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An internal analysis of the firm would not be complete unless you evaluate its performance and make the appropriate comparisons.
Determining a firm’s performance requires an analysis of its financial situation as well as a review of how well it is satisfying a
broad range of stakeholders, including customers, employees, and stockholders. We discussed the concept of the balanced age 67
scorecard, in which four perspectives must be addressed: customer, internal business, innovation and learning. and e
financial Central to this concept i the idea that the interests of various stakeholders can be interrelated. We provide examples of
how indicators of employee satisfaction lead to higher levels of customer satisfaction, which in turn lead to higher levels of
financial performance. Thus, improving a firm's performance does not need to involve making trade-offs among different
stakeholders. Assessing the firm’s performance is also more useful if it is evaluated in terms of how it changes over time, compares
with industry norms, and compares with key competitors.

SUMMARY REVIEW QUESTIONS

1. SWOT analysis is a technique to analyze the internal and external environments of a firm. What are its advantages and
disadvantages?

2. Briefly describe the primary and support activities in a firm’s value chain

How can managers create value by establishing important relationships among the value-chain activities both within their firm
and between the firm and its customers and suppliers?

Briefly explain the four criteria for sustainability of competitive advantages
Under what conditions are employees and managers able to appropriate some of the value created by their firm?

‘What are the advantages and disadvantages of conducting a financial ratio analysis of a firm?

N o

Summarize the concept of the balanced scorecard. What are its main advantages?
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In the traditional approaches to assessing a firm'’s internal environment, the primary goal of managers would be to determine their
firm’s relative strengths and weaknesses. Such is the role of SWOT analysis, wherein managers analyze their firm's strengths and
weaknesses as well as the opportunities and threats in the external environment. In this chapter, we discussed why this may be a
‘good starting point but hardly the best approach to take in performing a sound analysis. There are many limitations to SWOT
analysis.

eluding its static perspective. its potential to overemphasize a single dimension of a firm’s strategy. and the likelihood
that a firm’s strengths do not necessarily help the firm create value or competitive advantages.

We identified two frameworks that serve to complement SWOT analysis in assessing a firm’s internal environment: value-chain
analysis and the resource-based

e of the firm. In conducting a value-chain anal

ysis, first divide the firm into a series of value-
creating activities. These include primary activities such as inbound logistics. operations, and service as well as support activities
such as procurement and human resource management. Then analyze how each activity adds value as well as how
interrelationships among value activities in the firm and among the firm and its customers and suppliers add value. Thus, instead
of merely determining a firm’s strengths and weaknesses per se. you analyze them in the overall context of the firm and its
relationships with customers and suppliers—the value system

‘The resource-based view of the firm considers the firm as a bundle of resources: tangible resources, intangible resources, and
organizational capabilities. Competitive advantages that are sustainable over time generally arise from the creation of bundles of
resources and capabilities. For advantages to be sustainable, four criteria must be satisfied: value, rarity. difficulty in imitation, and
difficulty in substitution. Such an evaluation requires a sound knowledge of the competitive context in which the firm exists. The
owners of a business may not capture all of the value created

the firm. The appropriation of value created by a firm between the

owners and employees is determined by four factors: employee bargaining power. replacement cost, employee exit costs, and
manager bargaining power




