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Australian universities
are at a tipping point

In 2014, universities in Australia
collectively recorded a 6.8 per cent
operating surplus, with only three
institutions operating at a loss.

By 2020, 40 per cent of universities
were in deficit, increasing to 70 per
centin 2023.2

Australian universities' financial decline

In the last ten years, policy decisions and external pressures
have created significant financial challenges for institutions
that form the foundation of education, research, and
innovation in Australia.

Australia's university sector is grappling with significant
financial challenges. The COVID-19 pandemic triggered a sharp
decline in international student enrolments, a crucial revenue
stream for many institutions. With reduced government
funding and increasing operational costs, universities face
severe budget deficits.

The average funding for a Commonwealth-supported student
place fell by 8 per cent between 2013 and 2023.

During the past decade, Australian universities experienced
steady growth in international student revenue, driven by the
strong global reputation of leading Australian universities.
This income played a critical role in covering gaps in domestic
funding. However, the pandemic severely disrupted this
revenue stream — Australian higher education export income
fell from $25 billion in FY20 to $13.5 billion in FY22.2 While
the sector has largely recovered, many universities have yet
to fully bounce back.

Australian universities have weathered a series of challenges,
including a decline in government funding and a drop in
international student revenue following the global pandemic.
The recent introduction of Ministerial Direction 111 (MD 111),
which came into effect in December 2024, has significant
implications for Australia’s international education sector.

It replaces MD 107 and introduces a priority-based visa
processing system that indirectly enforces enrolment limits
without formal legislative caps. This has further disrupted
the higher education sector, tightening university finances,
making it harder to fund campus upgrades and maintain
research programs.

The rapid rise of online learning since COVID-19 has
significantly reshaped traditional views on pedagogy and
intensified global competition for students. As remote
education becomes more viable, many universities face
under-utilised capital assets, such as buildings not
optimally designed for modern learning, and a need to
redesign product strategies accordingly. At the same

time, increased government investment in the Vocational
Education and Training (VET) sector and Technical and
Further Education (TAFE) and changing public attitudes
towards the value of traditional higher education methods
are influencing student choices, adding further pressure on
higher education enrolments.
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As a result of the above, many universities have resorted
to restructuring efforts and large-scale staff reductions to
stabilise their finances, triggering a wave of changes across
the educational landscape.

Recently, the Australian Financial Review has published
several articles on the topic. For example, in the article
dated 13 April 2025, it was reported that the University of
Technology Sydney “is pushing ahead with a contentious $100
million cost-cutting program that will see 400 staff sacked
despite a record intake of foreign students in the autumn
semester, mainly due to a resurgence in demand from China".*

Additionally, the article from 7 February highlights the
Australian National University as it “pushes ahead with a
major overhaul at the university, which will cut $250 million
in costs by 2026. Students and staff await details on how the
reorganisation will affect their areas, although a university
employees’ union has estimated up to 650 jobs will go” .

Number of universities in deficit
Australia, 2017-2022?
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‘ ‘ The international student caps are hitting our University
hard, as is increased competition for students”

- University Vice-Chancellor’
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Ripple effects beyond
a budget cut

This situation facing our universities
transcends the budgeting challenge
— it is a profoundly human and
strategic issue, with far-reaching
consequences for academic quality,
student experience, staff wellbeing
and Australia’s global reputation.
Ultimately, it threatens the strength
and sustainability of the nation's
future workforce.

Implications for Australia’s Higher Education Sector

University financial challenges have far-reaching and
multifaceted consequences that extend beyond short-term
fiscal strain. They threaten long-term viability and underscore
an urgent need to invest and consider alternative levers that
can strengthen financial sustainability.

Staff reductions, while often considered necessary for
institutional survival, directly affect individuals’ livelihoods
and academic communities’ well-being. Beyond the
immediate job losses, remaining staff are frequently
expected to absorb additional responsibilities, leading to
increased workloads, burnout, and declining morale.
This can create a cascading effect, diminishing the quality
of teaching and support services delivery, limiting time

for research and eroding the collaborative culture that
underpins effective universities.

