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ABSTRACT

This study aims to investigate the impact of information technology 
(IT) investment announcements on firms’ value in the Indonesian 
financial and non-financial sectors. Specifically, this study examines 
the excess return in both sectors separately, to measure market 
reaction after the announcement. This study uses event study 
methodology to capture 91 events of IT project announcements 
from the period of 2000 to 2007 that consist of 52 events announced 
by financial firms and 39 events announced by non-financial firms. 
By using Z test to analyse the data, the results reveal indifferent 
market reaction to the IT investment announcements by firms in the 
financial and non-financial sectors. These results imply that in the 
context of Indonesian investors, IT investments made by these firms 
do not actually provide positive signals for potential wealth increase.

Keywords: Efficient Market Hypothesis, Event Study, Firm Value, 
Productivity 
JEL Classification: G14

1. Introduction
The extensive use of Internet based applications in business enterprises 
leads to a new business model called electronic-business (e-business). It 
has changed how firms are managed and operated. It also enables firms 
to penetrate foreign markets and to connect directly with customers, 
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suppliers, and other business partners globally. E-business is now a key 
factor for being competitive. Therefore, many business enterprises have 
evolved from the traditional brick-and-mortar firm into a digital firm 
that is also known as a click-and-mortar firm. Digital firms may adopt a 
wide range of e-business applications, from stand-alone applications to 
enterprises systems that integrate all intra firm functions.

The potential benefits of Information Technology (IT), especially 
the Internet, have been the key factors that drive IT investment. Among 
others, IT can lead to having a positive impact on a firm’s products, 
services, internal processes and last but not least, performance (Santos, 
Peffers, & Mauer, 1993; Porter & Millar, 1985). Firms adopt IT to attain 
cost efficiency and productivity by streamlining and integrating internal 
business process, which is the case in Enterprise Resource Planning 
(ERP). ERP enables a firm to integrate all processes that exist in the firm’s 
functional areas, amongst departments and in different locations. ERP 
integrates all data from all enterprise applications to a central storage 
data bank that can be easily accessed by all parties. ERP can help a firm 
to make quick decisions since it can provide financial analysis, on-time 
sales reporting, inventory and production reports (Gupta, 2000) quickly. 
Hence, firms that invest heavily on IT, especially ERP systems (Jelassi & 
Enders, 2004) grow tremendously. Further, in the case of Intel, Phan (2003) 
claims that e-business deployment enables the firm to gain competitive 
advantages. Intel became the fifth most profitable firm in the US in the 
year 2000, after its initial deployment of an e-business pilot system in 1998. 
Intel achieved its competitive advantage through operational efficiency 
and strategic positioning.

IT investment needs performance metrics to measure corporate 
operational effectiveness and efficiency in e-business implementation. 
Some of the performance metrics are Information of Economics, Total 
Cost of Ownership (TCO), Total Value of Ownership (TVO), Information 
Value Added, and Information Productivity. In general, these measures 
can be categorised into return on investment (ROI) and return of customer 
satisfaction (RoCS). According to Dehning and Richardson (2002), IT 
investment evaluation can be classified into budget allocation for IT (IT 
Spending), types of IT acquisition/implementation (IT Strategy), and 
how IT assets are managed (IT Management/Capability). One of the 
ways to measure the ROI of IT implementation is to use the event study 
method to measure market reaction assessment on IT implementation as 
a corporate strategy. In addition, it is common that listed firms announce 
major IT investments and implementations to the public as part of good 
corporate governance practice. In Indonesia, such announcements can be 
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seen in respected newspapers, for example, Bisnis Indonesia and Kontan, 
and online media like Infovesta (www.infovesta.com). 

