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MODULE 3 - PART 2

Welcome to Part 2: Internal
Capability and Synthesis

Where We've Been

In Part 1, we mastered external
scanning tools—PESTEL and Porter's
Five Forces—to evaluate macro-
environmental and industry-level
forces shaping the competitive
Philippine market.

Where We're Going

Now, our analytical lens turns
completely inward. We evaluate
whether an organization possesses the
internal muscle to capture
opportunities and withstand external
shocks.

e VRIO Framework — diagnosing
internal competitive assets

e SWOT/TOWS Synthesis — bridging
internal and external realities

e Analytical Ethics — Virtusin data-
driven advisory work



Turning the Lens Inward: Why External Analysis Isn't
Enough

A business can operate in a highly attractive, high-growth industry and still fail if it lacks the internal capabilities to execute its strategy. Conversely,

a firm with exceptional internal assets can thrive even in a hostile external environment.

External Analysis Resource-Based View (RBV) Internal Analysis

Tells us where to play — PESTEL scans Tells us how to win — performance is Tells us if we can win — rigorously assessing
macro-conditions; Porter's Five Forces primarily determined by internal resources whether the firm actually possesses the
maps industry structure and competitive and capabilities, not market position alone. tools required to execute on its chosen

intensity. strategy.



Building Blocks of Internal Advantage: Resources and
Capabilities

A rigorous internal audit begins by differentiating between two foundational concepts. Resources are the productive assets owned by the firm —
the "what" of the organization. Capabilities are the "how" — the firm's capacity to deploy those resources effectively.

Tangible Resources Intangible Resources Capabilities

Physical real estate, manufacturing plants, cash  Brand reputation, intellectual property, patents, Organizational routines, processes, and
reserves, equipment — assets that appear on proprietary data, and corporate culture — systems that deploy resources effectively. A
the balance sheet and can be readily observed often the most strategically powerful assets a customer database is a resource; the team's
or measured. firm possesses. ability to convert it into personalized

campaigns is a core capability.



VRIO FRAMEWORK

Introduction to the VRIO
Framework: Four Lenses of
Strategic Diagnosis

Developed by Jay Barney, VRIO is the gold-standard diagnostic tool for corporate
strategists worldwide. It answers one critical question: Is this resource a source of

Sustainable Competitive Advantage?

V — Valuable

Does it exploit an opportunity or neutralize a threat?

R — Rare

Is it controlled by only a few competing firms?

| — Inimitable

Do rivals face a significant cost disadvantage to replicate it?

O — Organized

Is the firm structured to capture the full value of this asset?

(G Only when an asset passes all four criteria can we declare it a source of

Sustainable Competitive Advantage.




V — The Value Test

Value

Does this resource enable the firm to increase customer-perceived

value, lower operating costs, or neutralize a market threat?

() If aresource fails the Value test, it is a Competitive
Disadvantage — it drains financial reserves and misaligns
executive focus.

Real-World Application

An extensive brick-and-mortar network in rural areas was immensely
valuable a decade ago — supporting brand visibility, local employment,
and physical distribution.

However, as consumer behavior shifts rapidly toward e-commerce,
that same real estate can transition from a valuable asset into an
expensive, fixed-cost burden — no longer neutralizing any threat or
exploiting any emerging opportunity.

As analysts, we must be cold and objective: Does this asset create
value today, not yesterday? The Value assessment must always be
anchored in current and forward-looking market conditions, not

historical performance or emotional attachment.



What Competitive Parity Looks Like

Valuable but widely available resources place your firm at
Competitive Parity — equal footing with the rest of the industry. You

cannot outperform rivals using assets that everyone else possesses.
e Basic operational website — valuable, but universal

e Standard accounting software — necessary, but not rare

¢ Routine employee training programs — table stakes, not
differentiators

/\ Resting at competitive parity triggers price wars and erodes
profit margins over time. Above-average returns require
scarce assets.

R — The Rarity Test

Rarity

Is this resource controlled by only a small number of competing
firms within the strategic group?



| — The Inimitability Test: Can Rivals Copy Your Success?

A valuable and rare resource grants a temporary competitive advantage. Competitors will inevitably attempt to clone, purchase, or substitute your
asset. Inimitability determines if that advantage can endure.

