
1. Introduction

The aim of this paper is to provide a sound basis to 
support a scientifi c approach in investigating strategic 
adaptation towards the value of forecasts. This paper 
attempts to integrate literature from three disciplines, 
namely management accounting, strategic adaptation 
and forecasting with a view to producing a conceptual 
framework for researchers exploring the value of fore-
casts. From the outset, we highlight that the subject of 
forecasting is extremely topical in business organiza-
tions. For example, the new millennium has witnessed 
the largest single failure in US corporate history, and 
perhaps the ultimate crime of corporate social irrespon-
sibility. Could the future of Enron have been predicted 
under the changing business climate at that time? Just 
as the climate change made the most successful pred-
ator on this planet, the dinosaurs extinct, arguably a 
change in the business climate and associated behav-
iours made Enron extinct. This incident emphasizes 
the need to develop models that allow for a more ac-
curate prediction of the inevitable changes and uncer-

tainties in the business (Michaluk 2002). Reform must 
encompass wider issues that emphasize the ability of 
an organization to predict and forecast the uncertain 
future which globalization has brought about. Globali-
zation has spurred mergers and acquisitions as well as 
downsizing of business organizations. The survival of 
businesses very much depends on the world as well as 
country-specifi c economic fl uctuations. This situation 
increases uncertainty of the future leading to great con-
cern within any business organization. In view of the 
uncertainties, businesses need to develop capabilities to 
ensure their survival. Despite organizing carefully the 
business activities and assigning responsibilities with 
tight policies and control systems in place, businesses 
face the challenge of adapting to these dynamic run. 
As such, the basic tools of management become im-
perative in ensuring performance. Nevertheless, being 
forward-looking in an organization plays an important 
role in initiating and benchmarking changes. We will 
look at the issue of forward-looking in the context of 
planning. 
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The concept of planning pervades in three disciplines 
which make up the core structure of this study: Man-
agement Accounting, Strategic Adaptation, and Fore-
casting. First, the importance of forward-looking in 
Management Accounting has received increasing at-
tention in the light of defi ning the role of accountants. 
The next generation of accountants needs to be adept 
in knowledge management, forecasting and optimi-
zation techniques (IFAC 1998; Shaw 2007). Second, 
Strategic adaptation (SA) ability involves the ability 
of an organization to cope with new realities in its 
operating environment. This concept has been used 
to explain why some companies succeed and sustain 
competitive advantage, and others fail. An important 
component in explaining strategic adaptability is stra-
tegic planning. Strategic planning has long asserted 
that formal planning provides benefi ts that ultimately 
produce economic value (Steiner 1979; Thompson & 
Strickland 1987). One principal element in strategic 
planning is forecasting, which has been consistently 
recognized as an important capability for business 
planning and management (Makridakis & Wheel-
wright 1977; Armstrong 1987; Cox 1987; Wright 1988; 
Cox 1989; Fildes & Hastings 1994; J. T. Mentzer & 
Gomes 1994; Sanders & Mandrodt 1994; Aziz-Khair-
ulfazi 2004). Third, forecasting can simply be defi ned 
as predicting the future. In 2007, Dr Patrick Dixon, re-
garded as the ‘Global change Guru’ by the Wall Street 
Journal and Europe’s leading Futurist (Press Asso-
ciation) quotes, “Either we take hold of the future or 
the future will take hold of us”. The importance of 
forecasting must not be undermined especially in the 
era of globalization.

This paper aims to present a workable framework of 
strategic adaptation ability with forecasting manage-
ment. It will also provide a new extension of IFAC 
Management Accounting Framework for capabilities 
(IFAC 1998).