Literature suggests that factors such as industry sector and 
investment timing determine market reaction towards IT investment 
announcements. A study by Nagm and Kautz (2008) investigated the 
impact of ICT investment announcements on Australian firms’ stock 
prices. The study categorised the sample firms based on IT and Non-IT 
sectors. Furthermore, Santos et al. (1993) found industry characteristics 
as one of the determinants of market reaction towards IT investment 
announcement. Specifically, they argue that “IT investments may have 
different effects on firms’ value in the financial services industry than in 
manufacturing industry” (p.3). In addition, according to Yap (1990), firms 
in the financial sector adopt IT earlier than firms in the non-financial 
sectors. Such an argument is plausible because the financial industry is 
information intensive. Therefore, firms in the financial sector, theoretically, 
will invest and announce their IT investments more frequently than their 
counterparts from the non-financial sectors. Based on the studies by Yap 
(1990) and Santos et al. (1993), there is an opportunity to extend prior 
studies by investigating the effect of IT investment announcements on 
firms’ value on the basis of financial and non-financial sectors. Hence, the 
current study attempts to examine whether IT investment announcements 
have information content to trigger market reaction. Such a reaction is 
indicated by the rise of stock price that results in abnormal returns (Santos 
et al., 1993). The current study investigates market reaction towards IT 
investment announcements in financial and non-financial sectors in 
Indonesia. Specifically, this research addresses the following research 
question: “Do IT investments announcements affect firms’ market value 
in financial and non-financial sectors in Indonesia?”

2. Literature Review and Hypothesis Development
The benefits of the use of IT in business entities are widely known. Santos 
et al. (1993) found that IT implementation can lead to some direct benefits 
that contribute to future cash flows. IT investments and implementations 
are also expected to gain operating efficiency and business effectiveness. 
In addition, there are indirect benefits which may be obtained from IT 
usage. It can be in the form of future income opportunity due to capability 
to utilise the technology. Muhanna and Stoel (2010) state that superior 
IT capability is rewarded by investors through high share value. They 
also suggest that IT capability appears to be value relevant for firms that 
operate in the Internet era. 
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IT is an enabler to attain a firm’s mission and strategy. Therefore, 
IT should not be separated from corporate strategy. It is positioned as 
part of strategic management process. It plays a vital role in the business 
and strategic planning process. In the context of small and medium 
enterprises (SMEs), adoption of an e-business model often requires 
significant changes in the business processes and in the way they interact 
with customers and suppliers (Cote, Vezina, & Sabourin, 2005). Inability 
to prepare for these changes may threaten the existence of the enterprise. 
Hence, successful implementation of an e-business application may 
improve a firm’s competitiveness.

According to Hendratmoko and Achjari (2008), implementing 
e-business applications requires significant investment. These 
applications, for instance, Enterprise Resource Planning (ERP), Customer 
Relationship Management (CRM), Supply Chain Management (SCM), 
Business Intelligent (BI), and E-Commerce, are usually adopted by 
medium and large companies. Companies that adopt these applications 
need to reconfigure their business process comprehensively so that 
they can integrate their business process both internally and externally. 
Usually the business process reengineering is complex and thus, a firm 
that intends to apply e-business strategy (or e-strategy) will conduct deep 
analysis and evaluation on each e-business investment.

