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Economics
eLearning

MOOCs and Base Funding as a 
Comparative Study
This article considers the economic logic of eLearning, or more specifically the 
cost-effectiveness of Massive Open Online Courses (“MOOCS”), which has 
managed to capture the fascination of the higher education sector; or more 
specifically, its Vice-Chancellory.

The principle means of considering this effectiveness is to test whether the 
effectiveness of MOOCs (educational outcomes) aligns with the efficiency of 
MOOCs (cost of delivery. It will also make this comparison within the broader 
context of various major socio-economic factors that interact with education, 
particularly in the context of attempting to marketise the delivery of education. 
I will also make a comparison to base funding of universities in relation to those 
socio-economic factors.

This paper draws significantly from human capital theory, as it defies the economic 
value of labour performed as a result of competencies, knowledge, and creativity. 
Specifically, this paper claims that there exists an explicit connection between 
investment into human capital development and education (and its position within 
economic development, productivity growth, and innovation). Importantly, human 
capital resists being reduced into pure economic value, and has a large number 
of externalities (public goods) that are difficult to articulate. The hypothesis of this 
framework is to contend that higher education, as a sector driving human capital, 
is poorly suited to marketisation (in comparison to other types of public services). 

As a delivery mechanism, MOOCs is a customer-driven model and emphasises 
the student as a customer. In doing so, it is begging the question of where the 
cost of education delivery should lie. In principle, this helps offset the cost of 
education by spreading it across a broader numbers of students, providing 
efficiency dividends. By assessing the economic logic behind MOOCs, this 
article can either validate or repudiate this attendant claim. Namely, that the 
marketisation of the delivery of higher education is helping to offset the public 
subsidy of higher education through said delivery mechanisms.

As a point of comparison this paper compares two models: firstly, it will refer to 
Massive Open Online Courses (“MOOCs”); secondly, it will consider base funding. 
MOOCs provide a suitable source of inquiry because it is seeking to offset the 
public subsidy of higher education through its delivery mechanisms. MOOCs, 
as a delivery mechanism, exhibits many of the attributes often associated with 
marketization; being much more of a customer-driven model (Pierre, 2001, p. 
55); emphasising the role of the student  as a customer transferring the focus of 
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investment away from collective welfare (public benefit) into individual empowerment (private benefit) (Pierre, 
2001, pp. 64-65). As a form of eLearning, MOOCs provokes questions with regards to where the cost of 
education delivery should lie. In theory, it could potentially spread the cost across broader numbers of students, 
providing efficiency dividends, using market-type mechanisms to influence the allocation of public resources. 

Contrast this to Base Funding,1 as articulated in the Review of Australian Higher Education (“the Bradley 
Review”) (Bradley, Noonan, Nugent, & Scales, 2008) and, more specifically, the Higher Education Base Funding 
Review (“the Lomax-Smith Review”) (Lomax-Smith, Watson, & Webster, 2011), which both recommend, inter 
alia, to increase the level of public investment into higher education to ensure better quality of education, but 
also to ensure that the issue of competition doesn’t interfere with the tenure and independence of academic 
thought. Both reviews emphasised the importance of academic excellence as being of great significance, but 
recognised that a return on investment (“ROI”) of public spending was important.

Private and Public Benefits of Higher Education
One of the core contentions in this debate is the question of whether the benefit of education is more public or 
more private. The question is whether the benefit of education is an issue of collective welfare (public benefit) 
and more of individual empowerment (private benefit), and therefore who should carry the greatest burden of 
its cost. 

In Australia, the issue of public subsidy is reconciled through income contingent loans; making education 
free at the point of delivery, but allowing the cost to be recouped if/when that individual passes an income 
threshold. It is a position reasonably consistent with human capital theory, particularly in light of marginal 
productivity and Spence’s theories on job market signalling (Spence, 1973).