2. Literature review

2.1. Evolution of strategic adaptation

In the literature of strategic adaptation, there are at 
least three schools of thoughts which have evolved 
over time that emphasized different predominant fac-
tors infl uencing the strategic adaptation of organiza-
tions. One school of thought emphasized on the pre-
dominant role of the environment. There are numerous 
studies conducted under this school of thought amongst 
others, Powell and Dimaggio (1991), who concluded 
that cultural-institutional environment is important 
in shaping organization strategic choice. The second 

school of thought is the resource-based view (RBV) 
which explains differential fi rm success by investigat-
ing factors internal to the fi rm. The prominent studies 
are conducted under this school of thought amongst 
others, Prahalad and Hamel (1990)  and Teece et al. 
(1997).  The third school of thought is the integrative 
view. This view reconciles the two competing perspec-
tives and conceptualizes organizational adaptation as 
the result of internal adjustments and actions oriented 
to the environment (Venkaratman 1990; Child 1997). 
Eunni (2003) has further explored this view by under-
lining the relationship between strategic adaptation and 
organizational performance. The study conceives that 
strategic adaptation ability consists of two kinds of fi t 
or alignment: the alignment of structures and processes 
within the fi rm (internal alignment) and the alignment 
of the fi rm as a whole with the environment in which it 
operates (external alignment). Thus, differences in per-
formance among fi rms operating in an environment can 
be related to the differences in the degrees of the two 
kinds of alignment exhibited by them. The proposed 
framework conceptualizes that most adaptive fi rms in 
the industry (high performers) possess a higher degree 
of internal and external alignments. 

2.2. Strategic adaptation, strategic 
planning and forecasting

The resource-based view has long argued that the key 
to economic rents lies in the fi rm’s capabilities or com-
petencies – sustainable organizational abilities based 
in the fi rm’s capabilities or competencies (Prahalad 
& Hamel 1990; Barney 1991; Porter 1996). Barney 
(1986) argued that the key to earning sustainable above 
normal returns is through superior forecasting, while 
Makridakis et al. (1998) argued that fi rm performance 
often critically depends on forecasting accuracy in 
fi rm’s planning. As Makadok and Walker (2000) ex-
plain, nearly every function of the fi rm relies on some 
form of forecasting. Forecasting is also a critical ele-
ment in the evolutionary theory of the fi rm (Nelson & 
Winter 1982)  and the dynamic capabilities literature. 
Teece (2000) describes the importance of “external 
sensing” of opportunities and threats as the fi rst step 
in a fi rm’s development of dynamic capabilities. Firms 
must anticipate and adapt to environment changes in 
order to hold any sustainable advantage over their 
competitors.

The fact that the fi rm’s environment is characterized 
by a high degree of risk and uncertainty provides the 
principle rationale for the use of strategic planning and 
forecasting. It is the driving force underlying any stra-
tegic plan (Naylor 1983).
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2.3. Evolution of forecasting

Forecasting is a systematic process of decisions and 
actions performed in an effort to predict the future 
(Cleary & Lavenbach 1982). It has input and output 
just like a production operation (Wallace 1996). Signif-
icant developments have been made in the literature of 
forecasting. It has evolved from looking at forecasting 
as a model or technique in isolation to a view of fore-
casting and its interaction with management and other 
functions in the organization (Smith 2000). The evo-
lution has been summarized by Armstrong (1986a) in 
three categories of interest: 1) making forecasts, 2) es-
timating uncertainty, and  3) gaining acceptance. Two 
of these areas, making forecasts and estimating uncer-
tainty, are concerned with specifi c aspects of model 
development and assessment. The third area begins to 
address behavioral (judgmental) and managerial con-
siderations in the application of forecasting models.

