IT Funding in Higher Education
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The State of IT Funding

The past three years have been among the
most financially challenging higher educa-
tion has ever faced. The litany of factors is
familiar: declining endowment returns, cuts
in state funding combined with increased
enrollments, rising health-care costs, and so
on. Most institutions have responded with
repeated rounds of budget cuts, layoffs, and
other forms of restructuring.

As one of the most significant budgets on
campus, IT has been on the firing line for many
of these cuts. This chapter looks at how tech-
nology funding has fared over the last three
years. Specifically, we asked:
¢ How have IT funding levels changed?
¢ What have been and what are expected

to be the largest areas of IT investment?
¢ Are IT funding levels adequate for today

and for the future?

Throughout the chapter, we look at the
impact on funding of such attributes as
Carnegie class, institutional control, and the
implementation of a major new technology
such as ERP.

IT Funding Trends

On average, survey respondents reported
that their IT budgets had grown by 5 percent
from FY 2001 to FY 2003 (see Figure 4-1).
Note, however, that while about 25 percent

Money can move the gods.
—~Chinese proverb

Key Findings

*

Although many IT budgets have been cut, IT's share
of total institutional budgets is holding constant.
Public institutions are experiencing far deeper IT spend-
ing cuts than private institutions.

Investment dollars have been most frequently focused
on the network.

Institutions are concerned that there is insufficient
funding to maintain existing technologies and to
meet future demand for additional instructional and
research technologies.

Public institutions are significantly more concerned
than private institutions that they will not have suf-

ficient funding to meet future technology needs.

of respondents saw their budgets increase
by more than 10 percent, nearly half (44.3
percent) reported that their budgets were
flat or declining.

As expected, we found a significant corre-
lation between private and public institutions
and IT budget change. Public institutions saw
smaller growth in their IT budgets than did pri-
vate colleges and universities (see Figure 4-2).
From 2001 to 2003, respondents from public
institutions saw an average budget increase
of just below 2 percent, compared with 5.25
percent for private institutions.
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We found no significant difference in fund-
ing changes by Carnegie class. On average,
bachelor’s institutions had the largest percent-
age increase in IT budget size and master’s
institutions had the smallest. However, the
differences among the averages were minor.
Whether an institution is public or private is
much more significant.

We also asked respondents to comment on
how they felt the IT budgets’ share of the in-
stitutional budgets has changed since FY 2001
(see Figure 4-3). The majority (64.8 percent) of
respondents reported that their IT budgets had

maintained their share of the institutional bud-
get. But one-fifth (20 percent) of responding
institutions believe IT budgets have lost ground
relative to others at the institution.

There were no significant differences by
Carnegie class. However, public institutions
surveyed agreed to a greater extent than
did those from private institutions that their
budgets had declined in proportion to the
institutional budgets.

Interestingly, we saw no significant dif-
ferences in IT budget change attributable to
the CIO’s presence on either the cabinet or
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Q: The central IT budget share of the total institutional budget has declined significantly since FY 2001.

the institution’s budget committee. Although
these structural attributes provide incomplete
measures of CIO power, they are good indi-
cators. A recent ECAR study of IT leadership
found a seat on the cabinet to be a significant
factor in ClO influence and authority." We
can’t, however, attribute IT funding changes
simply to the CIO’s internal political power.

We also can't significantly attribute IT
funding changes to institutional budget
philosophy. We asked respondents to char-
acterize their institutional budget philosophy
as "tubs on their own bottom,” responsibility
center management, or centrally allocated.?
We hypothesized that institutions with
decentralized budget approaches (that is,
responsibility center management or “tubs
on their own bottom”) would find it more
difficult to maintain their central IT funding,
but we observed no significant differences in
IT budget changes attributable to these dif-
ferent philosophies. Respondents from institu-
tions following a “tubs on their own bottom”
approach reported smaller growth in their IT
budget, but the small number of institutions in
this category makes it impossible to conclude
that this difference is significant.
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Impact of Major
Technology Projects

We also looked at what impact major tech-
nology projects have had on IT budget growth.
Institutions that implemented a campus-wide
high-speed network saw their IT operating
budget grow slightly more than the budgets
of those that didn’t. Similarly, respondents that
had implemented a commercial ERP package
had on average a slightly greater percentage in-
crease in their budgets than those that hadn't.
However, the differences aren’t statistically sig-
nificant in either case.

[t might just be too early to see any impact
on ongoing operating costs from the imple-
mentation of either networking or ERP tech-
nology. Most institutions could still be bearing
the costs of these technologies in project
budgets as opposed to operating budgets.
Or, they could have already incremented their
budgets to reflect any anticipated changes in
ongoing operating costs from these technolo-
gies. A third possibility is that institutions were
able to get one-time funding to implement
the technology but haven't secured additional
funding for ongoing operations and mainte-
nance. This is the most alarming possibility, as

Figure 4-3. Decline
in IT Budget

Share of Total
Institutional
Budget (N = 480)
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it suggests that these institutions will struggle
to maintain their network infrastructure and
ERP systems.