Unique Historical Conditions

Assets developed along a long, path-
dependent historical trajectory that

cannot be accelerated by capital alone.

Time and context are irreplaceable.

Causal Ambiguity

The link between the firm's resources and
its competitive advantage is poorly
understood — even by competitors or, at
times, by the firm itself. It's a complex,
opaque web of interactions.
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Social Complexity

Capabilities rooted in interpersonal
relationships, trust, team dynamics, and
deeply embedded corporate culture that
rivals cannot easily replicate or purchase.



LENS 4 OF 4

O — The Organization Test: Unlocking Latent Potential

A firm may possess resources that are valuable, rare, and deeply inimitable — but without the structure, processes, and systems to exploit them,
their potential remains locked and wasted.

What "Organized” Requires The Xerox Warning

e Formal control systems and budgeting frameworks aligned to the Xerox PARC invented the graphical user interface and the computer
asset mouse — valuable, rare, and inimitable assets. Yet Xerox management,

« Performance metrics that measure the right value drivers organized entirely around photocopying, failed to commercialize these

. - . o . . breakthroughs. Apple and Microsoft captured that enormous
e Compensation policies that incentivize the desired behaviors & PP P

economic value instead. Structure must follow resource potential.
e Clear reporting lines that empower execution at speed



VRIO FRAMEWORK

The VRIO Diagnostic Matrix: Mapping Outcomes to
Competitive Implications

As management consultants, you will use this matrix to evaluate an organization's complete asset portfolio — stripping away operational noise and
focusing exclusively on what drives long-term market dominance.

Valuable? Rare? Inimitable? Organized? Competitive Implication Economic
Returns

No — — — Competitive Disadvantage Below Normal

Yes No — — Competitive Parity Normal

Yes Yes No — Temporary Competitive Above Normal
Advantage (Short-term)

Yes Yes Yes Yes Sustainable Competitive Above Normal
Advantage (Sustained)

© The holy grail of corporate strategy — a resource that is Valuable, Rare, Inimitable, and supported by Organization — delivers sustained
above-average economic returns.



VRIO CASE STUDY

VRIO in Action: Philippine
Conglomerate vs. MSME
Dynamics

e

The Conglomerate Advantage The MSME Strategic Redirect
Local titans like Ayala Corporation and An MSME cannot compete on capital
San Miguel Corporation pass the full intensity or scale. The smart advisor
VRIO test on multiple fronts: vast steers the smaller enterprise toward
historical landbanks in primary urban its own VRIO advantages:

corridors, proprietary integrated supply

. T ) . e Extreme operational agilit
chains, and deeply institutionalized joint P ghity

ventures with global market leaders. * Hyper-localized customer
These assets are not merely valuable — relationships

they are rare, path-dependent, and ¢ Niche market positioning where
organizationally embedded over giants cannot adapt

decades.

Competing on different terrain entirely
is not retreat — it is strategic
intelligence.




STRATEGIC SYNTHESIS

Bridging Internal Assets and External Realities: Strategic
Synthesis

External Insights
PESTEL & Porter's Five

Forces
Strategic
Synthesis
Pipeline
Actionable Internal
Roadmaps Diagnostics
SWOT and TOWS- VRIO assessment of

derived plans capabilities

An analyst who catalogues isolated lists of external threats and internal capabilities is a data collector, not a strategic advisor. True advisory value
lies in cross-referencing these individual streams into a cohesive, holistic picture of corporate reality — discovering how strengths leverage
opportunities and how weaknesses must be shored up before threats exploit them. The engine that makes this alignment possible is the SWOT
and TOWS Matrix.



The SWOT Matrix: Structuring Organizational Insights as
an Integration Engine

While most business students are familiar with SWOT, a professional strategic analyst uses it with structural rigor — maintaining a strict wall
between internal and external variables.

Strengths (Internal) Weaknesses (Internal)

Verified internal advantages discovered via VRIO analysis and Internal gaps, capability deficits, or resource limitations that place
financial audits. Resources or capabilities the firm currently the firm at a disadvantage relative to competitors in the current
possesses and controls. environment.

