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1. Introduction

University Financial Management 
at Crossroad : some Thoughts from 

a Swiss Point of View
By Prof. Lue E. Weber 

Former rector, University of Geneva 
Vice-president International Association of Universities

The rapidly changing environment is directly challenging 

the Universities in a way they never experienced in their long 
history®. Universities are challenged in ail aspects of their ac- 
tivity: the nature of their students, the way they deliver 
knowledge and do research, the way they interact with the civ
il society, business, the State and other universities and the 
manner they manage their main asset, the human resources. 
This changing environment has serious, or even dramatic con
séquences, on the universities finance, on the expenditure side 
as well as on the resource side. In order to maintain, or bet-

® See in particular Kirsch W. and Weber L. , Challenges Facing Higher 
Education at the Millennium, ACE/Oryx press and lAU/Pergamon, Poenix and 
Paris, 1999
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2. The changing environment and 
its consequences-general and financial- 

for traditional universities

ter, improve the leading position they hâve occupied for centu
ries regarding the development and dissémination of knowl
edge. as well as to secure their rôle of main guarantor of the 
cultural héritage and of the sociétal values, universities hâve 
not only to adapt more rapidly to their changing environment, 
but hâve also to secure a healthy financial situation.

After a brief introduction on the conséquences of global
isation. the extraordinary development of the information and 
communication technologies and the ever more rapid pace at 
which new knowledge is created ( 1 ). this contribution devel- 
ops possible strategies to secure a healthy financial situation, 
both on the income and the expenditure sides of the budget (2) 
and make some general considérations about the implémenta
tion of these strategies (3).

2.1. General tendencies
The globalization, the information and communication 

technologies and the increasing importance of knowledge as a 
third production factor, beside labour and capital, are 
changing the world at an increasingly rapid path. Most univer
sities do not realize that they are loosing their régional monop- 
oly: students are more mobile, good éducation can be offered 
thanks to new media and the supply of éducation as well as the 
production of new knowledge by private-for-profit organiza-
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CD On the topic of Responsievness, Responsibility and Accountability, see in parti- 
cular Grin. F. , Harayama, Y. and Weber L. Responsiveness, Responsibility and Ac
countability in University govemance An Analysis of the Sut'ss Academie System -, Re
port to the Fédéral Office of Education and Science in Bem in the framework of the Six- 
Nation Education Research Project, (fortheoming)
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lions is increasing.
Moreover, in many countries, universities are hard pressed to 

deliver more at a lower cost: their financial sponsors-the State or 
the priva te sponsors-want them not only to be accounlable, but also 
to serve more directly their immédiate needs. In other words, Uni
versities are expected to be more responsive to short-term needs of 
the private economy, the State and their main stakeholder, the 
students. This influence is partly positive.- universities should not 
prétend any more that they are the only institutions who “knows” 
and to supply only what they like to do; obviously, they hâve to 
pay a more careful attention to the aspirations and needs of their 
students and of the country. However, universities hâve to assume 
a crucial responsibility towards the society. They are, with the es- 
tablished Churches, the only human institutions able to secure and 
transmit the cultural héritage of a society and to hâve the profes- 
sional compétences and the adéquate status to analyze sociétal prob- 
lems independently and scientifically. Business leaders and politi- 
cians should be brought to understand that a responsible University 
is also responsive in the long run®.

2. 2. Financial tendencies
The conséquences of these developments on university fi

nance are numerous and important. In particular, in those



countries which hâve reached a stage of massification, the 
compétition between universities and with the coming new 
“for-profit” providers of éducation will become an important 
factor of success or difficulties. This is particularly true for ail 
those universities (private for sure, and public also, if they are 
partially founded on the basis of the number of students) , as it 
will become increasingly crucial for them to be attractive. Mo- 
reover, the ability to attract the growing number of the life 
long learners will become more and more important. In develo- 
ping countries where the participation rate is still relatively 
low, the capacity to respond to an increasing demand of higher 
éducation is also a serious challenge. Without increasing budg
ets, the level of éducation provided is condemned to decrease!