It is generally recognized that without management 
judgment in forecasting, serious problems can result. 
Worthen (2003) describes Nike’s $400 million ex-
periment with forecasting software which went dis-
astrously wrong. As a result, there were massive in-
ventory write-offs due to the system’s inaccuracy and 
lack of management input. Good forecasting requires 
that management judgment play its role and, equally 
important, that there be effective implementation of 
the forecasting systems (Fildes & Hastings 1994). The 
most notable study in the area of forecasting manage-
ment is by Menzter et al. (1996, 1999). He developed 
the Sales Forecasting Benchmarking Model (SFBM) 
which explained the managerial aspects of forecasting. 
It consists of four original dimensions; 1) functional in-
tegration, 2) approach,  3) systems and 4) performance 
measurement. In a complementary study, Green (2001) 
incorporated additional variables (level of accuracy of 
sales forecast and level of managers’ satisfaction with 
the sales forecasting process). She identifi ed the ad-
ditional variables (Menzter & Cox 1984; Menzter & 
Kahn 1995; Ginevičius, Korsakienė 2005) as having 
a relationship with the four dimensions mentioned 
earlier. In a review of the last 25 years of forecast-
ing research in management judgment Lawrence et al. 
(2006) highlighted the increasing importance of man-
agement involvement in the forecasting process. He 
underlined the need for a study to signify the value 
forecasts in business organizations.

2.4. Evolution of management accounting

The fi eld of organizational activity encompassed by 
management accounting has developed through four 
recognizable stages (IFAC 1998) as depicted in fi g-
ure (four).  If the management accounting evolution 

had been accordingly planned and implemented by 
organizations, most companies would have achieved 
their value creation stage by today. Unfortunately, 
studies made by Johnson and Kaplan (1987) revealed 
that management accounting function had ‘lost its rel-
evance’. Proactive measures must therefore be taken 
to ‘regain its role’. Currently due to globalization and 
rapid changes in the business environment, most com-
panies have gone further to the next step, which is on 
strategic focus and risk management. Interestingly, in 
October 2002, the IFAC Board explored the emerging 
concept of ‘Enterprise Governance’ which, it could be 
argued, extended their conceptual accounting frame-
work (IFAC 1998) which had previously described 
management in terms of 1) the function of MA in or-
ganizations; 2) the utility of outcomes of MA proc-
ess; 3) criteria to assess the value of processes and 
technologies in MA process, and 4) capabilities for 
effective MA functions. 

This paper is an extension of management account-
ing evolution which emphasizes on effective use of 
resources and the management being proactive. Dur-
ing this stage the concept of strategic management ac-
counting (SMA) begins to take prominence. SMA is a 
form of forward-looking management accounting in 
which emphasis is placed on information which relates 
to factors external to the fi rm, as well as non-fi nancial 
internally generated information (CIMA 2000). This 
paper is also in line with the management accounting 
framework, “capabilities required for function effec-
tiveness”. Forecasting has been consistently recognized 
as an important capability for business planning and 
management (Makridakis & Wheelwright 1977; Arm-
strong 1987; Cox 1987; Wright 1988; Cox 1989; Fildes 
& Hastings 1994; Mentzer & Gomes 1994; Sanders & 
Mandrodt 1994; Aziz-Khairulfazi 2004).

From the above, it can be seen that the literature review 
raises several issues from recent studies with regard 
to forecasting and strategic adaptation. The evolution 
of management accounting highlighted the increasing 
importance of organizations to be forward-looking 
and therefore increasingly involved in forecasting. 
The under-emphasis of forecasting has been under-
lined by a recent article in CIMA’s offi cial magazine 
(Shaw 2007). The literature review of strategic adapta-
tion highlighted the importance of strategic planning 
but under-emphasized the function of forecasting in 
the framework. The fact remains that forecasting is an 
important capability for business planning and man-
agement (Makridakis & Wheelwright 1977; Armstrong 
1987; Cox 1987, 1989; Wright 1988; Fildes & Hastings 
1994; Mentzer & Gomes 1994; Sanders & Mandrodt 
1994; Aziz-Khairulfazi 2004; Lawrence et al. 2006).
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Worthen (2003) aptly highlighted the importance of 
management judgment to ensure effective forecasting 
besides sophisticated forecasting techniques. Thus, 
management commitment and belief in forecasting 
is important to ensure that business organizations can 
strategically adapt to the ever changing global busi-
ness environment. Enron could have survived if man-
agement made more accurate predictions of the future 
(Michaluk 2002). Thus organizations must understand 
the value of forecasts and this is the gap identifi ed and 
warranted by Lawrence et. al. (2006) to be further ex-
amined. This is where our conceptual framework will 
offer a direction for such investigation. As a result, 
we hope to make positive contributions in strategic 
adaptation, forecasting and management accounting 
literatures.

