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ABSTRACT  

 

The use of market models to assess the financial impacts of Information Technology (IT) 

investments suffers from two related limitations. First, announcement period returns assume the 

market is efficient in pricing the investment. However, many IT investments are characterized by 

high information acquisition and learning costs that impede efficient pricing. Second, market 

models only price systematic risks, and assume idiosyncratic risks are eliminated through 

diversification. Yet, prior research posits IT matters, largely because of firms’ idiosyncratic 

capabilities to exploit IT resources to create value. Thus, models deployed to assess the market 

value of IT events may be misaligned with the basic theoretical tenets of the IS field. We develop 

a framework involving the maturity of the IT event and the scope of complementary changes 

required to manage the event to assess pricing efficiency of the market. We empirically illustrate 

our framework with the case of large-scale outsourcing initiatives.  
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