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Chapter 6 
Position and Gap 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). 
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1. Position auditing (SWOT) 
• Position auditing can be summarised as corporate appraisal. 

• Corporate appraisal is also known as SWOT analysis. 

• SWOT analysis means Strengths, Weaknesses, Opportunities and Threats. 
 

Internal Environmental Analysis: External Environmental Analysis: 

• Strengths 

• Weaknesses 

• Opportunities 

• Threats 

 

Note: “The internal and external appraisals of SWOT analysis will be brought together, and 
it is likely that alternative strategies will emerge.” 

• It is an essential part of the strategic management process as it helps the manager 
answer the question – “Where are we now?” 

• It establishes the starting point for the process of strategic choice. 

 

 

S
• The things we are 
doing well
• The things we are 
doing but our 
competitiors are not 
doing
• Major successes

W
• The things we are 
doing badly
• The things we should 
do
• Major failures

O
• Events in the external 
environment that can 
be exploited.
• Things likely to go well 
in the future

T
• Events in the external 
environment we need 
to protect our entity 
from
• Things likely to go 
badly in the future
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Key points 
• SWOT analysis is the tool used to assist the position audit process. 

• Position auditing asks the question, “Where are we now?” 

• The audit will be undertaken by a team with a preset budget, objectives listing and 
support functions. 

• The management accountant will be involved in delivering and monitoring the 
information flows into the process. 

Position audit seeks to identify: 

• Threats, focusing on weaknesses 

• Threats, focusing on strengths 

• Opportunities, focusing on strengths 

• Opportunities, focusing on weaknesses 

The exercise is designed to allow the following: 

• Identification of the current issues relating to the organisation concerned. 

• Analysis and identification of the relevant problems facing the organisation. 

• Consideration of the strategic capabilities of the company and its history. 

2. Gap analysis 
The comparison between an entity’s ultimate objective and the expected performance from 
projects, both planned and underway, identifying the means by which any identified 
difference or gap might be filled. - CIMA official terminology 
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• The firm sets its key objectives for some time in the future. 

• The firm then forecasts its likely performance from current operations after 
efficiency savings have been made and after new strategic initiatives. 

• Identify any remaining gap. New strategies will be needed to close this gap. This 
gap is referred to as the diversification gap. 

Closing the gap 
These strategies will include: 

Efficiency drive: 

• Cost saving and actions to improve the output for a given set of inputs. 

• This is the easier of the two approaches and so should be taken immediately. 

Effectiveness drive: 

• Market penetration strategies 

• Development strategies – either market or product 

• (Different scenarios will select the direction) 

• Diversification is the last strategy to be considered 
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Explanation: 

• Gap analysis is founded upon the feed-forward control concept, for instance, the 
comparison of the plan with the forecast. 

• The aim is to identify deviance before the problem of missed targets arises, so 
enabling corrective action to take place in advance. 

• Strategy is too important to leave to reactive control systems. 

• A proactive approach is needed, and this requires a significant spend on 
forecasting systems. This will normally include expenditure on: 

- The team 

- IT 

- Data sourcing and audit 

- Scenario planning 

- Time to facilitate the action 

- Uncertainty evaluation techniques, such as what-if analysis, high-low 
forecasting techniques and simulation exercises 

Benefits of Gap analysis 
• Gap analysis acts as a simple starting point to initiate further debate and 

consideration. 

• It is easy to understand and acts as an effective communication device. 

• It highlights the need to keep an eye on the long-term horizon and draws attention 
away from short-term focus. 

• It provides some basic options that may be considered for closing the gap. 

• It allows the questioning of the realism of the objectives. 

3. Forecasting 
Statistical models: 

• Concerned with the projection of a time series. 

• Time series analysis involves the identification of short- and- long-term trends in 
the previous data and the application of these patterns to projections. 

• Trend analysis is a particularly useful tool for companies that have to forecast 
demand that is influenced by seasonal fluctuations or where demand is strongly 
influenced by the business cycle. 
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System modelling: 

• Many large firms seek to develop sophisticated programs to model economic 
systems, market competition and so on. 

• The difficulty lies in identifying all the variables and defining how they relate to 
each other. 

• A number of software products are available to help with this. 

• Most large accounting packages will include forecasting facilities, and enterprise 
resource management (ERM) software generally includes facilities to model 
business processes. 

Intuitive forecasting methods: 

• Intuitive techniques place a relative emphasis on judgement, and the value of such 
techniques lies not in their statistical sophistication but in the method of 
systematising expert knowledge. 

• Intuitive forecasting techniques include the use of think tanks, Delphi methods, 
scenario planning, brainstorming and derived demand analysis. 

Think tanks 
A think tank comprises a group of experts who are encouraged, in a relatively unstructured 
atmosphere, to speculate about future developments in particular areas and to identify 
possible courses of action. 

Features of a think tank: 

• The relative independence of its members, enabling unpopular, unacceptable or 
novel ideas to be broached. 

• The relative absence of potential authority in the group, which enables free 
discussion and argument to take place. 

• The group nature of the activity, which not only makes the sharing of knowledge 
and views possible but also encourages a consensus view or preferred scenario. 

• Think tanks are useful for generating ideas and assessing their feasibility, as well 
as, providing an opportunity to test out reactions to ideas prior to organisational 
commitments. 

The Delphi technique 
• Seeks to avoid group pressures to conform that are inherent in the think tank 

method. 

• Does this by individually, systematically and sequentially interrogating a panel of 
experts. 

• Members do not meet, and questioning is conducted by formal questionnaire. 
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• Where the experts are speculating about the future, they are asked for subjective 
probabilities about their predictions. 

