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Internal Analysis in Strategic Management:
Meaning, Steps & More

Internal analysis in strategic management evaluates a company’s internal environment to determine
strengths, weaknesses, resources, and capabilities. This analysis assists firms in assessing their
competitive standing and forging successful expansion and achievement strategies. Organizations can
use it to assess the financial performance, operational efficiency, human resources, and brand value,
among others. In strategic management, internal analysis matters as much as external analysis since it
enables businesses to identify the opportunity in the market, while still addressing weaknesses.

Internal analysis in strategic management analysis refers to the process of assessing an organization’s
internal environment and its strengths and weaknesses. It is closely related to resources, competencies,
competitive advantage, and business performance. Internal analysis incorporates making plans that
utilize their strengths and work around their weaknesses.

Since an internal analysis in strategic management should be the basis for any business strategy, we
will guide you through this process and show you how to perform an internal analysis and what tools you
can use to perform an internal analysis in strategic management.

Internal analysis is crucial because it can assist firms in optimizing their resources and addressing
challenges. New companies can also seek for needs to address but internal capabilities are important to
understand for the company to foster some better strategies to grow.

1. Helps Discover Strengths: Organizations are aware of where they have the edge. Market
position can be improved by capitalizing on strong areas. This knowledge will enable companies
to exploit their strengths to take advantage of possibilities and drive their growth.

2. Highlights Weaknesses: Internal inefficiencies and gaps are identified. It allows businesses
to undertake corrective measures. ldentifying weaknesses and how to mitigate risk better and
be more efficient.

3. Better Allocation of Resources: Assists in the distribution of financial, technological and
human resources. Maximizes use of limited resources within an organization. Right allocation
enhances productivity and cuts excess expenditure.

4. Supports Strategic Decision-Making: Strategies fundamentals you can deal with weaknesses
before executing new strategies. Having access to critical data leads to more informed
decisions, which in turn lead to improved business performance and a competitive edge.

5. Improves Competitive Positioning: Firms with articulated internal strategies outperform their
peers. Contributes to long-term sustainability. A strong market position compels more
customers to flock and builds good credibility.

Internal Analysis in Strategic Management Example

If businesses realize how important internal analysis is to the role of strategic management, they can
come up with more targeted and sustainable growth strategies.
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Apple Inc.: Performs in-house assessment of brand strength, innovation ability, and supply
chain efficiency.

o Toyota: Operational excellence, internal focus on improving performance, lean manufacturing,
employee training
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Types of Internal Analysis
_ Gap Analysis

SWOT Analysis @

McKinsey 7S

Framework
Value Chain

Analysis

Financial Analysis
Resource-Based

View (RBV)

These may include various approaches, such as internal analysis. You do this through metrics, each
metric focusing on different aspects of business performance. Companies can develop their internal
efficiency and general strategy with these internal analyses.

SWOT Analysis

SWOT stands for Strengths, Weaknesses, Opportunities, and Threats, and a SWOT analysis breaks all
of these down. Strengths reveal what a company does well, while weaknesses shine a light on internal
challenges. While opportunities help identify external growth, threats bring out potential risks. A true:
Coca-Cola’s strength is its brand recognition, its weakness is its reliance on carbonated beverages. A
powerful SWOT analysis enhances better decision-making.

Value Chain Analysis

Primary and support activities that create value for customers are analyzed in value chain analysis.
Inbound logistics, operations, outbound logistics, marketing, and sales are the primary activities. Support
activities: procurement, human resource management, technology development, and firm infrastructure.
See Example: Amazon takes advantage of logistics and technology to ship goods fast and cheap. An
efficient value chain minimizes costs and optimizes increases.

Resource-Based View (RBV)

In the Resource-Based View (RBV), it gives priority to a firm’s resources and capabilities. Resources
must be valuable, scarce, inimitable and of irreversible substitution (VRIN) for the businesses. For
example: Google’s intellectual property, such as its Al algorithms, gives it a leg up over competitors.
Companies with strong resources tend to be long-term winners and rarely get knocked off their perch.
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Financial Analysis

In financial analysis, revenue analysis, profit margin, cost structure, and financial stability are examined.
Businesses study the financial data to know where they currently are economically and how to go for
future investments. Great financial well-being also helps businesses grow, fund opportunities and handle
risks. To ensure profitable decision-making, companies need to consistently monitor their reports.

McKinsey 7S Framework

The McKinsey 7S Framework examines seven essential components: strategy, structure, systems,
shared values, style, staff, and skills. For a business to be successful, all three must be aligned. Strategy
determines business and direction, structure identifies hierarchy and systems ensure effectiveness.
Example: Leadership strategy and competent staff lead companies towards long-term growth.

Gap Analysis

Gap analysis is useful to compare current performance and desired performance in any business type.
Businesses pinpoint deficiencies in their processes, capabilities, or strategies and adjust their course.
Such findings enable continuous improvement through identifying areas of weakness and introducing
more effective solutions. Gap analysis is employed by businesses to improve efficiency, reduce costs,
and ensure long-term success. Frequent assessments ensure that companies assess themselves
against a changing market.

