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 The effect that IT investment has on firm performance has been an important area of 

research interest as well as scholarly debate for the past twenty years. IT investment 
continues to constitute a large part of many organizations' capital expenditures. Due to 

the need to manage business on a more international level, competitiveness is driving 

technology to the vast corners of the globe. This study examines the broad categories of 
IT investment--namely, IT spending, IT strategy, and IT management/capability. While 

a singular approach has been explored in prior research, an integrative model 

addressing some of the key variables for each level of IT spending, IT strategy, and IT 
management capability along with moderating factors is illustrated here. This study also 

includes taking into effect a longitudinal time frame, reconciling survey information 

with proprietary survey data, and accounting for interaction effects among the 
independent variables. The study sample consisted of major publicly traded . 

corporations who have invested in IT both from a strategic and transactional 

prospective. The empirical results were based on a regression model and a survey 
questionnaire submitted to the of these organizations was also distributed in order to 

determine a firms' strategic initiatives and to verify financial data. 
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INTRODUCTION  

 

 Information technology investments have and continue to grow at an unprecedented pace. It has been 

reported that IT constitutes more that 70% of invested capital in service industries [17] and more than 50% in 

the manufacturing sector [26] At the same time, according to the results of the 2000 Controllers Council of 

Information Technology Survey, administered by the Institute of Management Accountants, only 34% of 

companies required a formal return on investment (ROI) to justify investment in IT projects. Thus, many 

organizations did not require the detailed discretionary cost analysis that goes into the purchase of other major 

types of capital expenditures. Ironically, of the 71% of those surveyed, it was also indicated that IS was 

extremely important to their companies "future profitability". Thus, much of the past IT investment expenditures 

were based on faith that positive returns would occur [1]. 

 Unfortunately, as the cost of IT investments rise, so do the mistakes. According to prior studies, roughly 

$97 billion of the $275 billion spent on IT in 1998 went to failed or over-budgeted projects [14]. Thus, many 

organizations have spent billions of dollars on IT investments and cannot specifically relate how this has 

affected their firm's performance. This is important when looking ahead because investment in IT has not come 

to a halt. Concerned with retaining their market competitiveness, companies continue to pour vast amounts into 

IT-related expenditures. Although information systems are creating many new opportunities for organizations, 

they are also a source of new problems, issues, and challenges for managers. Despite, heavy information 

technology investments, many organizations are not obtaining significant business benefits nor are they 

becoming digitally enabled on a global scale. The power of computer hardware and software has grown much 

more rapidly than the ability of organizations to apply and use this technology. One of the principal business 

challenges posed by information systems is making sure that they can deliver genuine business benefits. There is 

a very high failure rate among information systems projects because organizations have incorrectly assessed 



878                                                      Ali Raeespoor and Noosrat Heydari, 2015 

Advances in Environmental Biology, 9(2) January 2015, Pages: 877-884 
 

their business value and have failed to manage the organizational changes surrounding the introduction of the 

new technology [18]. 

 Moreover, business needs are constantly changing. This requires the IT architecture to be reassessed 

continually. The very high rate of technological change in computer-based information systems means that most 

systems are seriously out of date in five to eight years, if not sooner [22]. For example, companies who've had to 

install systems due to the Y2K problem are already spending and budgeting for upgrades to these systems. It 

appears that IT costs will continue to be a part of most organizations' budgets and not just a one time purchase. 

This has put considerable pressure in the hands of management to substantiate their purchases and show the 

direct link in how this will help improve certain business processes and how this will effect the organization's 

bottom line and eventually firm performance. Thus, the question is whether organizations are obtaining a payoff 

from their investment in information technology in the form of increased firm performance and, specifically, 

what are some of these determinants or intermediate factors that may help to explain this relationship. 

 

Prior Research: 

 What effect the impact of IT has on the evaluation of a firm's performance has generally showed conflicting 

and inconclusive results. Some of the earliest research in this area involved what 1987 Nobel Prize winning 

economist Robert Solow meant when he stated "We see the computer age everywhere except in the productivity 

statistics". This has come to be known as the Solow Paradox [9]. In this context, productivity has come to be 

defined as the efficiency by which outputs are produced for a given level of inputs [22]. Studies conducted after 

this have found that "there was no correlation whatsoever between expenditures for information technologies 

and any known measure of profitability" [23]. Prior research has tried to define firm performance in terms of 

both accounting and market based financial indicators. The accounting based measures of firm performance 

have included those indicated in Figure 1: 

 

 
 

 The market-based measures have included the market value of the stock, Tobin's q (market 

value/replacement cost), and event studies that utilized short-window abnormal stock market returns. At the 

same time, differences in data sources, data collection, and methodology have been observed in trying to explain 

this dilemma [24]. 

 Many studies have postulated that there have been negative or zero returns associated with some IT 

investments and that they are only worth their cost without any added benefits [10]. However, it has also been 

found that if IT investments are determined to be "innovative", the ability to increase firm performance rises. 

Innovative IT investment is defined as "the first use of a technology, a new product or service, or a new IT 

application". In a study Dos Santos et al which utilized the event study methodology of stock returns, it was 

determined that an increase in firm performance was due to innovative investments. However, the innovative 

investments only increased firm performance by 1.03% [11]. In another event study [7], studied the abnormal 

stock market returns around the date of the announcement of a newly created CIO position which drove 

performance levels up 2.97%. Some postulate that the benefits of IT are realized over longer periods of time. 

This has come to be known as the lag effect or the learning curve. [8] found that relationships between software 

intensity development and firm performance indicated a two year lag before a positive improvement was seen. 

[15] performed an event study of abnormal stock returns and determined that contextual factors such as firm 

size, determined by the number of employees, and time lag help to explain the stock price reaction to IT 

investments.  

 Upper level management initiatives derived from investment in IT may not show successful results unless 

accompanied by what is termed a "strategic alignment of IT with the organization's goals" [13]. In order to fully 

benefit from information technology, to realize increased productivity, and to take advantage of digital firm 

capabilities, many organizations need to be redesigned. This involves making fundamental changes in 

organizational behavior, developing new business models, and eliminating the inefficiencies of outdated 

organizational processes. If organizations only merely automate, they are missing out on the true potential of 

information systems. This is one reason why organizations may not show any increase in performance due to the 