In parallel, academic programs are under threat.
Institutions may be forced to cut or consolidate courses,
particularly those with lower enrolment numbers or
higher delivery costs, such as niche humanities subjects,
risking a narrowing of academic offerings. This can limit
students’ access to broad, interdisciplinary education and
disproportionately affect underrepresented communities
and international cohorts, undermining equity and inclusion
in higher education. Simultaneously, the rise of online
learning is compelling universities to rethink their product
strategies, re-evaluating how programs are designed,
delivered and differentiated in an increasingly competitive
and digital-first environment.

Another key area of concern is the student experience,
which sits at the heart of a university's mission and
reputation. Fewer academic and professional staff means
fewer student touchpoints -less one-on-one support,
fewer mentoring opportunities, and longer response

times. Administrative systems become stretched, student
services like counselling and career guidance suffer, and
class sizes grow. The cumulative impact can reduce student
satisfaction, weaken learning outcomes, reduce retention
rates and damage Australia's hard-won status as a top global
destination for higher education.® With some current and
future students already questioning the value of university
degrees, further eroding funding, student experience, and
service delivery might result in a ‘brain drain’.
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This phenomenon is already occurring in other countries,
such as New Zealand, where students are leaving to improve
their education.”

Another critical risk facing the sector is the deterioration
of research capacity and its implications for long-term
financial resilience. Research income is under increasing
pressure, intensified by the Covid-19 pandemic, declining
international student revenue and weakened collaboration
between research, industry and innovation sectors.

These challenges are pressuring institutions to scale back
investment in critical research infrastructure, early-career
researcher programs and long-term programs. With both
direct (e.g. salaries, lab costs) and indirect (e.g. admin,
facilities) funding streams weakening, the viability of high-
quality research environments and the financial sustainability
they enable is compromised.

The ripple effect is significant: Australia's global reputation
in innovation and scientific discovery, and its ability

to translate and commercialise research outcomes,

are at risk. Over the past decade, Australian investment

in research and development (R&D), as a proportion of
Gross Domestic Product (GDP), has been falling steadily
behind the Organisation for Economic Co-operation and
Development (OECD) average.® This comes as the world
faces increasingly complex challenges that demand high-
quality research and collaboration.

In short, these financial pressures are not just institutional -
they are systemic, with profound implications for Australia’s
social, cultural and economic fabric. Productivity growth
during the past decade was the weakest in six decades,

and we know that improving productivity is essential to
maintaining a high standard of living and ensuring more
opportunities for all Australians. Universities contribute to
Australia's productivity performance by (1) building the
skills and capacity of our future workforce, (2) generating
and disseminating research and ideas, and (3) building ties,
understanding and goodwill with people from other nations.®

To restore financial resilience, maintain public trust, and
deliver on promises to students, staff and society, the sector
must do more than simply cut costs. Universities must
proactively stabilise using a mix of additional growth levers
such as diversified revenue streams, exploration of offshore
opportunities (e.g. transnational education and research),
strengthened industry partnerships and innovation and
research commercialisation.

Beyond the budget cuts: What's next for higher education
in Australia?

Strategic cost management in higher education involves more
than merely cutting expenses. It presents an opportunity

to think differently about financial sustainability. It focuses

on creating sustainable savings, utilising under-investigated
growth levers, and developing a cost structure that enhances
the institution’'s competitive advantage. This approach enables
universities to maintain academic quality and integrity while
promoting long-term growth and financial stability.

Building for the future: The questions universities

are asking.

» How can we strategically optimise costs while maintaining
our core missions of delivering quality education,
contributing to research and innovation, and maintaining
academic integrity?

» What alternative levers can we use to improve
financial sustainability?

» How can we utilise revenue and growth levers as
alternative source of sustained income?