This paper objects to the marketisation of education, and the presumption that students acquire more private 
benefit than  generate public benefit. It sustains an argument that claims to this effect are obscured by the 
comparative ease of measuring private and public benefit, particularly in terms of direct monetary benefits 
(Cochran & Malone, 2010, p. 265).2 

A recent study by the Institute for Higher Education Policy (“IHEP”) listed a number of observed private 
benefits that correlated to higher levels of education, including: increased lifetime earnings, increased annual 
income, and increased ability to maintain employment (IHEP, 2005, p. 7); as well as increased health (IHEP, 
2005, p. 13). It also observed the increased employability would have some public benefit due to alleviating 
the need for social welfare to support those individuals (IHEP, 2005, p. 11), which would also extend to health 
care in the Australian context. The report found correlations between higher levels of education and increased 
community and voluntary involvement, as well as increased civic involvement and voter consciousness (IHEP, 
2005, pp. 15-17). 

The OECD also found (OECD, 2012, pp. 34-35) that the benefits of education are not just personal, but have 
increased social benefits, including additional tax receipts, lower social welfare payments (more people into 
the labour market). Additionally, such public returns account for the costing of that education, noting that the 
net gains on the ROI are positive; albeit, wider economic and social benefits were derived from higher levels 
of education. Specifically, on average, across OECD countries, the net public return from investment in tertiary 
education exceeds USD 52,000 for a woman and USD 100,000 for a man. It found that half the economic 
growth for OECD countries derived from labour income growth at the tertiary level of education; noting that 
Australia was one of the countries that enjoyed the most attractive wages for tertiary-educated individuals; that 
despite the economic downturn of 2008, the labour income growth amongst tertiary graduates still generated 
a positive impact on GDP (OECD, 2012, p. 38).
1 ‘Base’ funding includes all government grants for teaching and learning. Government funding for teaching and learning is 
broader than funding under the Commonwealth Grant Scheme.
2 It is worth noting that human capital theory necessarily avoids a number of external critiques, some of which are highly 
provocative. Some of these include Marxist critiques, implicating class conflict, and perhaps Bordieau’s critiques of higher education as 
socially stratifying privilege in a new quasi-class system. These critiques draw upon significant theoretical discourse, which is beyond 
the scope of this paper, and are thus not contended with.
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The Australian context is explored by the Grattan Institute, in their Graduate Winners Report (Norton, 2012). 
Their findings on public-private benefits conform to those described above, but also offered a few additional 
key observations that complicate the estimation of economic value. Presuming a ‘rational choice model’, 
individuals should select for higher education in relation to a balance between the private benefit and personal 
cost: they thus observe that a desirable subsidy would overcome the disincentive of higher education, because 
there is some public loss where the potential student elects not to acquire a higher education (Norton, 2012, 
pp. 8-9). In following this presumtion, the report estimates what the net private benefit for men and women in 
each discipline should be, and determines the economic value necessary to prescrib the quantum of public 
subsidy (Norton, 2012, p. 11). Finally, it observes that in the last 23 years, several fluctuations have altered 
the balance of public-private contributions, which weren’t followed by equivalent fluctuations in decisions to 
take higher education, but found evidence that 98% of high school graduates that choose university did so for 
reasons other than economic benefit (Norton, 2012, p. 12). 

There are several points to take away from the above research: that the social benefits of higher education are 
harder to quantify, particularly with regards to the externalities of higher education; that potential students act 
more consistently with a bounded rational choice model in terms of choosing higher education; and that both 
of these facts obscure the estimation of the ROI on public subsidy. 

Base Funding as a Base Line Comparison
The Lomax-Smith review conducted a comprehensive examination of the status of Base Funding in Australia, 
with clear recommendations that the average level of base funding (constituting only 35% of university income 
in 2010) should be increased “to improve the quality of higher education teaching and to maximise the sector’s 
potential to contribute to national productivity and economic growth” (Lomax-Smith, Watson, & Webster, 2011, 
p. xix). Likewise, the Bradley Review contended that increased investment into higher education was necessary 
“to prepare us to compete more effectively as the global race for talent intensifies” (Bradley, Noonan, Nugent, 
& Scales, 2008, p. 141). 