Santos et al. (1993) state that the decision to invest in IT is expected 
to have a significant positive impact on the firm’s performance, which 
in turn, increases the firm’s value. The beneficial IT investment decision 
is indicated by positive net present value (NPV). Previous studies 
show positive impact of IT investment announcements by firms. For 
example, Henderson, Kobelsky, Richardson, and Smith (2010) focused 
on ERP system. Their findings show that investors react positively to 
IT-related announcements. Such findings are in line with past studies 
in ERP and accounting information system. ERP implementation can 
lead to substantial changes in accounting information. Changes occur 
in how accounting information is processed, prepared, audited and 
disseminated. For example, prior to the implementation of the ERP, 
financial reports were created and prepared using manual processes, 
now it can be produced immediately whenever required because the data 
are available electronically. Similarly, ERP implementation can provide 
financial information anytime it is needed (Dillon, 1999). The ability of 
ERP to integrate with other systems has reduced the information barriers 
amongst organisational functions.
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Studies on stock market reactions on IT investment announcements 
have been investigated across countries. A study by Ferguson, Finn, 
and Hall (2005) on the stock market reactions on e-commerce projects in 
Australia, found that the Australian stock market also appears to react 
positively to IT investment announcements. In contrast to the United 
States, non-innovative investments in Australia seem to be perceived as 
more valuable than the innovative ones. Further, an announcement about 
the appointment of a new Chief Information Officer (CIO) also provides 
a good signal to the market as evidenced in the movement of the share 
price. Chatterjee, Richardson, and Zmud (2001) show that the market 
reacts positively to the appointment of the new CIO, especially if the firm 
is undergoing IT-based business transformation. Investors expect that IT 
will be managed better by the new CIO and this will increase the firm’s 
value. The same is true in regard to information system (IS) outsourcing 
announcement. Hayes, Hunton, and Reck (2000) found that there is an 
impact of information system (IS) outsourcing announcement on firm’s 
value, depending on the size and type of business. In their study, they 
found significant impact on small firms and also on firms in the service 
industry. However, most studies on market reaction focused on firms in 
developed countries.

Hendratmoko and Achjari (2008) conducted a study in the context 
of a developing country, namely Indonesia. They investigated the impact 
of IT investment announcements on Indonesian firms’ value by collecting 
IT investment announcement events from year 2000 to year 2004. 
Interestingly, their results reveal that in terms of average abnormal return, 
there is no significant difference between one day before announcement 
(t-1) and one day after announcement (t+1). The study suggests that in 
Indonesia, investors may not see IT investments as signals that can lead 
to better productivity and higher values for shareholders. In addition, 
statistics show interesting figures, whereby 75 per cent of samples are from 
the financial sector and 25 percent samples are from the manufacturing 
sector. Given that the majority of samples are from the financial sector, 
it is surprising that the study fails to reveal the relationship between IT 
investments and productivity. Hence, it is important to further investigate 
this phenomenon to provide further insight and understanding of the 
market reaction on the announcement of IT investment.

The Efficient Market Hypothesis (EMH) theory (Fama, 1970) has 
long been applied to investigate the stock market reaction to forthcoming 
information, for instance IT investment announcement. Fama (1970) 
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suggests that a market is efficient if the stock price fully incorporates 
forthcoming information. The investors’ reactions towards the information 
are assumed as random behaviour and normally distributed. Therefore, 
the net effect cannot be reliably utilised by particular investors to create 
abnormal returns (Hamid, Suleman, Syah, & Akash, 2010). According to 
Malkiel (1992), a market is considered as efficient if the information to all 
market participants does not lead to price changing.

The problem of value creation in IT investments is known as a 
productivity paradox. Solow (1987) in Dehning and Richardson (2002) 
states “We see the computer age everywhere except in the productivity statistics”. 
He seems to doubt the capability of IT assets productivity. Since then, 
the term “productivity paradox” emerges to describe the phenomenon. 
There are reasons why IT investments do not significantly affect a firm’s 
performance nor increase its value. Among others, is the inability of a 
firm to create competitive advantage and innovation based electronic-
strategy (e-strategy). Further, according to Dehning and Richardson 
(2002), economics and industry condition are the external factors that 
contribute to the existence of a productivity paradox. They support the 
notion of a productivity paradox in which IT investments do not result 
in expected returns, yet cause negative returns. Chakrabarti (1988) in 
Santos and Peffers (1995) argues that significant productivity gains may 
not follow IT investments.