» How do you cut costs now and boost efficiency
for the long haul?

» Where do you start and what should you prioritise?

» How do you remove stubborn structural
costs permanently?

‘ ‘ A strong research and innovation sector is
essential to boosting productivity andto
Australia’s capacity to be a modern knowledge-
based economy, to seize national opportunities
and find solutions to the challenges that impact
the everyday lives of Australians™®

- University Vice-Chancellor
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Reckoning and resilience — Navigating the future
of Australian higher education

Continuing to create leaner, faster and stronger universities

While cost optimisation is necessary : Universities are already taking steps to improving efficiency

to achieve financial sustainability, it . and redirect resources towards innovation, growth, and
cannot be a blunt instrument. The " long-term value. The goal is not just to reduce costs, but to
universities that will emerge stronger build the capability to operate at full potential and achieve

are those that see this moment not financial resilience. The challenge now is accelerating that
only as a crisis, but as a catalyst to momentum, ensuring today's efforts don't need to be repeated
rethink structures, rediscover purpose in two or three years. A holistic, outcome-focused approach to
and rebuild trust. university optimisation, embedded within broader institutional
transformation, can help universities operate efficiently.

Rather than prescribing a new path, we see an opportunity

to bring together the many initiatives already underway,
complemented by additional strategic efforts, into a
multifaceted approach that ensures alignment, effective
sequencing and delivery of maximum value. In the context

of ongoing financial pressures and their anticipated future
impact, a structured strategic framework to support a dual
transformation, focusing on growth and cost optimisation,
helping institutions prioritise actions, protect the student and
academic experience and build long-term financial resilience
without compromising integrity. A multifaceted approach is
needed to address these challenges and ensure that universities
cut costs without compromising student experience, academic
performance, and integrity.

Financial sustainability Align growth drivers and Focus on differentiating capabilities
objectives cost structure and reconfigure

Strategic growth and cost transformation parameter for a financially sustainable model

Purpose cost Market cost Service/product . . s
. . . . . Operating model cost efficiency
efficiency efficiency cost efficiency
!

Strategic alignment Strategic costs Structural costs Tactical costs
Ensure financial sustainability Make essential strategic choices Transform the operating model to strengthen  Optimising the existing
objectives are clear and in line related to customer segments, selected growth drivers and reduce costs, operating model to

with the long-term organisational product offerings, regions, add flexibility and scalability to the cost improve efficiency.
strategy for growth and cost and distribution methods to select  base - through effective workforce planning,
optimisation. key growth drivers and what/where outsourcing of services and partners,
to streamline. standardisation of products and services and

large-scale data and technology change.
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A strategic redesign to achieve
financial sustainability

Key steps to unlock sustainable growth

Most organisations fail to deliver in the long term because they do not fundamentally change. To ensure financial sustainability,
a dual approach is required that involves four steps: (1) setting clear objectives, (2) aligning key growth drivers, with (3)
leveraging differentiating capabilities, and (4) maintaining a streamlined operating model.

o Set the objective

Establish a quantified growth, and associated financial savings target aligned with institutional priorities, supported

by a phased implementation roadmap spanning across the desired timeframe. These targets should be underpinned by
robust financial and economic appraisal, ensuring each initiative delivers measurable value and contributes to long-term
financial sustainability.

9 Select growth levers e Identify diferentiating capabilities
» Select the strategic growth and cost efficiency » Identify and articulate the institution’s
levers that will reshape the institution’s cost differentiating capabilities, those core strengths
structure, enabling the release of funds that can that define its unique value proposition

either be directed to the bottom line or reinvested

. o . _ » These capabilities must be safeguarded and,
in the university's differentiating capabilities

where possible, enhanced, even as cost-
» These levers should be aligned with long-term reduction measures are implemented in
priorities and supported by robust financial other areas.
modelling to ensure sustainable impact.
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Illustrative strategic growth levers for long-term financial
sustainability in higher education