University research is also challenged by the tendency for 
many high tech corporations to contract out basic research to 
university departments. On one hand. this is a source of finan- 
cial resources, but on the other hand, this move is generally 
accompanied by new constraints; the research object is deter- 
mined partly by the company and the results may be patented 
and therefore are no more a public good, which is departing 
from a very strong tradition in basic research. Moreover, it 
créâtes great inequalities within the institution as it is obvious- 
ly easier to get external private founding in some disciplines 
than in others. The same development may appear with spécif
ie educational programs set up spccifically for a firm. These 
demand driven developments hâve also a strong impact on the 
structure or organization of universities as it makes. it necessa- 
ry to hâve a larger critical mass because the research



3. Possible financial strategies to 
strengthen traditional universities

equipments are very expensive or because the research object 
or the teaching program require a larger and more diversified 
team.

3.1. Generalities
We hâve identified a few general and spécifie reasons why 

financial management will become one of the most crucial as
pects of university governance and management in the future. 
The challenges are twofold. On one hand, universities must 
secure enough funding not only to maintain their envied posi
tion, but more and more to be attractive in an increasingly 
compétitive environment. As the State, by far the most impor
tant provider of funds in public universities and an important 
one also in private non-profit universities, is very much in de- 
mand for providing services or subsidizing activities and there- 
fore has great difficulties to give a high priority to higher édu
cation, universities must systematically search for other 
sources of funding. On the other hand, a healthy financial sit
uation originates in the spending side of the budget. Universi
ties must allocate their scarce resources efficiently, which 
means, among others, that they must fix clear priorities and 
spend their resources frugally. In the next two sections, we 
shall identify a few possible strategies as they hâve been imag- 
ined and often implemented in Northern America, Europe and 
Switzerland.
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® Sce Luc Weber and others, Five Ways lo Improve University Funding.
CREDOC Nr. 2, Geneva, 1997

3.2. Income side of the budget
The key word is to diversify the sources of funding, 

which means, among others, inventing new sources of finan- 
cing. Let us scan briefly the different possibilities®.
• Resources front the State (central government in an

State and ‘"state” or canton” in a Fédéral State). For pub
lic universities in particular. but also for private non-profit 
universities, it is of highest importance that the university 
leaders and professors stress regularly and strongly that 
the State has a great responsibility to offer the best éduca
tion possible to its population; ail those who hâve the ca- 
pacity to study should be able to access to higher éduca
tion. This is an individual need and a collective bonus as 
knowledge is increasingly becoming a defining factor of e- 
conomic growth and social development. It is also necessa- 
ry to create a good environment for basic research. Basic 
research being a public good, it is more efficient to develop 
it publicly than through private initiatives. It is also be
coming very important due to the threat that, in some dis
ciplines, in particular in biology, the results of fondamen
tal research may become proprietary; if this cornes true, 
only a few university laboratories and strong corporations 
will hâve access to spécifie knowledge, which will allow 
them to adopt a monopoly behaviour against the interest of 
the whole population of a country or even the world.



• Resources from the main beneficiaries (students.). The ques
tion of raising fees is a very sensitive and political one. In 
Europe and in Switzerland, there is great résistance against 
raising fees at a level higher than symbolic. Unfortunate- 
ly, this question is the cause of a lot of misunderstanding 
and confusion. Many people do not make the necessary 
différence between a social objective to facilitate the access 
to higher éducation to ail those who hâve the capacity and 
the means to reach this goal. In other words, they are 
right to think that high fees is limiting the access, but they 
do not take into account that a well developed program of 
grants and loans can prevent this to happen. They do not 
take into account either that free access to higher éducation 
is régressive for the income distribution as long as the 
students are not originating in equal numbers from the dif
ferent social classes, which is clearly not the case, even in 
the most progressive countries. They do not take into ac
count that the necessity to pay fees has a positive impact on 
the allocation of resources, forcing the students to realize 
that their participation to higher éducation has an opportu- 
nity cost and should be an investment rewarded later on by 
a high likelihood to hâve a more interesting professional ac- 
tivitiy. They miss also the point that it is an easy mean to 
make the providers of éducation accountable to those who 
pay for it. However, one should not neglect that higher 
éducation does not benefit only to those who participate, 
but also to ail those who do not participate (still the major- 
ity) ; therefore, the fees should in no way cover the whole
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public funds from 50% of 
over a rather short period.

mentioned above, this

cost of a program. Finally, let me mention that the situa
tion is different for continuons éducation. As its justifica
tion lies in the necessity for everyone to maintain its pro- 
fessional ability or to improve it, continuous éducation 
should be considered as an individual investment and/or an 
investment of the employer and should therefore be more 
or less covered entirely by the “life long learners” or their 
employers.