Opportunities (External) Threats (External)

Favorable macro-environmental or industry trends identified via External forces or dynamics that could undermine the firm's
PESTEL and Porter's Five Forces — independent of whether our firm performance — market shifts, regulatory changes, new entrants, or
exists or not. competitive escalation.

@ The power of SWOT is placing these four forces in a single field of vision — laying the groundwork for deeper matrix synthesis.



Transitioning from SWOT to the TOWS Action Matrix

A SWOT matrix is excellent for cataloging observations, but it is too passive to drive strategic action. The TOWS Matrix transforms those

observations into concrete corporate initiatives by forcing cross-tabulation of internal and external factors.

SO: Maxi-Maxi - r ST: Maxi-Mini

Leverage strengthsto Use strengths to
capture opportunities. . neutralize threats.

Mi-Mini

Minimize weaknesses
and avoid threats
simultaneously.

WO: Mini-Maxi-

Overcome weaknesses
using opportunities.

By physically intersecting strengths and weaknesses with opportunities and threats, you generate real strategic alternatives — actively answering:
"How do we use what we are good at to get what we want, and how do we fix what is broken before we get hit?"



TOWS QUADRANT 1

SO Strategy (Maxi-Maxi):
Leveraging Core Competencies

for Market Capture

Strategic Logic

The most aggressive, growth-
oriented posture an organization can
adopt. Deploy verified internal
strengths at full force to exploit the
highest-potential external
opportunities. Invest capital, scale
operations, enter new markets.

Philippine Application

A local retail company with a highly
developed internal digital logistics
system (Strength) identifies a massive

surge in regional e-commerce adoption

across provincial areas (Opportunity).

An SO strategy dictates rapidly
expanding their e-commerce fulfillment
footprint to capture provincial market
share before competitors can react —
leading with the strongest internal asset
to capture the biggest market prize.




TOWS QUADRANT 2

ST Strategy (Maxi-Mini): Utilizing Internal Assets to
Neutralize Market Risks

In a hostile external environment, the firm deploys its potent internal strengths as a defensive wall against incoming market shocks — minimizing

the impact of threats through strategic maneuvering.

The Strategic Question Philippine Application

'How can we use our established competitive advantages to build A manufacturing firm with large cash reserves and zero debt

a defensive firewall against incoming market disruptions?” (Strength) faces volatile global raw material price spikes due to
Defensive optimization, not passive endurance. geopolitical tensions (Threat). The ST strategy: use deep capital to

make bulk, long-term supply purchases — locking in lower prices
and starving out smaller, leveraged competitors who lack the

liquidity to weather the inflationary shock.



TOWS QUADRANT 3

WO Strategy (Mini-Maxi): Overcoming Weaknesses by

Harnessing Market Trends

The Strategic Logic

The organization faces an attractive external opportunity but is
severely hindered by an internal capability gap. The objective is to
minimize the weakness by leveraging the opportunity — through
restructuring, technology acquisition, or joint ventures.

[ This quadrant often produces the most transformative
strategic moves: partnerships, acquisitions, and
organizational redesigns that convert a liability into a
launchpad.

Philippine Application

A local healthcare provider identifies massive demand for remote
telemedicine across rural islands (Opportunity), but lacks an
internal IT team capable of building a secure, HIPAA-compliant digital
patient portal (Weakness).

A WO strategy: partner with an established global tech provider or
acquire a specialized medical-software startup — converting an
operational weakness into a functional gateway for healthcare market
growth.



TOWS QUADRANT 4

WT Strategy (Mini-Mini): Defensive Survival and
Vulnerability Mitigation

The most precarious position an enterprise can occupy — where internal weaknesses are directly exposed to severe external threats. This
quadrant demands survival-mode thinking, risk mitigation, and disciplined damage control.

Retrenchment Divestment Niche Repositioning

Consolidate operations, eliminate redundant Spin off unprofitable business units or legacy A leveraged shipping firm facing carbon-
cost centers, and preserve liquidity by assets to focus capital on areas where the firm  emission penalties may divest its older fleet
reducing the operational footprint to a retains a comparative operational edge. and downsize into a highly specialized,

defensible core. localized logistics niche to remain solvent.



TOWS SYNTHESIS

The Synthesized TOWS Framework: From Data to
Actionable Matrix

This complete TOWS Matrix represents the capstone of your Module 3 analytical work. Every strategic initiative is explicitly rooted in a
documented internal reality (VRIO) and a verified external condition (PESTEL/Porter's).