Performance measures are required to investigate the impact of 
IT investments on firms’ value. These indicators, among others, are 
Information of Economics, Total Cost of Ownership (TCO), Total Value 
of Ownership (TVO), Information Value Added, and Information 
Productivity. Along with these measures, many researchers attempt to 
analyse the impact of IT implementation on firms’ value using an event 
study methodology (Santos et al., 1993; Hayes et al., 2000; Subramani 
& Walden, 2001; Chavez & Lorenzo, 2008; Dehning, Richardson, & 
Stratopoulos, 2005; Ferguson et al., 2005; Roztocki & Weistroffer, 2007). 
Hence, firm value measurement using market approach is considered to 
be advantageous, since it considers all future benefits, both short-term 
and long-term (Dehning et al., 2005).

A research by Hendratmoko and Achjari (2008) suggests that in 
Indonesia, the banking industry dominates IT investment announcements 
compared to other sectors. The study shows that 41 IT investment 
announcements were made by 12 firms. Interestingly, nine out of the 12 
firms were from banking sector. The figures provide external validity 
for previous studies which argue that the banking sector is an early 
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adopter (Yap, 1990). Other sectors that show high IT investments are the 
telecommunication and manufacturing industries. The firms in these 
sectors invest on e-business application projects such as ERP, CRM, and 
SCM as part of their ERP application, E-Commerce, Business to Business 
(B2B), and Business to Customer (B2C). In the context of developing 
countries, the association of IT investment and firm’s performance has 
also been investigated. For instance, Bucar, Stare, and Jaklic (2006) found 
that Slovenian firms that use information and communication technology 
(ICT) intensively attain better business performance. However, as a result 
of a lack of systematic approaches to ICT projects, many Slovenian firms 
are reluctant to make ICT investment an integral part of their business 
strategy. Indjikian and Siegel (2005) suggest that to maximise social 
returns to IT investments, policymakers in developing countries must 
address two key deficiencies. First, there is a lack of knowledge of “best 
practice” in IT usage and second, there exist IT-related skill deficiencies 
in the workforce. Commander, Harrison, and Filho (2009) conducted a 
study that investigates the relationship between ICT and productivity 
in developing countries by using samples from manufacturing firms in 
Brazil and India. The study found a strong positive association between 
ICT capital and productivity in both countries. In addition, Motohashi 
(2005) in Commander et al. (2009) surveyed manufacturing firms in China 
between the years 1995-2002 and found that IT investment associates with 
firm’s productivity, especially in foreign firms.

In terms of the impact IT investment announcement on a firms’ 
value, Santos et al. (1993) show that there is no difference between the 
financial and manufacturing industries. However, Yap (1990) found 
there is a significant difference between the financial sector and the 
other four business sectors (i.e., transport and communication, wholesale 
distribution, retail distribution, and miscellaneous services). The current 
study follows Yap (1990) that identifies organisational characteristics in 
the United Kingdom in terms of computer usage. As such, this study 
extends the previous work by Hendratmoko and Achjari (2008) as well 
as Santos et al. (1993), and modifies sample classification on the basis of 
two industry sectors namely financial and non-financial sectors. Also, 
this study expands the sample events for the period of 2000 to 2007 
and lengthens the estimation period of market model into 100 days. 
Based on the above mentioned literature, the current study develops the  
following hypotheses:

H1: There is positive impact of IT investment announcement on firm’s 
market value in the financial sector.
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H2: There is positive impact of IT investment announcement on firm’s 
market value in the non-financial sector.

H3: The impact of IT investment announcement on firm’s value is 
higher in the financial sector than in the non-financial sector.

3. Methodology
Many studies, for instance, Subramani and Walden (2001), Chavez 
and Lorenzo (2008), and Dehning and Richardson (2002), have been 
conducted to solve the IT productivity puzzle using various approaches 
and research methods. In addition to the more traditional approaches 
such as case studies and surveys, the event studies have also been used 
by information system (IS) researchers (Daniel, Kodwani, & Datta, 2009; 
Konchitchki & O’Leary, 2011). The Efficient Market Hypothesis theory 
provides the foundation for the event study method. According to the 
theory, all available information to investors is reflected in the stock prices 
(Fama, 1970). Thus, in the current study, the event study methodology 
is employed to obtain empirical evidence with regard to the impact of 
IT investment announcements on firms’ value. This method is applied 
because it has been widely used in business research areas such as 
accounting, finance, and strategic management. 