• A central authority evaluates the responses and feeds these back to the experts, 
who are then interrogated in a new round of questions. 

Note:  The system is based on the premise that knowledge and ideas possessed by some 
but not all of the experts can be identified and shared and this forms the basis for 
subsequent interrogations. 

Brainstorming 
• This is a method of generating ideas. 

• There are different approaches, but a popular one is for a number of people drawn 
from all levels of management and expertise to meet and propose answers to a 
single initial question posed by the session leader. 

• Each person proposes something, no matter how absurd. 

• No one is allowed to criticise or ridicule another person’s idea. 

• One idea provokes another, and so on. 

• All ideas are listed and none rejected at this initial stage. 

• Rationality is not particularly important, but what is essential is that a wide range of 
ideas emerges, and in the ensuing discussion that these ideas are picked up, 
developed, combined and reshaped. 

• Only after the sessions are ideas evaluated and screened against rational criteria 
for practicality. 

Derived demand 
• Exists for a commodity, component or good because of its contribution to the 

manufacture of another product. 

• The forecasting technique involves analysing some aspects of economic activity 
so that the level of other aspects can be deduced or projected. 

• The principle is simple, but the practice is complex and costly. 

Foresight 
• For organisations, foresight means not only predicting the future but developing an 

understanding of all the potential changes that, if managed properly, could 
produce many new opportunities. 

• By carrying out techniques to develop foresight, management tries to shape the 
future rather than wait for it to happen and become a victim of changes it is unable 
to adapt to. 
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In their book, “Research Foresight: Creating the Future”, John Irvine and Ben Martin, list 
the advantages of foresight as the 5Cs: 

• Communication 

• Concentration 

• Coordination 

• Consensus 

• Commitment 

Techniques to improve an organisation’s foresight: 

• Scenario planning (next point) 

• Visioning:  

- Involves management developing a mental image of the organisation in the 
future. 

- This should be realistic, attractive and better than the company’s current 
state. 

- Management can then devise ways to reach ways this future ideal. 

• The Delphi method (described above) 

• Morphological analysis: 

- The systematic investigation of all of the components of large-scale 
problems. 

- A matrix is used to identify a new, reasonable combination of these 
components that could result in plausible new outcomes. 

• Relevance trees: 

- Starts with a clear goal. 

- The goal is then traced back through the trends and events on which it 
depends. 

- This helps an organisation to determine what needs to change or be 
developed for the desired outcome to be achieved. 

• Issue analysis – issues should be analysed in terms of probability and impact. 

• Opportunity mapping – analysing the current environment to find opportunities to 
exploit. 

• Cross-impact analysis – recording events on a matrix and analysing how each 
event from each row could affect the likelihood of occurrence of the event in the 
column. 

• Role-playing – a group of people is given a description of a hypothetical future 
situation and are told to behave as if that situation was actually happening. 
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4. Scenario planning 
Steps involved in scenario planning: 

1. Identify high impact, high-certainty factors in the environment. 

2. For each factor, identify different possible features. 

3. Cluster together different factors to identify various consistent future scenarios. 

4. Write out the scenarios. 

5. For each scenario, identify and assess possible courses of actions for the firm. 

6. Monitor reality to see which scenario is unfolding. 

7. Revise (redeploy) scenarios and strategic options as appropriate. 

Construction of scenarios: 

The following are considered: 

• Use a team for a range of opinions and expertise. 

• Identify time-frame, market, products and budgets. 

• Stakeholder analysis – who will be most influential in the future? 

• Trend analysis and uncertainty identification. 

• Building initial scenarios. 

• Organisational learning implications. 

• Identify research needs and develop quantitative models. 

 

The upside of scenario planning The downside of scenario planning 

• Focuses management attention on the 
future and possibilities. 

• Encourages creative thinking. 

• Can be used to justify a decision. 

• Encourages communication via the 
participation process. 

• Can identify the sources of uncertainty. 

• Encourages companies to consider 
fundamental changes in the external 
environment. 

• Costly and inaccurate. 

• Tendency towards cultural distortion and for 
people to get carried away. 

• The risk of self-fulfilling prophecies. 

• Many scenarios  considered will not actually 
occur. 
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5. Game theoretic approaches to strategy 
In many markets, it is important to anticipate the actions of the competitors as there is a 
high interdependency between firms. 

Game theory is concerned with the interrelationships between the competitive moves of a 
set of competitors and, as such, can be a useful tool to analyse and understand different 
scenarios. 

Game theory has two key principles: 

• Strategies can take a rational, informed view of what competitors are likely to do 
and formulate a suitable response. 

• If a strategy exists that allows a competitor to dominate us, the priority is to 
eliminate that strategy. 

Example – the prisoner’s dilemma: 
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7. Real options 
When deciding on a strategic project, there are three possible, “real options” that a 
manager may wish to take into account. 

 
 

Option to follow on: 

When choosing a project, many managers will make their choice on the basis of net 
present value (NPV). Projects with a positive NPV will be accepted, as they increase 
shareholders’ wealth. Negative NPV projects will be rejected. 

However, under option theory, this may not be the case. This is because a project with 
negative NPV could provide the business with the opportunity to invest in other, more 
profitable business. 

Option to abandon: 

If a project requires a large capital investment and has an uncertain outcome, the option to 
abandon may be valuable. 

Option to delay: 

The option to delay the beginning of a project can also be valuable to a business. 

 

Generally, these options will become more valuable as their duration increases and as the 
level of uncertainty in the project rises.  
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8. Chapter summary 

 
 