Impact of Y2K

Most respondents reported that they
have invested more in technology since the
year 2000 than they did in the years leading
up to it. As Figure 4-4 shows, 51 percent of
respondents reported that their IT investments
over the last three years were greater than for
the three-year period prior to 2000. Another
16 percent reported that investment levels
were about the same, and the remaining 33
percent reported that their institutions made
larger IT investments in the three years prior
to 2000.

This suggests that Y2K caused no signifi-
cant “blip” in higher education’s one-time
technology investments. Higher education’s
work to make its systems compliant didn't
significantly affect IT investment, and as
ECAR's ERP research confirmed, Y2K wasn’t
a big driver of ERP investment, either. In fact,
many started their projects in 2000 or later.?
These survey responses confirm that higher
education’s technology investments haven't
slowed significantly since the year 2000.

Strongly Agree
Agree
Neutral

Disagree
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1
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However, current economic conditions could
reduce future levels of one-time investment
or at least slow growth rates.

Anticipated Funding
Levels

Respondents apparently don’t expect the
level of investment to decline significantly
over the next three years, either. We asked
respondents whether their institution’s one-
time investments in IT would decline over the
next three years. Figure 4-5 shows that the
majority (52.2 percent) felt that their level
of one-time investment would not decline.
Approximately 20 percent expect it to be nei-
ther up nor down, and only about 28 percent
agreed that there would be a decline in the
level of one-time investment.

Feelings about the future differ between
private and public institutions. Respondents
from public institutions were more inclined to
agree that the level of one-time investment
would decline over the next three years than
were respondents from private institutions.

Institutions that have completed their
major ERP implementations or have fully or
partially implemented a high-speed campus
network were also more inclined to agree that

25.1%
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Q: My institution made significantly higher levels of one-time investments in technology in the three fiscal
years prior to the year 2000 than in the last three fiscal years.

£GAR



IT Funding in Higher Education

Very Strongly Agree
Strongly Agree
Agree

Neutral

Disagree 31.0%

Strongly Disagree

Very Strongly Disagree

10% 15% 20% 25% 30% 35%

0% 5%

Institutions

Q: My institution's level of one-time investment in technololgy will be in decline for the next three years

Very Strongly Agree
Strongly Agree
Agree

Neutral

36.9%

Disagree

Strongly Disagree

11.9%

Very Strongly Disagree

0% 5% 10% 15% 20% 25% 30% 35%

Institutions

Q: My institution’s FY 2005 central IT budget will be less than the FY 2004 budget.

that their central IT budgets will decline from
FY 2004 to FY 2005. As Figure 4-6 indicates,
most respondents don’t expect their operat-
ing budgets to decline. However, nearly 20
percent of respondents agreed or strongly
agreed that their budgets would decline
over the next year.

As before, we saw no significant difference
in expectations by Carnegie class, but we did
see differences depending on whether an in-

their level of one-time technology investments
would decline for the next three years. This
is understandable, given the magnitude of
investment an ERP or network build-out
requires. It also suggests these institutions
see no commensurate investment on the im-
mediate horizon.

Finally, we asked respondents to opine
about the future of their operating bud-
gets—specifically, whether they anticipate
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Figure 4-5. Three-
Year Projection
of One-Time
Investment in
Technology

(N =481)

Figure 4-6.
Relationship
between FY 2005
and FY 2004
Central IT Budget
(N =480)
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stitution was public or private (see Table 4-1).
Respondents from public institutions agreed
to a greater extent than did those from private
institutions that their budgets would continue
to decline.

We note substantial variance in the public
institutions’ responses. Clearly, some do be-
lieve their budgets will increase.

Areas of IT Investment

To get an indication of favored IT invest-
ment targets, we asked respondents to in-
dicate the three largest areas of investment
during FY 2001 to FY 2003. The network
was most frequently mentioned, with about
70 percent of respondents (see Figure 4-7)
putting it in the top three. Administrative sys-
tems were in the top three investments of 55.4
percent of surveyed institutions. After that,
we noted a significant drop-off: one-third of
respondents selected instructional technolo-
gies, and 27 percent selected desktop/user
support. Academic/research computing, IT
security, and telephone services each garnered
about 15 percent of responses.