3.1. Population, Sample and Data
The population comprises Indonesian Stock Exchange-listed firms that 
published IT investments announcements for the period from 2000 to 2007. 
This timeframe was chosen because of the Indonesian macroeconomics 
condition during this period, especially the capital market was relatively 
stable. It was also the period between two major financial crises in 1998 
and 2008 respectively. The inclusion of data across these two years into 
the sample can be problematic since the stock market is considered to be 
abnormal. Therefore these two years were excluded.

The samples were selected using the purposive sampling method. 
The selected press release events must satisfy the determined criteria. It 
should solely contain IT investment announcements. It cannot contain 
other information that may affect market reaction, such as dividend 
announcements, merger or acquisition activities, management policy, and 
so forth. Secondary data were obtained from paper-based mass media, 
web-based magazines and newspapers, and websites, such as Yahoo! 
Finance’s composite stock price index and firms' stock prices (http://
finance.yahoo.com), and from the Data Center of the Faculty of Economics 
and Business, Universitas Gadjah Mada.
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The data were collected using the following steps. First, search engine 
was utilised. Several key words were used, such as “IT implementation 
news and public company”, “ERP implementation news and public 
company”, and “SCM implementation news and public company”. 
Second, corporate websites were visited and explored to obtain IT news. 
Third, Bisnis Indonesia daily newspaper was used to seek IT news. Finally, 
the results acquired from previous steps were categorised into financial 
and non-financial sectors. Having followed the procedures mentioned 
above, this study captured 91 events of announcement of IT application 
projects for the period 2000 to 2007. It consisted of 52 events announced 
by financial firms and 39 events announced by non-financial firms.

3.2. Data Analysis
This study conducted a step by step data analysis to test H1 and H2, for 
both financial and non-financial firms groups. First, the announcements of 
IT investments were identified. Then, each announcement was examined 
to identify the presence of other corporate activities that might influence 
a firm’s value. An event was included into the sample if it was isolated 
from other corporate activities. This was followed by the definition of the 
estimation period. This study used a 100-day estimation period which 
started from two (2) days before the announcement date (t-2) to 101 days 
before the announcement date (t-101).

The event window was defined next. The event window period 
included one (1) day before the announcement (t-1), the day of the 
announcement (t0) and one (1) day after the announcement (t+1). After 
determining the estimation period and event window, the daily closing 
stock prices of sample firms during the estimation period and event 
window period were collected. In addition, the daily closing composite 
stock price indices during the estimation period and event window period 
were also collected. Next, the rate of return that was the actual return for 
firm j on day t was also calculated for the estimation period and the event 
window period using the following formula:

t-101

Estimation Period Event Window

 t-1 t0 t+1

Rj,t =  ….................................................................................(1)Pt – Pt-1
Pt-1
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Rj,t = rate of return for firm j, on day t
Pt = common stock closing price on day t
Pt-1 = common stock closing price on day t-1 

Next, the market returns for the estimation period and the event 
window period were also calculated as below: 

Rmt =   ….…..........................................................................(2)

Rmt = return on a market portfolio (Jakarta Composite Index) on day t
Pmt = closing composite stock price index on day t
Pmt-1 = closing composite stock price index on day t-1 

The value of αj and βj were determined using the market model 
technique as follows:

Rj,t = αj + βj . Rmt + ej,t …….................................................................(3)
Rj,t = return on firm j, on day t
αj = regression coefficient representing the intercept term for stock j
βj = coefficient representing the slope of the regression, the expected 
 change in stock j’s return for a 1 per cent chang e in the market return
Rmt  = return on a market portfolio (Jakarta Composite Index) on day t
ej,t  = error term on the regression (reflecting factors other than the stock 
 market that impact the return on a stock j)

After the value of αj and βj were determined, the estimated (normal) 
stock returns for each firm during the event window period were 
computed using the above mentioned market model technique. Thus, αj 
and βj that were the results from Equation 3, were applied in Equation 4 
below to produce the estimated return (ER).

