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EXECUTIVE SUMMARY 

We have completed extensive interviews with about 100 executives, and senior management in 
business, technology and project areas of organisations in Australia. This is ongoing research which 
aims to investigate the practice of IT investment evaluation. One of the key findings from this research 
is that while all organisations conduct a standard financial analysis of IT investments (e.g., NPV, IRR, 
Payback, etc), none considered the application of an ex-post evaluation of how the market values IT 
investments. Given the level of uncertainty that surrounds IT investments and the difficulty in applying 
standard financial appraisal techniques, an understanding of how the market values IT should provide a 
useful benchmark that informs future IT investment decisions. These findings have motivated us to 
conduct a more rigorous ex-post empirical analysis of the market’s assessment of the gains or losses to 
IT investments. Throughout this document, we refer to this empirical analysis as ‘Project MVIT’ – 
short for the Market Value of IT.  

Project MVIT employs a novel ‘event-study’ approach taken from the academic literature to calculate 
the market’s assessment of the gains or losses to a sample of over 2,200 IT investments made by 
Australian firms over the period 1990 to 2010. By using an ‘event-study’ approach we are able to 
specifically capture the impact that IT investments have on shareholder value on the announcement 
day. The gains or losses are measured as risk-adjusted returns, value-weighted returns, dollar and 
inflation-adjusted returns. We categorise IT investments into 10 broad groups ranging from investment 
in on-line/e-commerce, strategic IT alliances, full/partial IT acquisitions, to IT outsourcing (see page 8 
for a full list of categories). This analysis should provide useful insights on whether the market has 
favoured particular IT investment types. 

Preliminary results of Project MVIT indicate that the market responds positively to the announcement 
of IT investments, suggesting that they add real value to shareholder wealth. Interestingly, we find 
significant differences in the returns across IT investment groups, suggesting that the market discriminates 
between IT investment types. While only an ex-post analysis, the results are nevertheless valuable in 
providing insights into which IT investments solicit the highest and lowest returns from the market. 
Further, by drilling-down into the sample to specific industry sectors (e.g., Banking, 
Telecommunications, Mining, Biotechnology, etc…) and even firm-specific investments, we are able to 
provide the market’s assessment of the gains or losses (i.e., NPV) to a particular sector and, more 
importantly, a specific IT investment. This information could be used in a standard ex-post 
performance evaluation of the project. One clear advantage that our approach has over standard 
appraisal techniques is that it is not influenced by project-specific governance issues, and so provides an 
independent benchmark against which internal performance metrics can be compared.                 
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 DEFINING THE RESEARCH PROBLEM  

‘With corporate expenditure and significance of IT on the rise, the need to demonstrate 
the real value of these investments is taking on more importance in business’ 

BACKGROUND: 

Since the advent of Information Systems, Communications and Technology (IT) in the workplace, one 
question has lingered in the minds of most executives, investors and users of this technology – that is, 
exactly what value does IT add to the organisation? Much has been researched and debated on this 
question with no clear answer.  

This research has shown, and practice will agree that because there are many factors influencing an 
organisation’s performance, establishing causality between IT investments and organisation level 
performance is clearly a difficult challenge. As a result interest is growing in identifying the relationship 
between IT investments and the market value of firms making these investments.  

In addition, the significance and growth of IT investments both in dollar terms and as a percentage of 
total corporate expenditure has put pressure on management to adequately justify these investments. 
This has not proven to be a particularly easy task given that the adoption of IT is considered to be one 
of the more expensive, complex and time-consuming endeavours an organisation can undertake. What 
is adding to the challenge is the reality that IT itself is evolving, and becoming more technologically 
integrated and amalgamated into everyday business. As a result, isolating the value that IT investments 
alone add to an organisation remains a challenge.  