[t comes as no surprise that administrative
systems and network services were reported
most frequently as two of the top three areas
of investment. Anecdotally, these areas seem
to have consumed the majority of most IT
organizations’ attention and resources. They
are by their nature fueled by a one-time invest-
ment. After these two big investment areas,
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institutions begin to vary more in terms of
what else they have invested in. Clearly, the
introduction of course management systems
on a broader scale has driven many institu-
tions to invest significantly in instructional
technology. Similarly, for most institutions
the last three years have seen broader distri-
bution and use of computers. This change,
coupled with a broader decentralization of
technology-infused business processes, has
left IT organizations with greater numbers
of increasingly more active users to support.
This appears to have driven greater levels of
investment in desktop support capabilities.
In fact, more than a quarter of respondents
placed desktop support among their top three
investments.

We also asked respondents to look ahead
and project the three areas in which they
planned the greatest investment during the
period of FY 2004 to FY 2007. As Figure 4-8
indicates, respondents do not anticipate much
change in their IT investment dollars’ focus.
Network services (53.5 percent), administra-
tive systems (58.3 percent), and instructional
technologies (40.2 percent) remain the top
three choices.

One change we do see is the rise in IT
security’s importance. For the period FY 2001
to FY 2003, 15.1 percent of respondents in-
cluded security in their top three areas of
investment, but for the FY 2004 to FY 2007
period, the percentage of respondents who

Table 4-1. Relationship Between FY 2005 and FY 2004 Central IT Budget, by Control

Control Mean Number Standard Deviation
Private 2.90 181 1.309
Public 3.66 285 1.489
Total 3.37 466 1.468

Q: My institution’s FY 2005 central IT budget will be less than the FY 2004 budget. (1=very

strongly disagree, 4=neutral, 7=very strongly agree)
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plan to make security one of their three larg-
est areas of investment increased to about
33 percent. Clearly, the increased incidence
of viruses and other attacks has ratcheted up
the urgency to invest in IT security tools and
personnel.

Finally, we also see an increase in the num-
ber of respondents who anticipate that their
top three investments will include academic/
research computing. About one-fifth of
respondents (20.7 percent) indicated that
academic/research computing would be one
of their top three investments. Importantly,
one-third of respondents from doctoral insti-
tutions identified academic/research comput-
ing in their top three investment areas for FY
2004 to FY 2007, compared with 24.5 percent
for FY 2001 to FY 2003. This change may
indicate that doctoral institutions are shifting
their focus and investment from administrative
systems to their research infrastructure.

The institutions we surveyed clearly have
and plan to continue to invest significantly
in their network infrastructure and adminis-
trative systems. Some may be making these
investments to modernize their technology.
Others may be continuously investing to re-
main on the leading edge or just to maintain
the level of performance they have already
implemented. All of this is understandable,
given the complexity and importance of both
the administrative systems and the network.
However, it also creates a challenge for the IT
organization in communicating the value these
ongoing investments create for their institu-
tions. The network is clearly an indispensable
part of the campus infrastructure, but its value
is hard to measure, and few outside the IT
organization understand the ongoing invest-
ment required to maintain its performance.
Enterprise systems, while also indispensable,
are perceived as back-office support tools.
This is changing, of course, as enterprise sys-
tems emerge that manage courses, portfolios,
and other academic endeavors and outputs.

ECAR Research Study 7, 2004

But with the exception of the course man-
agement system and, to a lesser extent, the
student information system, few people see
the enterprise system as directly contributing
to the institution’s core mission. Further, the
IT organization depends on the institution’s
business leadership to unlock the value. The
same can be said of decision-support systems:
although many institutions have invested in
data warehouses and other reporting and
decision-support engines, few institutions
report making fundamental changes to core
institutional decision-making processes and
outcomes.

This all means IT organizations will need
to redouble their efforts to communicate the
importance of these technologies and explain
the investments required to maintain them.
The pressure to communicate increases as the
ability to invest in instructional and academic
technology is crowded out by the need to
continue to invest in the network or admin-
istrative systems.

Adequacy of IT Funding

We also asked survey respondents to as-
sess the adequacy of their funding for both
today and the future. Specifically, was funding
sufficient to meet current strategic objectives,
and did they project having sufficient funding
to keep pace with technology advancements?
Respondents made this assessment for four
technologies:

+ administrative computing,

& academic/research computing,
¢ data communications, and

# instructional technology.

Figure 4-9 presents the mean response for
all the institutions surveyed. Responses are
based on a seven-point Likert scale, where 1
is very strongly disagree, 4 is neutral, and 7 is
very strongly agree.

Overall, respondents were fairly neutral
about the adequacy of current funding for
administrative computing (mean 4.1) and data
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communications (mean of 4.38). Respondents
were less confident that their institutions’ cur-
rent funding was sufficient to meet strategic
objectives in academic/research computing
(mean 3.85) and instructional technology
(3.86). However, we noted a large varia-
tion among the responses. With the mean
response hovering around neutral, this sug-
gests that many institutions are confident
about their funding and an equally significant
number aren’t.