• Get the private sector and other third parties interested. Ob- 
viously, it is where there is the greatest potential for in- 
creased financial resources. The most striking example is 
the university of Warwick in the UK, which has been able 
to increase the proportion of non 
their total resources to 200% 
Contrary to the first two sources 
source is very diversified. Let us start with research. Best 
research intensive universities get a significant part of their 
resources through grants from research councils, govern- 
mental departments and the industry. Part of this money 
supports freely chosen research projects and is allocated on 
a compétitive basis, but an increasing part cornes from 
planed research projects, or is the resuit of contracts won 
with governmental bodies or industries. They hâve in- 
creasingly strings attached, some clearly challenge the au- 
tonomy of the university and of the researchers. The strat
egies to increase this type of resources are no mystery: 
good research leaders, a large réservoir or talented re
searchers, a good research environment ( laboratories and



equipments) and finally a strong motivation to search for 
money. It is necessary to remark that the three first condi
tions are strongly dépendant on the level of quality and de
velopment already achieved, which makes it difficult for 
new corners to compete.

The possibility to find new sources of financing may 
be more difficult with teaching, but is also possible. It dé
pends very much on the revenues which can be expected 
from an increased number of students. The more the 
source of income react to an increased number of students» 
the more it will be worth while to set up strategies to at- 
tract students from other régions of the country, or of the 
world. This implies that the institution runs an active poli- 
cy, on one hand to be attractive (good learning facilities 
and quality teaching staff) and on the other hand to set up 
an active policy to attract students. This policy regarding 
traditional students becomes even crucial for attracting 
continuons éducation students, whose demand will be 
strongly increasing in the years to corne.

Finally, there are many other ways to collect addi- 
tional founds. The most developed mean in the USA is to 
build an endowment found convincing alumni, industry 
and friends of the university to make donations. This is 
not the practice in Europe, due to a lack of tradition and 
of fiscal incentives. A similar différence between the USA 
and Europe exists regarding the effort to exploit the facili
ties ( classrooms, dormitories, restaurants, shops, 
etc. . ) in renting them to organizations when they are not

University Financial Management at Crossroad:
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used, respectively in managing them like private busi 

ness.
As we can notice, there are many ways to create new 

sources of revenue, but they ail imply effort and détermi
nation. which is in general not stimulated by the environ
ment of public universities.

CD Sec also Ben Jongblocd and Co, Spending Strategies. A doser look at the 
financial management of the European university. CRE GUIDE Nr. 3, CRE, Ge- 
neva. 2000

3.3. Expenditure side of the budget
It is quite natural to begin with the income side while 

treating university financing. This should not hide the fact 
thaï the budget of any institution has two sides, the other one 
being the expenditure side. University leaders should pay as 
much attention to that aspect, as it is quite easy to waist part 
of the scarce resources. I shall briefly highlight four points®.

• Fix and implement clear priorities. This is what economists 
call “allocative efficiency”, that is allocating the scarce re
sources according to the strategie goals of the organization. 
The hard facts are that an institution like a university can- 
not do everything and, as the possibilities and the needs 
are changing, it is of utmost importance for it to adapt its 
offer to the changing needs. This is why, even in a period 
of growing resources, universities must fix clear priorities 
and act accordingly. In other words, no institution can 
grow for ever, adding new programs or new fields of re-



search. Cutting disciplines or organizational units which 
hâve become a posteriority is also a necessity in order to 
free resources to develop what has become relatively more 
important.