3. A proposed conceptual 
forecasting framework

Contingency theories postulate that the management 
style and organizational structure were infl uenced by 
various aspects of the environment: the contingen-
cy factors. There are numerous studies in this area, 
amongst others Downs & Mohr 1976; Boeker 1989; 
Miller 1991. Whilst contingency theories focus on the 
factors outside the fi rm, the resource-based theory at-
tempts to look at factors within the fi rms. This theory 
attempts to trace the sources of performance differenc-
es by looking within the fi rm. The RBV explains dif-
ferential fi rms’ success by investigating factors internal 
to the fi rm, which are terms of fi rm-specifi c resources. 
The resource-based theory of performance accentuates 
the structural characteristics of the fi rm and the en-
vironment in explaining performance (Bruderl et al. 
1992). Another theory is the adaptation theory which 
assumes that organizations survive or fail as a function 
of their ability to read and interpret patterns in the en-
vironment and adapt over time (Morris & Zahra 2000). 
It is a process of reciprocal adjustment between the 
organization and its environment. The reciprocity of 
the process presupposes that the organization modifi es 
just as much as the environment (Lawrence & Dyer 
1981).

In institutional theory, a wide range of different views 
on organized human behavior are explained. Institu-
tions can be defi ned as ‘a way of thought or action of 
some prevalence and permanence, which is embedded 
in the habits of a group or customs of people’ (Scap-
ens 1994) . This theory assumes that human action is 
in some way constrained by social structures that are 
the product of past social interactions. It focuses on 

the constraining dimension of the social context which 
has led to criticism that institutional theories under-
emphasize human agency (Powell & Dimaggio 1991; 
Seo & Creed 2002). 

In addition to the above theories we will also use the 
stakeholder theory. This theory identifi es the groups 
which have interests in the organization and recom-
mend methods in which management give due regard 
to the interest of those groups (Freeman 1984). In un-
derstanding the performance concept, stakeholder the-
ory states that the answer to how well an organization 
is performing depends upon who is posing the question 
or from whose point of view and thus needs a multiple 
constituency approach  (Clarkson 1995).

This framework (see Figure 1) has the potential to be 
used to identify companies with high strategic adapta-
tion abilities by using six performance measures de-
rived from past empirical research studies as proxies. 
The proxies derived from Eunni’s (2003) conceptual 
model, which are the independent variables, are de-
scribed below:

Longevity. • This measure is derived from previous 
studies (Chandler 1990, 1994) which state that es-
tablished companies are more likely to adapt bet-
ter to changing circumstances than entrepreneurial 
companies.  Longevity as a measure of the success 
of a fi rm’s performance has been widely used in 
past research studies  (Koberg et al. 2000).
Sales growth. • Firms with superior adaptation abil-
ity are expected to have sales growth rate higher 
than that of other surviving fi rms (Laitenan 2000).
Market share. • Market share has empirically been 
proven to be an important determinant of profi tabil-
ity (Schoffl er 1977). Although subsequent studies 
have put a cap of 65–75 % as the critical market 
share above which businesses may become less 
profi table (Schwalbach 1991), the importance of 
market share as a measure of success of a fi rm has 
not been empirically disproved.
Market share change. • Firms with superior adap-
tation ability not only are likely to have a higher 
market share but also are expected to increase their 
share of the market at a rate greater than other sur-
viving fi rms (Chakravarty 1986).
Price-to-Earnings Ratio. • Besides the above meas-
ures, performance of a company can be gauged from 
how enthusiastic the investors are about a company 
and how confi dence they have in the potential of 
a company can add to shareholder value. Market 
measures of performance should complement ac-
counting measures for holistic assessment of fi rm’s 
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performance. High performing companies in an in-
dustry are expected to have higher than average PE 
ratio (Siegel 2002).
Tobin’s q. • While PE ratio captures investor’s opti-
mism given the earnings position, Tobin’s q meas-
ures its manifestation in the total market value of 
the fi rm vis-à-vis the replacement cost of its assets. 
It is an important and widely used measure of per-
formance in fi nance and strategy literature (McGa-
han 1999).