TOWS Matrix External Opportunities (O): 1. Digital channel shifts External Threats (T): 1. Input cost inflation - 2.

- 2. Regional trade growth New agile market entrants
Internal Strengths (S): 1. Deep SO Strategies (Maxi-Maxi): Deploy proprietary ST Strategies (Maxi-Mini): Use deep capital
capital reserves - 2. Unique technology to launch new digital service channels reserves to secure bulk input supplies, locking in
proprietary tech and capture regional market share aggressively. prices and blocking undercapitalized entrants.
Internal Weaknesses (W): 1. WO Strategies (Mini-Maxi): Upgrade legacy WT Strategies (Mini-Mini): Divest legacy units,
Legacy IT infrastructure - 2. High infrastructure by partnering with specialized automate high-turnover processes, and stabilize
employee turnover regional technology providers to access digital margins through operational consolidation.

opportunity channels.

© Presenting this integrated matrix to a board signals that every recommendation is grounded in evidence — not intuition — elevating your

advisory work to world-class standards.



PHILIPPINE CONTEXT

Localizing Strategic Frameworks:
Navigating Philippine Business

Realities

International management frameworks must never be studied or applied in a vacuum.

They must be pressure-tested against the complex, dynamic, and uniquely layered

Philippine business environment.

Geographic Fragmentation

Over 7,000 islands create distinct
logistical, regulatory, and distribution
challenges that standard Western

market models entirely ignore.

Regulatory Diversity

Shifting compliance environments
across LGUs, BFAD, BOI, and SEC
require locally calibrated strategic
intelligence, not copy-pasted global
templates.

Conglomerate-MSME Coexistence

Massive multi-industry conglomerates coexist alongside millions of MSMEs —

creating structural asymmetries that demand differentiated strategic advisory

approaches.



Local Case Study: Post-Pandemic Supply Chain Shock

When global logistics lines fractured after 2020, Philippine firms faced raw material shortages, severe shipping delays, and cascading inflationary

cost shocks across the archipelago. The firms that thrived paired external scanning with an honest internal VRIO assessment immediately.

The Analytical Response TOWS-Driven Recovery

PESTEL and Porter's Five Forces revealed accelerating external risks — Resilient firms formulated defensive ST strategies: leveraging local
but companies relying on a single foreign supplier discovered their distribution networks (Strength) to hedge against international freight
sourcing model was a catastrophic internal weakness that no amount volatility (Threat). Supply architectures were redesigned to prioritize:

of external scanning alone could have resolved. )
e Regional buffer stock systems

e Multi-vendor sourcing across ASEAN

e Domestic supplier relationship investments



ANALYTICAL ETHICS

The Ethical Foundation:
Integrating Data and Moral
Uprightness

Scientia et Virtus

Scientia — Knowledge Virtus — Moral Uprightness
Technical analytical skill: data analytics Advanced analytical models are only as
certifications, VRIO diagnostics, TOWS good as the moral character of the
synthesis, PESTEL scanning. The analyst wielding them. Numbers can be
quantitative toolkit of a competent manipulated to tell any story an
strategic advisor. executive wants to hear. True

professional excellence requires an
unwavering commitment to honesty,
ensuring technical findings are honest
reflections of reality — never tools of
corporate deception.




VIRTUS IN PRACTICE

Virtus in Practice: Four Foundational Pillars of Advisory
Integrity

What does ethical advisory conduct look like when sitting at an analyst's desk or presenting in a corporate boardroom? It is built upon four
unyielding pillars every competent strategic advisor must integrate into their daily professional work.

Q
o)

B

Intellectual Honesty

Data Integrity

Protecting data pipelines from manipulation, cherry-picking, or
Reporting corporate realities exactly as they are — never altering selective exclusion from collection to final presentation.
facts to fit a preferred narrative.

351

®

Accountability

Transparency

Openly disclosing analytical limitations, baseline assumptions, and
Standing firmly behind strategic recommendations and owning their potential conflicts of interest alongside all recommendations.
long-term operational consequences.