Retention rate Course completion

Research income and Enrolment/
commercialisation Conversation

Learner satisfaction Employability

Transnational Branding/
Education & Research Reputation

How can these levers drive cost optimisation
for universities

In the pursuit of long-term financial sustainability, higher
education institutions are increasingly leveraging a dual-
pathway strategy that aligns cost optimisation with strategic
growth. On one front, improving retention rates, course
completion, and learner satisfaction not only enhances
student outcomes but also reduces the high costs associated
with student attrition and re-enrolment efforts. These
improvements, when coupled with capability uplift such

as staff development and digital enablement streamline
operations and elevate service delivery efficiency.

On the other front, boosting research income fuels a virtuous
cycle of growth by enhancing enrolment conversion,
expanding transnational education (TNE) offerings, and
strengthening brand reputation. This, in turn, drives graduate
employability, reinforcing the institution's value proposition
and attracting future cohorts. Together, these interconnected
levers form a resilient framework that enables universities

to optimise costs while building a sustainable, future-ready
education model.
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o Streamline your operating model

By applying the right levers, universities can unlock value, redirect resources and strengthen their financial position
through potential opportunities outlined below. In addition, universities must proactively future-proof those levers to
ensure they deliver sustained cost savings over time. This means assessing each opportunity not only for its immediate
financial impact but also for its alignment with scalable operating models and its potential to streamline costs across
the student and institutional growth pathways.

Operating model layers Illustrative examples of cost out opportunities

Grow commercial research in emerging/high priority areas (e.g. artificial intelligence
Geography, (Al), metallurgy) to increase short term revenue and support future commercialisation
markets, products opportunities. Divest from underperforming courses and optimise courses that cannot be
divested for non-financial reasons. Invest in TNE and TNR Activities.

Strategy

Optimise shared resources, maximise and increase collaboration between university-wide
resources and faculty-school level activities. Commercialise research, improve collaboration
with industry and attract external equity partners to improve financial stability in medium/
long term. Optimise student support operations and channels leveraging Al and digital tools.

Operating model —

People and Invest in workforce planning and talent development to ensure the right skills and capabilities
] P A — are available for transformation initiatives; e.g. capability uplift of finance function. Adjust the
= capabilities . . . e
i workload profile to improve academic/staff utilisation.
c
o - - . . . . .
3; Finance and cost Implement efficient capital expenditure and operational expenditure management practices
8@ transformation — to control costs while supporting growth, such as the development of business case to access
g_ uplift 1 funding and report on benefits.
()}
= C Optimise the student experience throughout the end-to-end journey from enrolment to
o Digitisation and . o . .

. — graduation leveraging integrated data sources, automating steps, and reducing manual
automation . . S
touchpoints with university staff.

Organisation design | Redesign the organisational structure to align with the operating model changes.

and people Apply optimal design principles to avoid duplication of services and capabilities.

Technology | Reduce duplication and under-utilisation of current software. Shift to Software as a Service

architecture efficiency (SaaS) or variable licensing models to reduce software licensing costs.

e Increase utilisation of General Teaching Space (GTS) and optimisation of research
Asset optimisation . . o
infrastructure and equipment and reduce footprint if needed.

Transfer differentiating capabilities aligned to strategic priorities and growth to business as
usual (BAU) rather than outsourcing, and shift software costs to variable licensing models and
move towards centralised systems and software.

Vendor and sourcing
management

Core operational layer

Streamline and rationalise governance forums and policies to provide robust governance
— structures and accelerate the decision-making processes to allow for organisational velocity
and agility (e.g. new programs and curricula to market).