The Bradley Review notes several reasons for increased base funding, which include international (particularly 
OECD) comparisons of the percentage of GDP expenditure (Bradley, Noonan, Nugent, & Scales, 2008, pp. 
146-7). The review also noted the risk associated with funding, with many institutions operating on marginal 
or deficit budgets in 2007, warranting increased public subsidy (Bradley, Noonan, Nugent, & Scales, 2008, 
p. 148); importantly, these pressures were seen to contribute to diminished return on the quality of teaching, 
manifest in larger classes, longer hours for academic staff, less one-to-one contact with students, and 
diminished participation in research; all leading to diminished student satisfaction (Bradley, Noonan, Nugent, 
& Scales, 2008, p. 149), potentially affecting the attractiveness of Australian education. 

The Lomax-Smith Review, several years later, highlights a number of reasons for concern over diminished 
Base Funding; some iterate those provided above, but also outlining the increased casualisation of the work 
force, which is considered to potentially exacerbate diminished student engagement and poor institutional 
continuity (Lomax-Smith, Watson, & Webster, 2011, p. 8). It also observed that, despite contrary predictions 
in the Bradley Review, that demand-driven funding had led to an expansion of student numbers, but that 
higher education providers could only partially meet the necessary quality of education for these increased 
numbers with sufficient funding into infrastructure and is an unsustainable practice; the impact of demand-
driven funding, placing the decision-making power more within the university purview on offering placements, 
could potentially create a range of inefficient incentives and disincentives (Lomax-Smith, Watson, & Webster, 
2011, p. 10).

What is particularly telling about both these reviews in comparison to MOOCs is the similarity of purpose: both 
reviews identify human capital as the principle driver; both reviews and MOOCs offer a means to increase 
the total amount of revenue for higher education providers, but differently through increased funding or cost 
reduction.
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Economic Rationalisation & eLearning
The higher education sector is on the verge of a new wave of eLearning, spearheaded by MOOCs; the 
New York Times dubbed 2012 as “the Year of the MOOC” (Pappano, 2012). Further, the Higher Education 
Conference 2013 gave significant attention to MOOCs; a position iterate by its Chair, Sandra Harding, in 
a National Press Club address. MOOCs are a consequence of the effects of Metcalf’s Law, particularly in 
relation to the internet, social media and collaboration. 

Positions advocating MOOCs range from those of Craddock, outlining the potential efficiency dividends 
that might be derived their implementation (Craddock, 2013), to the future and purpose of Australia’s higher 
education in a globalisation context, needing to prepare Australia’s knowledge-base for the Asian Century, 
and to up-skill Australia’s labour force for the digital economy (Harding, 2013). What we can observe from this 
spectrum of statements is a huge diversity of the potential economic and social significance of MOOCs, often 
couched in terms of the viability of its pedagogical integrity. 

This spectrum has been articulated further by a broad range of academics and educators,3 identifying some 
core issues around the implementation of MOOCs. Snyder (Snyder, 2012) observes that, despite purportedly 
offering free education, its current models provide the dissemination of free information, which is then not 
adequately accompanied by assessment. Byrne (Byrne, 2012) echoes Synder, but also critiques claims that 
MOOCs will replace traditional learning, particularly in areas with practical components; also contending that 
there is sine non qua in attending university that cannot easily be accounted for in estimations of a ROI. 
Morgan (Morgan, 2012) follows Marginson stating MOOCs diminish the diversity of educational experiences, 
producing a homogenised experience; that a number of culturally contextual subjects exist, which require 
direct interaction unachievable through MOOCs: she warns of a cultural hegemony that might eventuate from 
the predominance of one cultural framework embedded in the delivery of education. 

Conversely, we see more optimistic speculations, but even they are caveated: Sadler (Sadler, 2012) contends 
that MOOCs would augment the global competitiveness of Australia’s education market, albeit current business 
models are unsustainable with 85-90% dropout rates; likewise Norton opines (Palmer, 2012) that for MOOCs 
provide a potential educational opportunity, but for them to achieve sufficient economic incentive, they have 
to offset the perils of delivery with better flexibility, both in terms of delivery but also capacity to transfer credit, 
and acquire credit through different providers. 

These opinions express scepticism regarding the ability to leverage the ROI purported to be offered by 
MOOCs; a combination of concerns acknowledging potential efficiency dividends, but likely countermanded 
by diminished effective pedagogy, with educational outcomes sometimes positioned in opposition to efficiency 
dividends. Accordingly, in order for MOOCs to be implemented as a market-type mechanism, it must adequately 
incorporate the private pedagogical and social benefit that education offers, which is partly a reflection of the 
aforementioned difficulty in measuring those benefits but moreover articulates a kind of insulation against the 
effective commodification of education delivery.