KEY OBSERVATIONS: 

A number of key observations are drawn from the analysis of about 100 interviews in industry; some of 
these are listed below: 

• Difficulty in comparing IT with other investments: Attempts to compare IT investments with 
other capital-based investments, have given rise to the adoption and use of traditional appraisal 
techniques. This has proven to be a challenge because of the lack of rigour around the financial 
return of IT investments. What makes capital investments attractive is that they yield results which 
are measurable and as a result can contribute to established knowledge for future investment 
proposals.  

“We have a Project Control Board in effect, all the projects have to go up to, there are 
forms and whatever that you fill out, the thing that I think is missing is the rigour 
behind the numbers, there are a lot of assumptions, so you are not really comparing 
apples with apples your comparing apples with oranges and I think if you have a much 
more rigorous approach, you could then sit there from a portfolio view and say here are 
all the projects we have, these are the ones that we should do”            
(Senior Project Manager, Financial Institution). 

“I think what we are finding is that people like to work with structure, and so even by 
putting in all those methodologies that we have now that we never had before, where we are 
saying everyone must use the same business case templates, for example. When we first 
started looking at this, we went around the organisation and found 46 different business 
case templates that people were working on. So people at the top making the decision, they 
couldn’t compare apples with apples and that sort of thing”         
(Head of Project Methodologies, Financial Institution). 
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• Difficulty in linking IT with firm level performance: Our research has also shown that much if 
not all of the focus of IT value identification is on internally generated value, conducted by internal 
management. Some of the indicators include; productivity gains, cost reductions, reduction in 
operational risk, or an increase in capability. The link between IT investments and external or 
market value of the firm has rarely been investigated. This could be partly due to the view that IT is 
a commodity. However, a more mature view is that IT is an enabler to achieve business outcomes. 
The later view holds one major problem and that is, how does one isolate the cause of the business 
outcomes to particular IT investments alone.  

“There are definitely two dimensions [to value], an internal value and external value in 
rare cases where a technology breakthrough causes a major shift in relationship with 
competitors. Its more internally focussed value of IT, codifying routines”               
(Senior Consultant, Major International Consulting Company) 

• Future estimations are not reliable: Future estimations are based on previous experience, 
hindsight, gut instinct, and at best based on what seems to be anecdotal evidence. Investment 
justification remains subjective and relies heavily on assumptions which cannot be critiqued for 
validity or relevance because of the absence of sound knowledge of past IT investment valuations.   

“We don’t have a [project investment] library as such, or a knowledge based system that you 
could put in some key words and get some information out. Often I will be asked to go back 
and have a look at the numbers that the Technology guys are putting up on certain projects, 
just purely because I have been working on projects for so many years.”.                           
(Senior Project Director, Financial Institution) 
 
“…so much relies on your underlying assumptions. When you are doing a future oriented DCF 
or NPV you are always projecting some sort of growth over future periods. It all amounts to a 
very hazy picture of the future”. (Change Management Expert, Consulting Company) 

“There was a 80% variance sometimes in estimations to actuals…Generally most people 
underestimated their costs and also they underestimated the time period required…It impacts 
returns” (IT Manager, Financial Institution) 

• Difficulty in justifying IT investments for corporate funding: Funding for IT investments has 
been troublesome because of the difficulty in being able to build the financial case for these 
investments. Funding has been granted based on the track record of the people involved in the 
investment submission, trust, and at times blind faith.  

“There is no consistent framework for evaluating projects from a pre-investment 
perspective…A lot of it is driven by personalities of the sponsors of the projects, someone 
forward looking, aggressive, etc, regardless of whether the project will benefit the organisation 
the project will go ahead”. (Head of Structured Finance, Finance Institution) 

Preliminary results from this extensive and on-going research identified a plethora of challenges 
organisations presently face with regards to their IT investments. As a result, these organisations are 
not truly able to capitalise on sound investment opportunities in IT and, at times, avoid making 
investments in technology which they think the market will punish. However, with no real data on the 
market, the imperative question emerges... 

How can an organisation know what the market views as a value creating or 
value destroying investment in IT? 