Governance and
policies




Insights

Financial sustainability isn't linear - Prioritisation
must be dynamic and context-driven. There's

no one-size-fits-all sequence. Institutions need
to assess where to start based on their unique
pressures, capabilities, and strategic goals

Each university faces a different risk profile shaped
by its strengths, focus areas, and financial position
- Tailoring the transformation approach to reflect
these differences is essential for meaningful and
sustainable outcomes

A well-structured approach can maximise cost
reduction while enhancing strategic capability -
By aligning cost transformation with investment
and portfolio management, universities can
reduce spending without compromising on
growth, impact or future readiness.
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How BDO can help

BDO has extensive experience in the higher
education sector and recognises that Australian
universities face a complex array of financial
pressures. These challenges vary significantly
based on each institution's strategic priorities,
strengths, and existing financial situations.
Instead of providing generic solutions, we assist
universities in navigating these complexities

by identifying the most impactful levers for
transformation. Our focus is on prioritising
actions that maximise cost reduction, minimise
disruption, and enhance investment and portfolio
management capabilities.

Our approach is rooted in sector-specific insights
and a commitment to clarity. We don't just
understand the sector, we take the time to
understand your institution through thorough
stakeholder consultations. Our goal is not only to
deliver results for you but to work alongside you.
This collaborative method allows us to provide
tailored advice that goes beyond reactive cost-
cutting and towards proactive transformation.
Our solutions aim to protect academic integrity,
optimise resources, and improve service

delivery, all while supporting long-term financial
sustainability. BDO assembles specialised teams
with expertise in various areas of strategy and
transformation. This ensures that we provide
comprehensive support that is responsive to your
unique context, delivering exactly what you need,
when you need it, and in a sequence that makes
the most strategic sense.
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Key services

a Strategically optimise costs without e Sl N e ey s
compromising the mission

In an increasingly competitive and financially constrained Current workforce strategies fall short in developing the skills
higher education landscape, we help universities navigate needed to meet changing university and student objectives.
change through strategic planning and implementation that is From change management, capabilty buidling to talent
purpose-built for cost transformation. We go beyond surface- analytics, we help educational institutions optimise people
level diagnostics to identify root causes, assess business performance and drive lasting impact.

models, quantify financial and strategic impact, and develop

robust business cases that guide investment decisions. 0 Financial and economic appraisal to inform
robust investment decisions

9 Balancing stakeholder expectations with

With rising cost pressures across the university sector, making
informed investment decisions is critical. Through cost-benefit

operational realities

Universities face increasing pressure to meet diverse analysis and economic appraisal, we provide clear insights
expectations from students to partners and communities, into financial implications and value. This helps institutions
while managing cost and operational constraints. We help prioritise initiatives with the strongest return on investment
institutions balance these demands with capacity through and long-term impact.

operating model transformation, service model design,

strategic partnerships and community engagement to deliver (s ) Comprehensive expertise in the ESG value chain
sustainable, high-impact outcomes. essential for institutions

Businesses are moving beyond risk mitigation and compliance
to unlock financial and operational value of ESG. We help
educational institutions navigate the complexities of an
Universities face mounting pressures that demand more than evolving ESG landscape and deliver strategic value whilst
cost-cutting. Often-overlooked opportunities, such as revenue managing cost and implementation constraints.

and equity growth levers, hold untapped potential. We help
institutions identify and activate these alternative levers,

from research income and commercialisation opportunities to
strategic industry partnerships, to diversify income, strengthen
resilience and ensure long-term sustainability without
compromising academic excellence.

e Unlock new revenue pathways for
sustainable growth

a Technology and innovation to drive value
and efficiency

Universities face growing pressure to modernise digital
infrastructure and adopt emerging technologies, while
managing legacy systems, budget constraints, and

rising student expectations. Through digital strategy,
transformation, and analytics, we help institutions optimise
performance and drive efficiency, underpinned by effective
technology implementation.

e Al adoption and refreshed education strategies
and approaches

The rapid advancements in the fields of data and Al is driving
the need to quickly increase the knowledge and adoption of Al
across all undergraduate and post graduate programs. We have
extensive experience in helping academic faculties, schools and
staff to update the way they deliver education and assist their
students maximise the potential of data and Al.
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