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Chapter 5 
Strategic analysis: Internal 
Environmental Analysis 
 
 
 
 
Chapter learning objectives:  
 
Lead Component Indicative syllabus content 

B.1 Evaluate the process 
of strategy formulation. 

(a) Evaluate the 
processes of strategic 
analysis and strategic 
options generation. 

• Vision and mission statements and their use in 
orientating the organisation’s strategy. 

• The process of strategy formulation. 
• Strategic options generation (e.g. using Ansoff’s 

product/market matrix and Porter’s generic 
strategies). 

• Scenario planning and long-range planning as 
tools in strategic decision making. 

• Value drivers (including intangibles) of business 
and the data needed to describe and measure 
them. 

• Game theory approaches to strategic planning 
and decision making. Note: Complex numerical 
questions will not be set. 

• Real options as a tool for strategic analysis. 
Note: Complex numerical questions will not be 
set. 

• Acquisition, divestment, rationalisation and 
relocation strategies in the context of strategic 
planning. 

B.2 Evaluate tools and 
techniques used in 
strategy 
formulation. 

(a) Evaluate strategic 
analysis tools. 

• Audit of key resources and capabilities needed 
for strategy implementation. 

• Forecasting and the various techniques used: 
trend analysis, system modelling, in-depth 
consultation with experts (e.g. the Delphi 
method). 
 

(c) Produce an 
organisation’s Value 
Chain. 

• Value Chain Analysis. 



 
E3 - Strategic Management CH5 – Strategic analysis: 

Internal Environmental Analysis 
 

  Page 2 

1. Introduction 

Internal analysis process 

 
 

2. Resource audit 
• Ascertains the resources available to a business. 

• Evaluates the strong points of these resources in comparison to competitors. 

• Employs various models for this purpose. 

A company’s internal capabilities depend on: 

• Resources (things it has – e.g. manufacturing resources, staff, patents). 

• Competences (how it uses the things that it has). 

9Ms model 
• Materials, i.e. raw material/supplies and suppliers 

• Manpower, i.e. labour, skills and motivation levels 

• Machinery, i.e. physical assets 

• Management, i.e. the experience and skill of the management 
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• Money, i.e. investment and cash flows 

• Markets, i.e. the market segments and product positioning 

• Methods, i.e. the practices employed in the business 

• Make-up, i.e. the prevalent culture and structure and intangible resources 

• Management information, i.e. the information used by the management 

3. Competences 
• The ability to carry out processes successfully. 

• Two types of competence: 

- Threshold: basic competences that help an organisation stay in business. 

- Core: the things an organisation does better than its competitors. 

• Core competences do not stay constant over time. 

• Core competences will become threshold sooner or later. 

• There is a need to constantly monitor conditions and update new core 
competences. 

• Competence audit may also be carried out in addition to resource audit. 

• Competence audit includes: 

- Analysing current competences 

- Classifying core and threshold competences 

- Monitoring the development of new competences 

4. Critical success factors 
• CSFs ensure the success of the business. 

• CSFs are only limited. 

• They are essential for success against competitors. 

• The company should match resources and competences against CSFs. 

• Performance of CSFs is measured by Key Performance Indicators (KPIs). 

• CSFs differ from competences: 

- Competences are what a company currently excels at. 

- CSFs are what a company needs to excel at to achieve success in 
business. 
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Sources of CSFs 
• CSFs can be derived from:  

- the industry 

- the company itself and its position in the market 

- the macro environment 

- organisational factors that require attention 

 

5. Value drivers 
• The activities or characteristics that boost a product’s value. 

• Value is the worth attached to the product by customers. 

• Drivers may be intangible or tangible. 

• Value drivers help gain competitive advantage. 

• Porter’s Value Chain model helps identify an organisation’s value drivers. 

 

6. Porter’s Value Chain  
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• This model helps establish the activities in an organisation. 

• It helps management gain a better understanding of their organisation. 

• Activities can then be classified according to the value they add to the product. 

• Activities that add value for the customer are value-adding activities. 

• It helps focus attention on the activities that are important for the customer. 

• Activities that do not add value are non-value adding activities. 

• It is beneficial for the organisation to eliminate these non-value adding activities. 

• This will cut cost and improve efficiency. 

 

Porter’s Value Chain classifies activities into two types: 

• Primary activities: which involve the manufacture and sales of a product. 

• Support activities: which assist the primary activities. 

Primary activities include: 
• Inbound logistics: receiving, storing and handling input materials. 

• Operations: conversion of the materials into finished goods. 

• Outbound logistics: storage and distribution of goods to customers. 

• Marketing and Sales: creating awareness and trading the goods. 

• Services: activities relating to completing the sale of the goods. 

 

Support activities include: 
• Firm infrastructure: the systems and structures prevalent in the organisation. 

• HR management: recruitment, training, rewarding employees throughout the 
organisation. 

• Technology development: technology requirements throughout the primary 
activities. 

• Procurement: acquiring resources for the primary activities. 
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• The organisation’s value chain plus those of the supplier and the retailer form the 
value system. 

• The value system looks at how the supplier’s and retailer’s value chains link with 
the organisation. 

 

ADVANTAGES DISADVANTAGES 

Non-value adding activities can be identified 
and eliminated. 

It is more relevant to manufacturing 
concerns. 

It groups activities according to function and 
shows the linkages between activities. 

It cannot serve a quantitative purpose as 
calculating costs according to its activities 

can be extremely time-consuming. 

It can help identify areas for differentiation 
and competitive advantage. 

 

It can help identify synergies in the 
business. 

 

 

The Value Shop 
• Differs from the value system in its primary activities. 

• The support activities are the same as in the value system. 

• The primary activities are classified as: 

- Problem finding and acquisition 

- Problem solving 

- Choosing among solutions 

- Execution and control/evaluation 
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7. Chapter Summary 

 