We also see a juxtaposition, and potentially conflation, of macroeconomic and microeconomic principles; 
highlighting the intersections between education and growth at the individual (microeconomic) and national 
(macroeconomic) levels. Though this is still consistent with notions of human capital, these articulated drivers 
encapsulate the role of the higher education sector, in terms of an increased need for human capital particularly 
in order to prepare Australia for the new Knowledge Economy and the Asian Century (Universities Australia, 
2013, pp. 8-9). Other drivers include: the increasing numbers of student participation at universities from 3% 
to 37% of young Australians holding bachelor degrees from 1970 – 2013 (Universities Australia, 2013, p. 
13), coupled with credential creep; and barriers preventing access to higher education by regional students 
(Universities Australia, 2013, p. 16). This, coupled with a decrease in public subsidy, it is unsurprising to see an 

3 Note, that I have selected a sample of articles from the Conversation for this to specifically bias the sample towards being 
grounded in academically-based opinions.
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emphasis towards economic rationalisation: a recent survey by the Council of Australian University Directors 
of Information Technology (“CAUDIT”) (Hansel, 2013), observing a distinct change in the Top 10 priorities from 
2012 to 2013, including ‘supporting IT enabled research’, ‘supporting and enabling learning’, and positioning it 
to transform business functions’ as the top three. These changes describe a measured and arguable shift in 
university CIOs’ foci: with all new initiatives being framed in terms of their economic rationalisation.

Buchanan (Buchanan, 2011) observed of eLearning (such as the Digital Education Revolution (“DER”)4), 
that it is frequently conceptualised within a human capital theorised lens of globalisation: education builds 
the future economy (a technologically-driven informational knowledge economy), and subsequently embeds 
technology institutionally as engendering such growth. Selwyn (Selwyn, 2012) outlined broad connections 
between educational technology and global social trends, even while little has been done academically to 
link eLearning to globalisation discourse. Instead, he argues that what emerges is a rhetorical position that 
articulates technology as transcending into supranational status (i.e. the World Wide Web). Such language, 
such as “information age” and “knowledge society”, makes explicit overtures to incepting a post-industrial 
era, achieved through globalisation (Drucker, 1999). Such positions assume that the knowledge society, or 
knowledge economy, is both real and imminent, and with regards to the higher education sector, there are 
preconceptions on globalisation having increasingly commodified higher education, reframing it as a fluid and 
competitive process between both institutions and individuals (Stanley, 2012). 

The above described a contextualisation of eLearning within globalisation, which embeds an institutional view of 
technology in accordance (perhaps unintentionally) to marketisation principles; wherein increased networking 
to a broader diversity of information, and access to multiple institutions is transferring the estimation of the 
value of public education increasingly to individuals; yet, as we saw earlier the bounded rational choice of such 
individuals affects the ability for the public to derive optimal benefit.  By purposing higher education towards 
the Knowledge Economy, there is a failure to critically assess the use of technology to do old tasks in new 
ways, and an emphasis on the delivery of content, rather than the cultivation of (critical) skills, required for this 
new Knowledge Economy. In consequence, we see a resilience of the sector to respond in appropriate ways, 
and thereby devolve the necessary advantages proposed by MOOCs through marketisation (as opposed to 
its potential educational opportunities).

Conclusions
In the context of human capital both paradigms (MOOCs and Base Funding) encountered an irreducible 
problem regarding the ROI, and the cost-benefit of education from both macroeconomic and microeconomic 
perspectives; all signified by the differentiation between effective education and efficient education. While 
it would not be adequate to state that effectiveness and efficiency are necessarily countermanded in either 
models, they are positioned in tension with each other more often than not.