• Secure a lean organization and an efficient decision process. 
The traditional decision process in universities where deci
sions are shared between the State, an eventual board of 
administration, the head of the institution (president, rec- 
tor), the deans of faculty, the department heads and the 
professors is a very cumbersome and slow process, consu- 
ming a lot of time to the participants. A great effort should 
be done to make it lighter and more efficient, in order to 
give more time to the actors to do what they are basically 
paid for (teaching and research for professors) or to search 
for additional resources. Efficient management is also 
worth implementing as a lot of resources, mainly time, 
gets wasted if the administrative procedures are weak and/ 
or to heavy.

o Develop inter-university collaborations. The natural tenden- 
cy for universities is to implement their strategies as if they 
were the singles ones. Even if they are more and more ex- 
posed to compétition from other traditional universities or 
from the new coming distance learning universities, they 
can also gain a lot in collaborating with comparable institu
tions. There are basically two possibilities. One is to di- 
vide responsibilities with other universities; that is deci- 
ding what will be developed within their own walls and 
what is to be abandoned in favour of an another university.

University Financial Management at Crossroad:
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The second possibility is to join forces to develop a com- 
mon program of teaching or a field of research in order to 
reach the critical mass required to be efficient.

• Make an effort to decrease the unit cost of providing éduca
tion or doing research. Teaching and research are basically 
very labour intensive, which means that the total cost of 
providing it is increasing directly with the volume. There 
are limits in the number of students sitting in a big audito
rium and participating to a seminar and many disciplines 
or spécial courses are attracting only a few students. 
Therefore the cost of providing teaching is a function of 
the number of students. The same basic situation is true 
for research. These facts were at least true until very re- 
cently. However, the situation could change thanks to 
the new information and communication technologies.
Regarding teaching, it is now possible to préparé excel
lent study material and to distribute it as a CD or through 
internet, which will allow to reach many thousands of 
students during a few years instead of a few hundreds 
each year. But, the préparation of an attractive course re- 
quires important teams to develop the content and packa
ging it and it is barely conceivable not to offer to the 
students a chance to hâve extensive contacts with tutors, 
not to mention to hâve the opportunity to be integrated 
for some time in a learning an social community. This is 
why no one really knows if the new technologies will be a 
cause of increasing or decreasing costs, and if virtual uni- 
versities will develop.



4. By way of conclusion: 
Implémentation
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Developing a compétitive university, while keeping its fi
nance healthy, will also dépend on the way it is governed, on 
the relationship between the State and the university and on 
the management tools which are used, in particular strategie 
planning, budgeting, controlling and benchmarking. It is ob
vions that it is not enough for an institution to hâve clever 
strategies if it is unable to implement them. Yet, most higher 
éducation institutions are rather weak in implementing collec
tive strategies and making the necessary decisions. I shall 
briefly comment on these points to conclude this paper®.
• Govemance. The great majority of Universities has always been 

governed according to the so called System of shared. geruem- 
ance. this means that decisions are made collectively, mainly 
between faculty®, directors, deans and presidents®, as well

(D I hâve developed that question more extensively in two papers: (a) Luc Weber» 
“Financial Management and Planning: or How to Implement Changes more smoothly” in 
( pp. 71—80) » Higher Education Reforrn for Quality Higher Education Management in 
the 21* Century, RI HE International Seminar Reports, RIHE, 2000 and (b) Laïc Weber, 
“Critical Decision and their Appropriate Makers; Some Lessons from the Economie Theo- 
ry of Federalism”, in W. Hirsch and U Weber (eds), Govemance in Higher Education 
in a State of Flux y Economies, Paris, fortheoming in Spring 2001.

(2) See footnote 1.
O I am using the generic term i President > to désigna te the academie leader of 

the institution, which is generally called “Rector” in Europe and Vice-Chancellor in 
the UK.



® See in particular Tsichritzis, D. , Research and Education: New Rôles» 
New Instruments. Chap. 10 (pp. 99—110) in Hirsch. W. Z. and Weber, L. , op. 
cil

as the State in many countries. Shared governance appears 
at first to be an idéal System of decision making due to the 
professional compétence concentrated at the basis of the hi- 
erarchical pyramid. the professors and the researchers. 
However, the System has important shortcomings®: it is 
heavy and slow, as each decision has to pass through mul
tiple bodies or committees; it has a strong bias in favor of 
the conservation of the past and makes the realization of 
new innovative projects difficult or too slow. Consequent- 
ly, even if shared governance has apparently served univer
sities well for centuries, this decision System appears to be 
less and less adéquate for the new environment, which re- 
quires decisions which are future orientated, sometimes in- 
troducing an element of discontinuity, and requiring acts of 
authority. Failing to improve the decision process will 
make it more and more difficult for traditional universities 
to secure their highly regarded position among higher édu
cation institution.