Project MVIT was set-up to probe this question so that a knowledge base which is both theoretically 
sound and of practical use can be made available to organisations in Australia. 
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PROJECT MVIT – MARKET VALUE OF IT 

‘An opportunity to know exactly how IT investment returns have been assessed by the 
market over the past 17 years.’ 

PROJECT AIMS: 

Project MVIT aims to evaluate the market’s assessment of the gains or losses to IT investments in the 
Australian market. The project will specifically examine 10 different categories of IT investments to test 
whether the market discriminates between investment types. Also, by examining a long time horizon of IT 
investments, the project will be able to test whether the market’s assessment is impacted by different 
economic conditions. The output from the project will be useful in benchmarking for project appraisal.   

METHODOLOGY:  

We have constructed a large sample of 2,200 IT investments publicly announced by Australian firms over 
the period 1990 to 2010. The project employs a novel ‘event-study’ methodology commonly used in the 
finance academic literature. This involves measuring the equity returns to the announcing firm over an 
‘event-window’ and comparing them to a required rate of return to get a risk-adjusted return for each 
investment. The required equity return is estimated using daily returns data for each firm from a period prior 
the ‘event-window’ (i.e., prior to the IT investment announcement date). Risk-adjusted returns are calculated 
as equally-weighted, value-weighted, dollar, inflation-adjusted dollar returns, and return per dollar invested. 
We calculate returns across all announcing firms in the sample and over the whole sample period. Returns 
are also compared across IT investment categories.  The dollar returns reflect the market’s assessment of the 
dollar gains or losses to the investment, and so are directly comparable to project forecasted and realised 
NPVs. We compute the statistical significance of all returns using standard statistical methods using the 
mean and variance in the cross section of returns. This provides some degree of confidence that not only 
are the returns economically significant, but statistically significant.  

The methodology can be extended by ‘drilling-down’ into the sample to specific industry sectors (e.g., 
Banking, Telecommunications, Mining and Resources, etc) or even firm-specific deals made by each firm. 
This allows for a useful benchmarking exercise by comparing the returns to similar IT investments across 
industries and firms. Further, the dataset permits an analysis of how the market reacts to current (i.e., actual 
investment) and planned investments, which indicates whether the market can be ‘fooled’ by simply 
announcing an intention to invest in the future without actual investment materialising. An analysis of the 
market’s assessment of IT investments over different economic, industry and firm conditions is also 
possible given the 17-year time series. 

PRELIMINARY RESULTS:  

Figure 1 below reports the market’s assessment of the wealth effects to all categories of IT investments made by 
our sample of 2,200 announcements. The ‘spike’ on the announcement day (i.e., t=0) indicates clearly that the 
market believes that IT investments, on average, add significant value to the announcing firms. The average 
risk-adjusted return across all firm-years is 3.15% and is statistically significant at the 1% level (i.e., we are 99% 
confident that this value is not zero). Since the 3.15% represents a risk-adjusted return (i.e., return in excess of 
the required return on equity capital), this implies that the average IT announcing firm generates an increase in 
their market value on the announcement day by 3.15%. So, for example, say a firm has a market capitalisation 
of $1 billion on the day prior to the announcement; this would represent an increase of around $31.5 million on 
the announcement day.  
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Figure 1 

Market Reaction to IT Investments
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The figure depicts the market’s assessment of the gains or losses to 2,200 IT announcements made over the period 1990 to 2010. Zero (0) 
is the announcement day, and -5 through to +5 represent each of the 5 days prior to and after the announcement day. Risk-adjusted 
returns are calculated as the actual return less the required return on equity. The required return on equity is calculated using a market-
model, which is estimated using 200 daily returns, starting 6 days prior the IT announcement day (i.e., days -205 to -6). 