Internal analysis is a portion of strategic management that is concluded in a systematic manner.
Businesses have to assess crucial sectors to formulate a potent strategy.

Identify Key Resources

They need to have a clear picture of their resources, including financial, human, technological and
operational resources to understand their strengths and weaknesses. Pinpointing vital resources and
where to leverage them into advantages or weaknesses is the first step in building a strategy. Better
decisions and sustainable growth follow strong resources. Maximizing asset utilization in operations can
give you a winning edge in the market and improve overall performance.

Conduct SWOT Analysis

SWOT Analysis analyzes internal strengths and weaknesses between the outside opportunities and
threats. Gives the reader a good idea about company’s position and its future. Strengths point out what
a business does well, while weaknesses reveal areas for improvement. In doing so, businesses can
capitalise on opportunities, counter threats, and identify how to beat competitors.

Analyze Financial Performance

Just to be in the sector, businesses need to monitor financial statements, revenue trends, cost structures
to evaluate profitability and sustainability. When companies can face the uncertain future with solid
financial performance, they can take the necessary steps towards growth and innovation. Performing
regular financial analysis can reveal where the organization should cut costs or increase revenue. On
the other hand, companies that paint their grey areas with a clear financial strategy support their
operations and control economic uncertainties easily.
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Evaluate Operational Efficiency

Assessing production, logistics and technology use, operational efficiency makes sure businesses run
smoothly. Companies need to optimize processes to drive down costs, improve quality, and within
satisfaction. The streamlined operations enable the business to sustain in the ever-evolving markets.
Automation, supply chain improvements, and better workflow management can all greatly increase
efficiency and profitability.

Study Employee Capabilities

Business success is powered by an engaged and talented workforce. Companies should look at
workforce skills, leadership effectiveness, and company culture. Good employees and effective leaders
increase productivity and innovation. HR training and development leads to overall performance. The
importance of a positive work culture cannot be over stressed — businesses that create good workplace
culture attract and retain the best talent that brings long-term success.

Compare with Competitors

Inter and intra-industry benchmarking can help businesses to identify their internal, existing capabilities
in relation to their competitors and to the way leaders in the industry execute. Companies need to know
their competitors' strategies, pricing models, and operational efficiencies in order to remain competitive.
By grasping market trends and customer expectations businesses can adapt their methods accordingly.
Never forget that observing successful competitors allows you to build more robust business strategies.

Implement Strategic Changes

Once businesses have analyzed relevant areas, they have to prepare action plans according to the
findings. It aids in strengthening weaknesses and capitalizing on competitive advantages through
strategic changes. It's all about improving your operations, financial health, employee capabilities, and
market positioning. By having a solid strategy in place, you can ensure that your growth is sustainable
and will allow you to acquire any new trends in your industry.

Internal analysis in strategic management is very important topic in Strategic Business Leader (SBL) and
Advanced Performance Management (APM) in the syllabus of ACCA. An ACCA professional needs to
analyse the internal strengths and weaknesses of the organisation, the state of their financial position,
and the operational capabilities. Tools such as SWOT Analysis, Value Chain Analysis, and Resource-
Based View (RBV) are used to identify competitive advantages and make strategic decisions.

Internal Analysis in Strategic Management ACCA Questions

Q1: What is the primary purpose of internal analysis in strategic management?
A) To evaluate a company’s strengths and weaknesses for strategic planning

B) To determine competitors’ financial strategies

C) To forecast macroeconomic trends

D) To focus only on external risks

Ans: A) To evaluate a company’s strengths and weaknesses for strategic planning

Q2: Which of the following is NOT an element of SWOT analysis?
A) Strengths
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B) Weaknesses
C) Opportunities
D) Competition

Ans: D) Competition

Q3: What does Value Chain Analysis help businesses identify?
A) Activities that create competitive advantage and improve efficiency
B) The best financial reporting methods

C) The company’s tax liabilities

D) Legal regulations affecting corporate governance

Ans: A) Activities that create competitive advantage and improve efficiency

Q4: According to Resource-Based View (RBV), a company’s competitive advantage comes
from:

A) Unique internal resources and capabilities

B) Macroeconomic trends and external market conditions

C) Government policies and taxation laws

D) The company’s short-term liquidity position

Ans: A) Unique internal resources and capabilities

Q5: Why is financial performance analysis important in internal analysis?
A) It helps assess the company’s profitability, efficiency, and financial stability
B) It eliminates the need for strategic decision-making

C) It focuses only on industry benchmarking

D) It reduces the importance of innovation and investment

Ans: A) It helps assess the company’s profitability, efficiency, and financial stability

Strategic Management, Performance Measurement, and Business Decision Analysis of the US CMA
syllabus come heavy on internal analysis. For effective strategic planning, management accountants
should analyze organizational capability, resource consumption and periodic financial conditions.

