regards to e-learning infrastructure and development and to
exchange experiences and good practices not just in relation to SMEs, but also in
relation all aspects of the e-learning sector.

Keep the“e” in e-learning! Although thisis about learning, the “€” dimension is
distinctive and we are only at the very early stages of building our understanding of how
these technologies will be integrated into education and training systems, and how they
may influence changes in those systems.

Short term publicly funded projects are not likely to stimulate sustainable demand or
supply. These types of projects should only be used to develop user “readiness’ and
good practices as well as to undertake robust policy related socio-economic research.

Funding content development with public funds is questionable and much better
evaluation is needed as to whether thisreally is the way to devel op usage and create
sustai nable continuous streams of quality content.

Further funding for the development of LM S and VLE, etc., should be seriously
guestioned. There are already hundreds of such tools available in Europe. However, we
recommend that there is an argument in favour of using funding instruments to
encourage the implementation of open source systems, which may lead to improved
systems and stimul ate the growth of a critical mass of implementers and users,
especialy in HE.

There appears to be much greater growth in usage of learning technologies and related
products and services than corresponding growth in sales from suppliers. We therefore
recommend that research into the GVA of e-learning be the subject for further research.

We urge policy makers and suppliers to invest in much more ongoing formative
evaluation, comprehensive and in-depth impact including Return on Investment studies
planned from the start of any e-learning project or implementation.

We conclude that the various segments that make up the “ e-learning sector” are not
going to “take off” into high levels of growth in the immediate future. Therefore, we
recommend that policymakers should not predicate other policies on the assumption that
demand for e-learning products and services will grow either rapidly or much in the
near future.

Policymakers should continue to support skills development among users, not just
teachersin the public systems and not just in pedagogical and IT competencies. The
poor quality of procurement experienced by suppliers suggests there is a need for other
competencies such as those required for project and change management, business
skills, value chain and business process analysis etc. There is also a strong argument to
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introduce more flexible instruments to support those in public education systems
deploying and implementing open source systems — both to ensure they have the right
skills and to fund the human resources needed in the educational institutions to carry out
the development work needed for implementation.

We also recommend that policy makers consider how public interventions could support
skills development among suppliers. Particularly in areas such as the management of
customer relationships, business skills, value chain and business process analysis, e-
learning procurement - as well as pedagogical knowledge.

Policymakers should consider how the public sector through its workplaces could
provide demonstrable leadership in implementing learning technologies that lead to
measurable improvements in learning and performance and achievement of public
sector reform goals.

We recommend that policymakers examine the availability and investment requirements
of suppliers, especially those developing high risk, innovative products and services.
We recommend that any review of the availability of investment looks beyond start up
funds and covers the lengthy lead-time into profitability.

We support Attwell’ s recommendations with regard to SMES. We believe that SME
adoption will not happen much at an individual company level and provision of e-
learning products and services needs to be part of structured local/sectoral
networks/business support structures. We consider that achieving afeasible supply and
distribution chain here will require really sophisticated analysis and experimentation.

Policymakers should support the improvement of public procurement in relation to the
purchase of e-learning. This could be done through the definition of standard procedures
and competence development for personnel responsible for sourcing e-learning products
and services.

Policymakers should promote e-learning use to professional associations. These have
the potential scale, but lack knowledge and competence to exploit the opportunity.

Generally, information about e-learning policies/initiativesis not well known amongst
e-learning suppliers. While we acknowledge the important existence of ELIG, most
suppliers are more likely to access information about e-learning policies and practices
either through local business services sources, business and news journals and directly
through the web. More needs to be done to engage directly with them.

Policy makers supporting e-learning need to work more with curriculum and assessment
bodies to encourage the adoption of technologies in mainstream education and
occupational training.

The Bologna and Copenhagen processes supporting credit transfer and portability of
qualifications are extremely important, but need to go further so that the systems are
flexible enough to allow learners to select from different institutions using different
modes (e-learning, on campus learning, blended learning) to build their education and
occupational qualifications.
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13.2 Recommendations for suppliers

We strongly urge suppliers to include comprehensive formative and impact evaluation
as part of their product/service mix. Including high-quality formative and well asimpact
evaluation will help suppliers and their clients build in mechanisms to gather feedback
to ensure objectives are being achieved and reinforce alignment, and it will help to
gather robust and verifiable data to demonstrate impact and value.

We strongly urge suppliers to adopt open standards and to work with European
standards bodies and researchers to ensure interoperability.

We recommend that higher education suppliers and users consider the full costs as well
as benefits of open source including their role in contributing to better quality e-learning
through the contributions of the higher education community to improved platforms
through adoption devel opment and implementation.

We recommend that higher education suppliers make more effort to evaluate the real
costs and benefits of developing and delivering commercial e-learning programmes and,
where any public funds have been utilised, publish separate financial statementsto
allow public scrutiny of the value of these programmes.

We recommend that information about suppliers from more devel oped marketsin the
old Member States of the EU and suppliers and developers in the new Member States
(and candidate countries) be shared through some kind of “marketplace” where
intelligence about market development, commercial partnerships and devel opment
opportunities can be exchanged.

International suppliers and those working across different European countries need to
build a better understanding of the different characteristics and processes operating in
education, training and workforce development systems. Large suppliers are working
with very large companies, and have sophisticated dissemination activities. Thereis
therefore atendency for much of the information about e-learning adoption and trends
to be based on information from these large suppliers and users. This needs to be more
clearly understood as these users, as is the case with most large firms, do not represent
the characteristics of most SMEs, or many public sector organisations or for that matter,
the majority of usersin the education and vocational training systems.

We recommend that networks of suppliers and/or suppliers' representative groups
consider how they can build the skills and competencies of employees especialy in
customer facing, business development and project management and consult with
relevant education and training bodies to develop the high-quality skills needed.
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14. Annexes

1 Contributors
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3 Abbreviations

4 Previous reports within the study (enclosed separately):
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Phase 2 Report: Case studies summary, Work Package 2. 2003-3212/001-001 Edu
ELEARN

Phase 3 Report: Future analysis of the e-learning supply sector
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