The decline in the risk-adjusted returns on the day after the announcement is consistent with an efficient stock 
market in Australia. That is, all (or most) of the gains or losses are impounded on the announcement day. It is 
important to note, however, that the subsequent decline in risk-adjusted returns should not be confused with a 
decrease in market value or share price. Clearly, after the announcement, the firm will only generate a normal 
return (i.e., its cost of equity) on equity capital, implying a risk-adjusted return of approximately zero, which the 
clearly graph depicts.   

Table 1 below provides more detailed information on the distribution of the risk-adjusted returns across 5 
of the 10 investment categories. The results reported clearly indicate that the market discriminates between 
IT investment types. Further analysis will indicate whether this can be explained by time, industry or firm-
specific effects. 
 
Table 1 

Investment Type Return 

All IT Investments 3.15% 

1 2.70% 

2 5.68% 

3 2.92% 

4 0.88% 

5 0.16% 
 
 
 
 

The table reports the equally-weighted average risk-adjusted return to ‘all’ IT investments and 5 of the 10 sub-categories. The return is 
calculated as the cross-sectional average for ‘all’ IT investments or the average of specific IT categories.     
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VALUE & IMPLICATIONS OF PROJECT MVIT:  

Figure 2 below is a high-level model of the potential value of this project for your organisation. 
 
Figure 2 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
The results of the research may be used to answer the following fundamental questions:  
 

1. How has the market assessed the returns of different types of IT investments? 
 
1. Online/E-Commerce Investments 
2. Strategic Alliances with Technology Providers 
3. Partial/Full Acquisitions of Technology Firms 
4. Information Systems & Technology Investments (Applications, Infrastructure etc)  
5. Technology Firm winning new tenders for business 
6. Achievement of Technology certifications 
7. IT Outsourcing deals 
8. Appointment of new CIOs, or GMs in Technology 
9. Sale of Technology Businesses 
10. Announcement of New IS Strategy Set 

 
2. How has the market assessed the returns of IT investments over time? 

 
Time series and trend analysis from 1990 to 2010 for all investment types 
 

3. How has the market assessed the returns of IT investments by Firm/Sector groupings? 
 
Market valuations by firm, sector, industry or across all industries  
 

4. How has the market assessed the returns of Present/Pending/Planned IT investments? 

Market valuations of all technology investments that were presently completed, that were 
pending completion and that were planned to commence. 
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POSSIBLE APPLICATIONS OF PROJECT MVIT OUTPUT:  

What has been reported in this document is that on average, a risk-adjusted market return of 3.15% has 
been earned for all IT investments over the past 17 years. Our dataset of over 2,200 investment deals 
allows for the analysis of the market return of IT investments across the following broad dimensions:  

1. IT Investment Type and sub-type 
2. Industry and Sector (all industries or particular sectors) 
3. Time (year by year or period analysis) 
4. Investment Timing (past, present and planned investments) 

Figure 3 below graphically represents only 4 different combinations of these broad dimensions, many 
more combinations in the analysis are possible.  
 
Figure 3 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The numbers above have been provided for illustrative purposes only (except the 3.15% result). 

 
Clearly, we can see that there is value in having ‘knowledge’ of the market’s assessment of the returns 
to particular IT investments. There is value here in knowing what is and is not seen as being a value 
adding investment by the market.  As a result, the board may use this information alongside standard 
evaluation techniques in project selection decisions. 

POSSBILE BENEFITS FROM PROJECT MVIT: 

• Valuation of IT investments over time moves from being one that relies on subjective 
judgement and hindsight, to one that is based on knowledge of past IT valuations. 

• IT investment proposals could be compared on an equal footing with other capital-based 
investments both internally and potentially with competitors.  

• May help in knowing what to announce and when to announce certain IT investments to the market. 

• May help the board in determining the optimal IT project mix, and as a result, this may 
contribute towards achieving a healthier overall portfolio of investments. 

• May improve the discipline of IT investment valuation within the organisation. 

• Provides useful information on whether real options embedded in the investment (e.g., the 
option to abandonment) are valuable. 
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