The additional constructs contained within the concep-
tual framework are detailed below.

External alignment. • The external alignment con-
structs are operationalizsed by delineating factors 
that enhance the ability of a fi rm to achieve fi t with 
the environment. The factors evidencing the exist-
ence of external alignment in a fi rm identifi ed from 
a survey of literature are customer and market focus 
(Brooksbank 1991), technology and innovation fo-
cus (Grant 1991), strategic partnership (Yoshino & 
Rangan 1995) and corporate citizenship (Wood & 
Jones 1995). 
Internal alignment. • The internal alignment con-
structs are operationalized by identifying certain 
factors in a fi rm that evidence intra-fi rm coherence 
or fi t between various structures and processes in 
order to position it better in relation to market op-
portunities. The factors are corporate leadership 
(Collins & Porras 1994), strategic planning (Arm-
strong 1986b) and employee focus (HR) (Beck-
er & Gerhart 1996). 

The second part of the conceptual framework uses 
Mentzer’s model (1996; 1999). This model incorpo-
rated the managerial aspects of the sales forecasting 
process in four dimensions. For each dimension, there 
is a hierarchy of forecasting effectiveness divided into 
four stages.

Functional integration dimension. • This refers to 
the communication, coordination and collaboration 
(internal to fi rm), which are the key concepts in 
forecasting. Communication encompasses all forms 
of written, verbal, and electronic interaction among 
the functional business areas. Coordination is the 
formal structure and required meetings between 
two or more areas. Collaboration is an orientation 
among the areas toward common goal setting and 
working together.
Approach dimension. • This refers to what is fore-
casted and how it is forecasted (within the com-
pany). The two basic approaches highlighted in this 
model are top-down and bottom-up.
Systems dimension. • This dimension encompasses 
the computer and electronic communications hard-
ware and software utilized to develop, analyze, and 
distribute forecasts.
Performance measurement dimension.•  This di-
mension involves the metric (statistical or math-
ematical techniques) used to measure forecasting 
effectiveness and any information to explain per-
formance.

Using this model, attempts could be made to signify 
the value of forecasts by analyzing the interrelationship 

Internal alignment

Corporate leadership

Strategic planning

Employee (HR) focus
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.(Lawrence 2006)et al
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between the four dimensions. This means, researchers 
could investigate the stage of forecasting effectiveness 
of a chosen company by analyzing the feedback from 
users of forecasting information and the forecasting 
process used by the company. It is from this investiga-
tion that we could ascertain how satisfi ed companies 
are with the information and the level of its accuracy. 
These two factors and maybe other organizational fac-
tors determine the usefulness and success of forecasting 
and thus indicate a “value” that we could objectively 
apply as a benchmark in our proposed “value grid”. 
Level of accuracy of forecasts and fi rm’s acceptability 
of the forecasts are important in determining the value 
of forecasts (Jain 2006). 

4. Conclusion

It is hoped that our sample will show that companies 
with high strategic adaptation ability need to be further 
examined in order to understand and take on board 
how they withstand the volatile market through the 
conceptual framework offered. In this way, the study 
will provide better directions, driven by previous stud-
ies and current scenario, for companies to better adapt 
for strategic purposes towards an objective indicator 
of value of forecasts.

Enron could have been saved if a better forecasting 
system had been in place. The importance of forecast-
ing must not be undermined especially in facing the un-
certainties of globalization. This conceptual framework 
attempts to signify the value of forecasts and hopes 
to make scholarly and practical contributions in inte-
grating the areas of management accounting, strategic 
adaptation and forecasting. In the process of this study, 
we have attempted to bridge the three literatures. 
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