Degree of Agreement

Academic/Research
Computing

Administrative Computing

B \Meet Strategic Objectives

ECAR Research Study 7, 2004

One possible explanation of the differ-
ences relates to whether the institution is
public or private. Table 4-2 arrays the mean
response by public and private institutions.
We see from these results that respondents
from public institutions were less confident
about the adequacy of funding for all tech-
nology types, and we observed statistically
significant differences in their feelings about
the adequacy of funding for administrative
computing and academic/research comput-

Data Communications Instructional Technology

M Keep Pace with Advancements

Q: The institution currently and is projected to provide sufficient funding.

Table 4-2. Funding Levels for Strategic Technology Objectives

Private (N = 179) Public (N = 286) Total (N = 465)
Standard Standard Standard
Mean .. Mean . .. Mean . ..
Deviation Deviation Deviation
Administrative 431 1462 3.99 1498 41 1,491
computing
Academic/research 3.98 1.229 3.76 1.254 3.84 1.248
computing
Data communications 443 1.260 435 1.378 438 1.333
Instructional 3.96 1.271 3.82 1372 3.87 1334
technology

Q: Are funding levels sufficient to meet strategic technology objectives? (1=very strongly disagree,

4=neutral, 7=very strongly agree)
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ing. The mean responses were lower for data
communications and instructional technology,
but not significantly.

Respondents were somewhat less con-
fident about the future. They continued to
agree that funding for administrative comput-
ing (mean 4.03) and data communications
(mean 4.38) would help them keep pace with
technology changes. Respondents agreed less
that funding would suffice to keep pace with
technological change in academic/research
computing (mean 3.78) and instructional
technology (mean 3.86).

Once again, the mean responses don't tell
the whole story. The large standard deviation
for each question suggests significant vari-
ability among respondents. Means hovering
around 4 (or neutral) and deviations in excess
of 1 suggest that many respondents agreed
and many disagreed with the statement.

The private/public dimension also proved
significant. Table 4-3 shows the mean re-
sponses for public and private institutions,
and as with earlier questions, we see less
confidence among respondents from public
institutions. Although the mean response of
private institutions is neutral toward adequate
future funding, the mean response of public
institutions indicated that their funding would
not be adequate to keep pace.

ECAR Research Study 7, 2004

We found a statistically significant differ-
ence in the mean responses between public
and private institutions for all technology
areas. Public institutions reported less con-
fidence in their ability to keep pace with
advancements in instructional technology
and academic/research computing, but they
reported more confidence that they could
secure sufficient future funding to keep pace
with data communications needs.

Historically, state funding for higher educa-
tion often follows broader, macroeconomic
trends and is therefore quite cyclical. The
past few years could just be another trough
in an economic cycle, and past funding levels
might be restored. However, if this is part of a
permanent decline in state support for public
higher education, the implications for technol-
ogy are substantial. If respondents’ percep-
tions of the future of IT funding hold true, they
suggest a growing technology divide between
public and private higher education. If public
institutions do not find ways to replace lost
revenue from state budgets or see their state
funding restored, the divide will widen. This
could lead to a future state in which public
institutions can no longer match the technol-
ogy capabilities of private institutions in critical
areas such as instructional technology.

Table 4-3. Projected IT Funding for Technological Advancements

Private (N = 181) Public (N = 286) Total (N = 467)
Standard Standard Standard
Mean .. Mean . Mean .
Deviation Deviation Deviation
Administrative computing 4.30 1.334 3.86 1.397 4.03 1.389
Academic/research 4.03 1176 3.63 1.280 3.78 1.255
computing
Data communications 4.33 1.220 4.1 1.337 4.19 1.296
Instructional technology 4.03 1.233 3.77 1.359 3.87 1.316

Q: Projected IT funding is sufficient to keep pace with technological advancements. (1=very

strongly disagree, 4=neutral, 7=very strongly agree)
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Endnotes

1.

R. Katz et al., Information Technology Leadership in
Higher Education: The Condition of the Community
(Boulder, Colo.: EDUCASE Center for Applied Re-
search, Research Study, Vol. 1, 2004), pp. 14-15.

. Responsibility center management and “tubs on

their own bottoms” refer to institutions with budget
systems in which academic units (typically colleges)
retain their own revenue and pay their own costs.
Administrative infrastructure is paid for through a
central “tax” on revenue. These tend to be highly
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decentralized institutions with much authority and
discretion at the collegiate, school, division, or de-
partment level.

. R. Kvavik and R. Katz, The Promise and Performance

of Enterprise Systems for Higher Education (Boulder,
Colo.: EDUCASE Center for Applied Research, Re-
search Study, Vol. 4, 2003.
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