ER = αj + βj . Rmt ..…...…........................................................................(4)

The final step was to test the notion of abnormal return (excess 
return) in the event period. It was carried out by subtracting the average 
estimated return from the average (actual) return. If the result is different 
from zero, then it indicates the presence of abnormal return. To do so, this 
study examined the significance of the abnormal returns mean difference 
between the average estimated return and average (actual) return for both 
financial sector sub-sample (H1) and non-financial sector sub-sample (H2) 
by using Z test (n > 30):

Pmt – Pmt-1
Pmt-1
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  ..............................................................................................(5)

x̄ = average (actual) return (R) in event window period
µ = average estimated return (ER) in event window period
σ = variance
n = number of event 

To test H3, the same steps as H1 and H2 above were followed, except 
for the final step to test the ratio of abnormal return (excess return) in the 
event period. For H3, the abnormal return (excess return) for firm j on day 
t in each day in the event period was computed as follows:
 
Abnormal Return = Actual Return – Estimated Return 

AR = Rj,t -  (αj + βj . Rmt) ...........................................................................(6)

While, the abnormal (excess) return for firm j on particular day 
t-1, t0 dan t+1, where t-1 is the day before the announcement in a daily 
periodical, was computed:

CARj =  .......................................................................................(7)

CARj =  cumulative abnormal return for firm j. 

Following Dos Santos (1993), the Cumulative Abnormal Return 
(CAR) is an average of excess return for firm j on day t. The average of 
three day abnormal return for firm j and N firms sample was computed 
as follows.

CARj = .......…......................................................................(8)

Meanwhile the null H3 implies that financial firms CAR equal to 
non-financial firms CAR. Therefore, alternative H3 needs to determine 
whether financial sector’s CAR was higher than non-financial sector’s 
CAR during the window period. 

Financial firms CAR – Non financial firms CAR > 0 ......................(9)

Finally, the significance of CAR difference (Equation 9) was tested 
using Z test (i.e., two samples) that is computed as follows:  

Z = x̄–µ
ns/

Σ
1

t=-1
ARjt

Σ
1

t=-1
ARjt

1
N
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 ...................................................................................(10)

x̄1 = CAR for financial sector on event windows period
x̄2 = CAR for non-financial sector on event windows period
µ1 = predicted return for financial sector firm on event windows 

period
µ2 = predicted return for non-financial sector firm on event windows 

    period
σ = variance
n = number of event 

4. Findings
To test all the hypotheses, the data were analysed by comparing 
cumulative abnormal returns. The results of predicted, actual and 
cumulative abnormal return calculation for each industry can be seen 
in Table 1a and Table 1b (Financial Sector); and Table 2a and Table 2b 
(Non-Financial Sector).

4.1. Hypothesis 1 (H1)
H1 proposes that there is positive impact of IT investment announcement 
on firm’s value in the financial sector. The calculation of average abnormal 
return during the event window period for the financial sector is described 
in Table 1. Below is the Z-test procedure to test the H1:

1. H1o : Abnormal Return = 0
 H1a : Abnormal Return > 0
2. Alpha (α) = 0.05
3.  Critical value (one-tailed; 0.05)
 Z (0.05) = 1.65
4. Decision criteria :H1o is rejected if Z score >1.65

5. Z score = 0.0000513—0.00477
0.2986/√52

 =-0.114

As the Z score is -0.114 which is <1.65, H1o is not rejected. Thus, it 
can be concluded that as the abnormal return for the financial sector is 
not significantly higher than zero, H1 is not supported.
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Information Technology Investment Announcements and Firms’ Value: The Case of 
Indonesian Firms in the Financial and Non-Financial Sectors

