Philipson column for 2 October 2001 

For most of the last decade I have been tracking the IT expenditure of Australian and Asian government and private sector organisations. I’m out of the survey game now, but the research is still being conducted by Rob O’Neill at Strategic Research, which is now part of the same organisation which publishes this newspaper.

There are some interesting findings in this year’s research, but as we’ve heard a few times, we should throw away all prediction about the economy made before 11 September 2001. The world has indeed changed, and spending patterns across most parts of the economy have changed with it.

But we have lived through economic downturns before, so we have a bit of a guide as to what happens to IT expenditure in tough times. IT infrastructure is an essential component of the modern economy and of how people do business. You can easily reduce expenditure in some areas, but IT is a lot harder to scale back on than many other more discretionary activities, such as advertising or business travel or entertainment.

One thing researching IT expenditure has shown me is that things don’t change very much from year to year. Average IT budgets tend not to go up or down very much, because the largest components are fixed costs that are difficult to do much about in the short term. The changes tend to come more from long term shifts in the nature of the IT industry, rather than reactions to immediate economic conditions.

The biggest single component of IT expenditure is on IT staff, which makes up about a quarter of the average IT budget. This figure has been gradually declining over the past decade, down from about a third in 1990. This is because of greater efficiencies and because end users, who do not appear in IT budgets, are assuming a greater proportion of the IT workload.

The IT department used to have incessant demands to tweak existing applications to provide data in a different way. Nowadays reporting tools are so sophisticated, and the data retrieval capabilities of users so strong, that there is less need for this. Also, hardware and software are more reliable, and with more IT-literate end users there is not as great a need for support staff. The general running down of staff numbers at the front line and in middle management have contributed further to the decline in IT staffing costs.

Add to that the increase in outsourcing. The biggest single increase over the last decade has been in the proportion of the IT budget spent on “services”, which covers anything from outsourcing your data centre to calling in the consultants for advice on software selection. Expenditure on services, by definition, means the money is not being spent internally. Things that may have previously been done by internal staff have been transferred to people outside the organisation.

Services expenditure is more discretionary, and can be more easily turned off and on than can expenditure on staff. Some people get locked into contracts, but there are still many advantages, even if they are illusory bookkeeping ones, like Ansett selling its aircraft and leasing them back, or the Federal Government doing the same thing with the buildings its agencies occupy.

Another key trend in IT expenditure over the last decade or more has been the declining amount of the total spent on hardware. Last week in this column I commented on the demise of Compaq. I made the point that the main reason that happened was because hardware has become a commodity. There was a time when hardware was the most important and most expensive part of a computer system – so much so that a supplier would make their money on the hardware and throw the software in for free.

Today the opposite is the case. Hardware is still about 20 per cent of the total cost of IT, but that figure is dropping all the time and is approaching the profit margin of systems suppliers. When that happens, you will start to see people giving away the hardware to reap the software and services revenue that comes from it. That is already happening with mobile phones.

A comparatively small amount of IT expenditure is on the development of new systems – less than 10 per cent. This stuff is discretionary, and is often scaled back in hard times, but even then more than you might think. When things are tough, people often look for more innovative solutions, and it’s remarkable how much IT development goes on in a recession.

So most IT suppliers need not worry too much about the current uncertainty in the economic scene. There will be some casualties, but many of them were already limping their way from the field of battle. The PC market is as bad as it has ever been, but that is because of market saturation and the machines becoming so cost effective (all the hallmarks of commodisation), not because the economy is bad.

IT has slowed down a lot in the last few years, but it still enjoys growth rates that would be the envy of most other industries. That will continue to be the case for many years to come. The world may have changed, but IT has not.
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