o Loosen the rôle of the State. In many countries, even if the 
body of laws secures autonomy to the universities, the 
State still plays an important governing rôle, sometimes e- 
ven a leading one. This is harmful for the institution as the 
rapidly changing environment requires a deep knowledge of 
the development of science and technology, political inde-



pendence and rapidity of action. The State, whereas the 
Parliament, the Government or its administration, do not 
satisfy these conditions. Therefore, its decisions or inter
ventions are running the risk to be badly informed, short- 
sighted, partisan and slow. University autonomy is not 
only a necessity to allow them to fulfill their sociétal re- 
sponsibilities, but also a necessary condition for funded de
cisions. With respect to the financial allocation of the State 
to the universities, university autonomy implies that the 
State abandons itemized budgets and allocates instead one 
lump-sum on the basis of some sort of performance con- 
tract and output criteria. Moreover, the institution should 
be the owner of its facilities. However, the more freedom 
is given to an institution, the more necessary it is for it to 
be accountable and transparent. Therefore for public uni
versities, the State has an important rôle of control.

• Strategie Planning, budgeting, controlling and benchmark- 
ing as Management Tools. Financial management, essen- 
tially strategie planning and budgeting , should play a key 
rôle in a modernly governed University. In a University 
where the presidency has more decision power than in a 
traditional System of shared governance, the main difficul- 
ty of the former is to enforce its decisions. The solution is 
to find ways to reduce the natural résistance or even oppo
sition of professors and of other stakeholders. One of the 
main challenges of governance is to find the right means or 
tools to secure the effective participation of the people con- 
cerned by a policy change and to encourage them to sponta- 
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(D I hâve developed this tools more extensively in the first publication men- 
tioned in footnote 6.

neously take initiatives in line with the general policy. As 
well as the market is recognized to be the most efficient, 
although not perfect, mean to allocate resources, sonie fi- 
nancial management tools create ‘‘market like fonctions” able 
to reduce the résistance to change®.

Strategie planning is a tool which contributes to make 
the whole university looking into the future and having a 
better grip over it. The élaboration of a strategie plan 
should in particular ( a) make the whole community a- 
ware of the changing environment as well as of their re- 
sponsibilities and explore possible future scénarios, ( b) 
encourage a serious analysis of the strengths and weak- 
nesses of the institution and its subdivisions and make an 
inventory of the proposed projects and solutions to im- 
prove its standard and help to make strategie decisions, in 
particular to décidé about departments and/or programs 
to create or close, (c) to set up broad priorities and pos- 
teriorities and (d) to improve the management of human 
resources.

Beyond the technique of budgeting for resources and 
expenditures, a great effort should be made to promote 
more flexibility in using financial incentives and disincen
tives. As we can think of many different sorts of meas- 
ures, University managers hâve to be imaginative and find 
those best adapted for their institution. It is also very im-



portant not to forget eliminating ail those rules or daily ad
ministrative measures which create wrong incentives. Fi- 
nally, controlling and benchmarking with other institu
tions should be developed to control and analyze the 
expenditures.

• Final conclusion. Some observers of the higher éducation 
world prétend that traditional universities are at risk if 
they do not adapt more rapidly to their fast changing envi
ronment. Basically, this is a question of governance as 
there is no fundamental reasons why universities should be 
unable to renew themselves more rapidly. Effective gov
ernance is mainly a question of a good balance of power and 
light processes between the State ( or of the governing 
boards in priva te universities), which should essentially 
control the decisions made by an autonomous university, 
the head of the institution and the other stake holders 
(deans of faculty, head of departments, professors, re- 
searchers, students and staff). However, effective govem- 
ance dépends also on good future orientated Financial strategies. 
This contribution has shown that there are many possibilités of 
improvement In particular, universities should try to diversify 
their sources of financing, fix clear priorities regarding their 
teaching programs and objects of research and improve their fi- 
nancial management tools. Ail these potential measures imply a 
more “entrepreneurial university”, which is possible if the in
stitution has the freedom to décidé and if it ready to compete on 
the increasingly global market of higher éducation and re
search.
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