4.2. Hypothesis 2 (H2)
H2 argues that there is positive impact of IT investment announcement on 
firm’s value in the non-financial sector. To validate the notion, the data 
were analysed using the above mentioned procedures. The calculation 
of average abnormal return during event window period for the non-
financial sector is shown in Table 2. The Z-test procedure to test the H2 
is as follows:

1. H2o : Abnormal Return = 0
 H2a : Abnormal Return > 0
2. Alpha (α) = 0.05
3. Critical value (one-tailed, Z test)
4. Z (0.05) = 1.65
5. Criteria of decision : H2o is rejected if Z score is greater than 1.65

6. Z score = 0.00094—0.00231
0.16/√39  =- 0.05

 
The Z score is -0.05 which is <1.65, therefore H2o is not rejected. As 

the abnormal return for the non-financial sector is not significantly higher 
than zero, H2 is also not supported.

4.3. Hypothesis 3 (H3)
H3 proposes that the impact of IT investment announcement on a firm’s 
value in the financial sector is higher than in the non-financial sector. 
Below is the procedure to test the hypothesis:

1. H3o : CAR of financial sector is the same with those of non-financial 
sector (µ1-µ2=0)

 H3a : CAR of financial sector is higher than those of non-financial 
sector (µ1-µ2>0)

2. Determined alpha (α = 0.05)
3. Critical value of Z (0.05) = 1.65
4. Criteria of decision : H3o is rejected if the Z score is greater than 

1.65

5. Z = 
(x1— x2)— (m1— m2)

s1
n1 n2

s2+

(—0.00469+0.00137)—0

0.2986 0.16
3952 +

= =  -0.03
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The Z score is -0.03 which is <1.65. Therefore, H3o is not rejected. The 
CAR of the financial sector is not significantly higher than those of the 
non-financial sector and hence, H3 is not supported.

The findings in H1, H2 and H3 can be seen graphically in Figure 1. 
It shows that the CAR of the financial and non-financial sectors fall into 
negative area on the day of announcement and a day after. Theoretically, 
market reaction towards IT investments announcements can be seen in 
positive cumulative abnormal return.

Figure 1: Cummulative Abnormal Return (CAR) of Financial and Non-
Financial Sectors in Window Period

5. Discussion and Implication
The data analysis results show that all the three hypotheses of this study 
are rejected. H1 that proposes there is positive impact of IT investment 
announcement on firm’s value in the financial sector is not supported. 
The financial sector tends to be among the first to adopt IT compared to 
other business sector, unfortunately, it does not seem to have an impact 
on the firm’s future value. Market reaction is too weak (Z score is -0.114, 
α = 0.05, one tailed) to capture the excess return phenomena. Cumulative 
Abnormal Return (CAR) value should be positive and significant to 
suggest that there is an impact of IT investment announcement on the  
firm’s future value. 
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Further, for the non-financial sector, the data analysis shows that 
an IT investment announcement does not correlate positively with 
investors’ perception on the firm’s future value (Z score = -0.05, α = 0.05, 
one tailed). Therefore, H2 is also rejected. The results suggest that the 
market – for both financial and non-financial sectors - does not value 
IT investment announcement as a positive signal for potential wealth 
increase for investors in the future. Hence, it validates the previous 
study by Hendratmoko and Achjari (2008) that used data from the  
Indonesian market. 