Through these comparisons, we see that underlying the macroeconomic arguments of human capital, there 
is a necessity for the provision of education to be of a high calibre in order to deliver an appropriate ROI. In 
such comparison, the economic disconnects are more apparent, particularly when considering the financing 
of education from a microeconomic perspective. When operating with a finite budget, one is obliged to work 
within their constraint, but when operating under a lack of certainty over budget over a period of time, one is 
still required to consider the best ROI, whether through staff-student ratios, through infrastructure, teacher 
training, or student wellbeing initiatives. Even assuming some level of an economic rationalism with regards 
to eLearning, there must be some grounding to demonstrate that it is truly more cost-effective initiative than 
other options, and what trade-offs in pedagogy are to made at what costs.

The higher education sector is significantly resistant to successful marketisation; macroeconomically, the 
4 While the Digital Education Revolution was principally used to describe the implementation of ICT through K-12 schools, we 
are seeing the same rhetoric being taken up and co-opted by the higher education sector, meaning that many of the insights about 
pedagogical viability should be derived from literature around the DER. There is also a cyclical issue here as many of the links between 
globalisation and education derive from analyses within the higher education sector more broadly: see (Marginson & Wende, 2007).
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attempt to increase efficient coming at the cost of effectiveness, dilutes the utility of education in leveraging 
human capital; microeconomically, there is a dependency on public rationality, which is not evident from 
empirical evidence.

Bibliography
Bradley, D., Noonan, P., Nugent, H., & Scales, B. (2008). Review of Australian Higher Education. Retrieved 

from Department of Education, Employment and Work Relations.

Buchanan, R. (2011). Paradox, Promise and Public Pedagogy: Implications of the Federal Government’s 
Digital Education. Australian Journal of Teacher Education, 36(2), 66-78.

Byrne, E. (2012, November 20). Online learning glitch: MOOC flaws will be hard to resolve. The Conversation.

Cochran, C., & Malone, E. (2010). Public Policy: Perspectives and Choices (4th ed.). London: Lynne Rienner 
Publishers, Inc.

Craddock, S. (2013, May 16). MOOCs or campus? In the future, you choose. The Conversation.

Drucker, P. (1999). Beyond the information revolution. The Atlantic Monthly (284), 47-57.

Hansel, A. (2013). 2013 – The Year the Piper had to Change the Tune. Sydney: IBRS.

Harding, S. (2013, April 8). National Press Club address: Sandra Harding on the future of universities. The 
Conversation.

IHEP. (2005). The Investment Payoff: A 50-State Analysis of the Public and Private Benefi ts of Higher 
Education. Washington: Institute for Higher Education Policy.

Lomax-Smith, J., Watson, L., & Webster, B. (2011). Higher Education Base Funding Review. Canberra: 
Department of Education, Employment and Workplace Relations.

Marginson, S., & Wende, M. (2007). Globalisation and Higher Education. Paris: OECD Education.

Morgan, R. (2012, October 16). Deadset? MOOCs and Australian education in a globalised world. The 
Conversation.

Norton, A. (2012). Graduate Winners: Assessing the public and private benefits of education. Melbourne: 
Grattan Institute.

OECD. (2012). Education at a Glance 2012: Highlights. Paris: OECD Publishing.

Palmer, C. (2012, November 7). Credit for MOOCs presents challenges in Australia. The Conversation.

Pappano, L. (2012, November 2). The Year of the MOOC. The New York Times.

Pierre, J. (2001). The Marketization of the State: Citizens, Consumers, and the emergence of the Public 
Market. In B. G. Peters, & D. J. Savoie (Eds.), Governance in a Changing Environment (pp. 55-81). Montreal: 
McGill-Queen’s University Press.

Sadler, D. (2012, October 12). How Australian universities can play in the MOOCs market. The Conversation.

Selwyn, N. (2012). Education in a Digital World. New York: Routledge.

Snyder, M. (2012). Much Ado about MOOCs. Academe, 68(6), 55.

Spence, A. (1973). Job Market Signaling. Quarterly Journal of Economics, 87(3), 355–374.

Stanley, G. (2012). Globalization, the Changing Nature of Higher Education and International Rankings of 
Universities. In W. Bienkowski, J. Brada, & G. Stanley, The University in the Age of Globalization: Rankings, 
Resources and Reforms (p. 17). Basingstoke: Palgrave Macmillan.

Universities Australia. (2013). A Smarter Australia: An Agenda for Australian Higher Education 2013 - 2016. 
Canberra: Universities Australia.