Internal Analysis in Strategic Management CMA Questions

Q1: Why is internal analysis important in strategic decision-making?

A) It helps a company identify its core competencies and areas for improvement
B) It focuses only on external market conditions

C) It ensures compliance with regulatory standards

D) It eliminates business risks

Ans: A) It helps a company identify its core competencies and areas for improvement

Q2: How does benchmarking assist in internal analysis?

A) By comparing company performance against industry standards
B) By reducing external competition

C) By focusing only on reducing costs

D) By ignoring internal financial performance
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Ans: A) By comparing company performance against industry standards

Q3: What is the primary objective of Value Chain Analysis?

A) To optimize activities that provide value and reduce unnecessary costs
B) To determine tax liability for the next fiscal year

C) To focus only on financial reporting procedures

D) To reduce employee engagement initiatives

Ans: A) To optimize activities that provide value and reduce unnecessary costs

Q4: How does a company use Key Performance Indicators (KPIs) in internal analysis?
A) By measuring performance against strategic goals

B) By eliminating competition from the industry

C) By predicting global economic trends

D) By reducing financial transparency

Ans: A) By measuring performance against strategic goals

Q5: According to Resource-Based View (RBV), what characteristic must a company’s resource
have to provide sustainable competitive advantage?

A) It must be valuable, rare, inimitable, and non-substitutable (VRIN)

B) It must be easily available in the market

C) It must only reduce costs without increasing value

D) It should focus solely on short-term financial benefits

Ans: A) It must be valuable, rare, inimitable, and non-substitutable (VRIN)

US CPA syllabus discusses Internal analysis in Business Environment & Concepts (BEC). Such the
internal strategic choices affect financial reporting, risk management and corporate governance are
things that CPAs must need to know.

Internal Analysis in Strategic Management CPA Questions

Q1: What is a key focus of internal analysis in corporate strategy?

A) Evaluating internal strengths and weaknesses to improve business performance
B) Ignoring internal controls in financial reporting

C) Avoiding investment in technology and innovation

D) Reducing the importance of management decision-making

Ans: A) Evaluating internal strengths and weaknesses to improve business performance

Q2: Which financial metric is most commonly used in internal financial analysis?
A) Return on Investment (ROI)

B) Market Share Growth

C) Inflation Rate Changes

D) Currency Exchange Fluctuations

Ans: A) Return on Investment (ROI)

Q3: Why is internal control assessment important in corporate governance?
A) It ensures accuracy and reliability in financial reporting
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B) It eliminates external auditing requirements
C) It reduces investor confidence in corporate management
D) It discourages compliance with accounting standards

Ans: A) It ensures accuracy and reliability in financial reporting

Q4: How does a balanced scorecard contribute to internal analysis?
A) By evaluating financial and non-financial performance metrics

B) By eliminating financial statement disclosures

C) By focusing only on short-term profitability

D) By limiting management’s strategic decision-making

Ans: A) By evaluating financial and non-financial performance metrics

Q5: What is the purpose of internal benchmarking?

A) To compare performance across different departments within the company
B) To eliminate external competitors

C) To focus only on tax compliance issues

D) To avoid investment in research and development

Ans: A) To compare performance across different departments within the company

The role of internal analysis in Corporate Finance, Financial Analysis, and Portfolio Management, is an
important part of the CFA syllabus. CFA(s) need to conduct a scoring of a company’s internal
weaknesses and strengths and work from the inside to gauge its efficiency and the risk profile, to make
a sound decision on an investment opportunity.

Internal Analysis in Strategic Management CFA Questions

Q1: How does internal analysis impact investment decisions?

A) It helps investors assess a company’s financial strength and sustainability
B) It eliminates external economic risks

C) It guarantees a company’s financial success

D) It reduces the importance of corporate governance

Ans: A) It helps investors assess a company’s financial strength and sustainability

Q2: What financial ratio is most relevant in assessing a company’s operational efficiency?
A) Return on Assets (ROA)

B) Inflation Rate

C) Market Demand Growth

D) Federal Interest Rate

Ans: A) Return on Assets (ROA)

Q3: Why is internal analysis important for risk management in financial markets?
A) It helps identify financial risks and mitigate them through strategic decisions

B) It ensures all investments are risk-free

C) It focuses only on short-term economic growth

D) It eliminates the need for regulatory compliance
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Ans: A) It helps identify financial risks and mitigate them through strategic decisions

Q4: How can competitive benchmarking help investors?

A) By comparing a company’s financial performance against industry peers
B) By focusing only on cost-cutting measures

C) By ignoring internal operational efficiency

D) By eliminating industry competition

Ans: A) By comparing a company'’s financial performance against industry peers

Q5: What is a key limitation of internal analysis?

A) It does not consider external threats or industry competition
B) It guarantees long-term profitability

C) It eliminates the need for financial analysis

D) It prevents businesses from adjusting to external changes

Ans: A) It does not consider external threats or industry competition
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