Assuming relatively efficient market hypothesis, the insignificant 
Z scores from both financial and non-financial sectors lead to some 
possibilities. Based on Figure 1, graphically, the financial sector shows 
CAR increases one day after the event date (t+1). Although abnormal 
return increases on t+1, the value is still less than zero. Therefore the 
increase of abnormal return is too weak to support the notion. The 
increasing price of stocks on the day after an announcement date indicates 
there is a chance that the information reaches the market or investors 
slowly and unequally. In this regard, Hartono (2004) states that there 
is so called market inefficiency due to a high cost of information and 
unequal spread of information to market participants. With regard to the 
non-financial sector, Figure 1 shows that the pattern of the CAR declines 
during the window period. Thus, the pattern of the non-financial sector is 
somewhat different from the financial sector. Theoretically, in both sectors, 
there will be a stock price increase after the investment announcement 
responding to anticipated future benefits (Santos et al., 1993; Ferguson et 
al., 2005; Henderson et al., 2010; Muhanna & Stoel, 2010).

In terms of H3, the CAR from firms in financial and non-financial 
sectors, as seen in Table 1 and Table 2, are compared using Z test. The 
statistical analysis results demonstrate there is no strong evidence to 
claim that the CAR of firms in the financial sector is higher than that in 
the non-financial sector (Z score = -0.03, α = 0.05, one tailed). Thus, H3 
is not supported. This suggests that in Indonesia, investors do not see 
differently the impact of IT investment announcements on future value 
of financial and non-financial firms. Hence, industry classification has 
no effect on the value of IT investment. This finding validates the work 
of Santos et al. (1993).

The results of this study suggest that IT investment announcements 
may not be value relevant. The results do not conform to the study of 
Chavez and Lorenzo (2008), Subramani and Walden (2001), Muhanna 
and Stoel (2010), Henderson et al. (2010) and Hayes et al. (2000). Unlike 
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their counterparts in the United States, Europe and Australia, Indonesian 
investors may not consider IT investment announcements as basis for 
investment decision. Nevertheless, the results imply that investors in 
Indonesia do not see net present value (NPV) from IT investment higher 
than zero. In other words, an IT investment project has zero expected NPV. 
This expectation of the IT investment project may be due to the following 
reasons. First, it could be that Indonesian investors do not have adequate 
understanding of the role of IT capabilities in increasing a firm’s future 
value. They may perceive that there are some other factors that are more 
dominant such as Government policy. Second, Indonesian investors could 
be short term investors and thus, they  do not expect long term gain such 
as dividend and higher share price due to business growth. They may 
prefer to earn short term gain derived from stock price fluctuation.

There are some limitations that may be present in this study. Among 
others, information of IT investment announcements in Indonesia is 
relatively difficult to obtain since there is no single authoritative media 
where the researchers can find such announcements. This study employed 
multiple sources to obtain the data. Therefore, it is possible that some data 
were not captured. Further, this study used data for the period of year 2000 
to year 2007 which is between two financial crises (i.e., in years 1998 and 
2008). It would be interesting to know the market reaction across times of 
financial crises. Therefore, it is recommended that future research should 
lengthen the estimation period for the market reaction model. Moreover, 
future study can address issues pertaining to the insignificance of stock 
price change during the window period that possibly could indicate 
thin trading effects that may lead to bias in beta securities. Also, the beta 
estimation for each security in the window period should be corrected 
(Hartono & Surianto, 2000). Thus, future research can be conducted 
to correct estimated beta for thin trading securities. Finally, this study 
assumes relatively efficient market hypothesis but leakages could happen 
in markets. Future study can examine and identify leakages that may 
occur before an announcement date. 

The main contribution of this study is related to the relationship 
between market reaction and the forthcoming information (i.e., IT 
investment announcements) in both the financial and non-financial 
sectors in Indonesia. Unpredictably, the results show indifferent market 
reactions between both sectors. It seems that in both sectors, Indonesian 
investors apparently do not see announcements of IT investment as 
being value relevant. These results are surprising, given that the financial 
sector is known as IT intensive and an early IT adopter. This study 
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externally validates previous studies in the Indonesian market context 
(Hendratmoko & Achjari, 2008) as well as the use of financial sector 
category (Santos et al., 1993).  
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