
Top Tools for Internal Analysis of a

Company: From Value Chain to VRIO

This article explores the essential tools businesses can leverage to conduct a thorough

internal analysis. By examining the value chain, employing benchmarking techniques,

conducting VRIO analysis, and performing capability audits, companies can gain valuable

insights into their strengths, weaknesses, and opportunities for improvement. This guide

provides a practical overview of each tool, demonstrating how they can uncover hidden

potential and address operational inefficiencies.

Understanding Internal Analysis

Internal analysis is a critical process for businesses seeking to understand their strengths and

weaknesses. It involves evaluating the resources, capabilities, and activities within the

organization to identify areas where the company excels and areas that require

improvement. This understanding is crucial for developing effective strategies, making

informed decisions, and achieving a competitive advantage.

Key Tools for Internal Analysis

Several tools can be used to conduct an internal analysis. Here are some of the most

effective:

Value Chain Analysis

What it is: The value chain analysis examines all activities a company performs to create

value for its customers. These activities are categorized into primary activities (directly

involved in creating and delivering the product or service) and support activities (which

enable the primary activities).

How it works:

•

Identify Primary Activities: These include inbound logistics, operations, outbound

logistics, marketing and sales, and service.

•

Identify Support Activities: These include firm infrastructure, human resource

management, technology development, and procurement.

•

Analyze Each Activity: Evaluate the cost and value generated by each activity. Look for

areas where costs can be reduced or value can be increased.

•

Identify Linkages: Understand how activities are interconnected and how

improvements in one area can impact others.

Benefits:

•

Cost Optimization: Identifies areas where costs can be reduced without sacrificing

value.

•

Value Enhancement: Reveals opportunities to increase the value offered to customers.

•

Competitive Advantage: Helps identify activities that can be performed better than

competitors.

Example: A manufacturing company might analyze its inbound logistics to identify

opportunities to reduce transportation costs or improve inventory management.

Benchmarking

What it is: Benchmarking involves comparing a company's performance against that of

industry leaders or best-in-class organizations. This comparison helps identify areas where

the company is lagging and provides insights into how to improve.

How it works:

•

Identify Key Performance Indicators (KPIs): Determine the metrics that are most

important for measuring performance (e.g., cost per unit, customer satisfaction, defect

rate).

•

Select Benchmarking Partners: Choose companies that are known for excellence in

the areas being benchmarked.

•

Collect Data: Gather data on the performance of the benchmarking partners and

compare it to the company's own performance.

•

Analyze Gaps: Identify the differences between the company's performance and that

of the benchmarking partners.

•

Implement Improvements: Develop and implement strategies to close the

performance gaps.

Benefits:

•

Performance Improvement: Provides a clear roadmap for improving performance.

•

Best Practices: Exposes the company to best practices and innovative approaches.

•

Competitive Advantage: Helps the company catch up with or surpass industry leaders.

Example: A customer service department might benchmark its call resolution time against

that of a leading customer service organization.

VRIO Analysis

What it is: VRIO analysis is a framework used to evaluate a company's resources and

capabilities to determine whether they can provide a sustainable competitive advantage.

VRIO stands for Value, Rarity, Imitability, and Organization.

How it works:

•

Identify Resources and Capabilities: List all the resources and capabilities the

company possesses (e.g., patents, brand reputation, skilled workforce).

•

Evaluate Value: Determine whether the resource or capability allows the company to

exploit opportunities or neutralize threats.

•

Evaluate Rarity: Determine whether the resource or capability is possessed by few, if

any, competitors.

•

Evaluate Imitability: Determine whether the resource or capability is difficult for

competitors to imitate or substitute.

•

Evaluate Organization: Determine whether the company is organized to exploit the

resource or capability.

Outcomes:

•

Competitive Disadvantage: If a resource or capability is not valuable.

•

Competitive Parity: If a resource or capability is valuable but not rare.

•

Temporary Competitive Advantage: If a resource or capability is valuable and rare but

not difficult to imitate.

•

Sustainable Competitive Advantage: If a resource or capability is valuable, rare,

difficult to imitate, and the organization is set up to exploit it.

Benefits:

•

Strategic Focus: Helps the company focus on resources and capabilities that can

provide a sustainable competitive advantage.

•

Resource Allocation: Guides resource allocation decisions to maximize the return on

investment.

•

Competitive Advantage: Identifies opportunities to develop and leverage unique

resources and capabilities.

Example: A pharmaceutical company might analyze its patents using the VRIO framework to

determine whether they provide a sustainable competitive advantage.

Capability Audits

What it is: A capability audit is a systematic assessment of a company's capabilities to

determine their strengths and weaknesses. It involves evaluating the processes, skills, and

resources that enable the company to perform its activities.

How it works:

•

Identify Key Capabilities: Determine the capabilities that are critical for the company's

success (e.g., product development, marketing, customer service).

•

Assess Current Capabilities: Evaluate the company's current capabilities in each area,

using data from internal sources and external benchmarks.

•

Identify Gaps: Determine the differences between the company's current capabilities

and the capabilities required to achieve its strategic goals.

•

Develop Improvement Plans: Create plans to address the identified gaps and improve

the company's capabilities.

Benefits:

•

Strategic Alignment: Ensures that the company's capabilities are aligned with its

strategic goals.

•

Performance Improvement: Identifies areas where capabilities need to be improved

to enhance performance.

•

Competitive Advantage: Helps the company develop capabilities that are difficult for

competitors to replicate.

Example: A retail company might conduct a capability audit of its supply chain management

to identify opportunities to improve efficiency and reduce costs.

Conclusion

Internal analysis is a crucial process for businesses seeking to understand their strengths and

weaknesses and achieve a competitive advantage. By using tools such as value chain

analysis, benchmarking, VRIO analysis, and capability audits, companies can gain valuable

insights into their internal operations and resources. These insights can be used to develop

effective strategies, make informed decisions, and improve overall performance. Regularly

conducting internal analyses ensures that a company remains agile, competitive, and

well-positioned for long-term success.
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