PILLAR1OF 4

Intellectual Honesty: Resisting Corporate Pressure

The Ethical Test Why It Matters

In your advisory career, you will face situations where a division head Falsifying a diagnostic report to please a superior is a major breach of
or an executive vice president is deeply invested in a pet project, an professional ethics that can lead to catastrophic capital destruction
expensive acquisition, or a failing product line. for the firm and harm to all its stakeholders.

They may explicitly or subtly pressure you to adjust your VRIO or

TOWS analysis to mask a glaring internal weakness or downplay an (® Your job is to be an objective mirror to the enterprise —
incoming threat. Resisting that pressure is the ultimate test of an providing truth over corporate convenience, even when that
analyst's character. truth is uncomfortable for leadership.

The most respected advisors are not those who tell executives what
they want to hear — they are those whose findings can always be

trusted, precisely because they have never been compromised.



Data Integrity: Guarding the Core Source of Truth

Data manipulation rarely looks like fabricating numbers from thin air. It often manifests as subtle, sophisticated adjustments that are far harder to

detect — and far more common in corporate advisory settings.

Cherry-Picking Windows Baseline Manipulation Outlier Exclusion

Selecting data only from specific high- Adjusting statistical reference baselines Intentionally excluding inconvenient
performing weeks while ignoring months to make a project appear viable — outlier data points that reveal systemic
of consistent decline to make a struggling shifting goalposts quietly rather than quality control issues or customer
division appear profitable. acknowledging underperformance. dissatisfaction trends.

(®  If the data says a strategy is failing, we must report that failure clearly. Protecting the purity of data pipelines is a non-negotiable
professional obligation.



PILLAR 3 OF 4

Accountability: Owning the
Strategic Outcome

Our slides and spreadsheets have real-world consequences. A recommendation to

STRATEGY downsize a manufacturing plant, divest a shipping route, or automate a customer

8

GROWTH

service center isn't an abstract exercise — it alters lives, impacts capital, and changes

i livelihoods.
What Accountability Demands

Owning your recommendations and their downstream consequences. You
cannot hide behind complex statistical models or blame client execution if your
baseline assumptions were flawed from the start.

The Professional Standard

Conduct analysis with extreme diligence, knowing the quality of your strategic
work directly impacts the financial stability of the enterprise and the well-

O M WAL

being of every stakeholder who depends on it.
Boequish
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Transparency: Disclosing Assumptions and Limitations

No strategic analysis is perfect. Every predictive model rests on assumptions about future inflation, GDP growth, consumer spending, and
competitive behavior. Transparency requires you to disclose these openly — right alongside your recommendations.

What Must Be Disclosed The Trust Equation
e All baseline assumptions underlying forecasts and projections Never present a forecast as absolute certainty. Inform your clients
 Data limitations: incomplete surveys, tight timelines, visibility gaps and executives of the exact boundaries of your data.

Margin of error in quantitative models

Any potential conflicts of interest for the advisor or the firm @ True trust is built not by pretending to be omniscient, but
through radical candor about what the data can — and

cannot — prove.



COMMUNITAS

Balancing Margin and Mission:
The Value of Communitas

As we integrate these frameworks, we anchor them in a core institutional value:
Communitas. Strategic analysis should never be a cold exercise in corporate

extraction.

Stakeholder Empathy

When recommending supply chain optimization, consider the impact on local MSME
vendors. When proposing automation, include structured pathways for upskilling
displaced workers.

Profit + Purpose

Values-driven advisors balance corporate profitability with genuine empathy for local
workers, small-scale suppliers, and everyday consumers across the community.

Sustainable Enterprise

Data-driven recommendations that serve the common good foster sustainable
enterprise growth — elevating the entire community, not just shareholder returns.




MODULE 3 SYNTHESIS

The Complete Strategic Advisory Pipeline: Module 3
Summary

Across Module 3, we completed a comprehensive survey of the full strategic advisory toolkit — from empirical credibility to environmental
scanning, internal diagnostics, synthesis, and ethical guardrails.

Analytics Credentials 1

Building empirical credibility and technical authority in the
modern corporate advisory landscape.

2 External Scanning

PESTEL for macro-environmental forces; Porter's Five Forces

for industry structural analysis.
Internal Diagnostics 3

VRIO Framework to isolate sustainable competitive

advantages from operational noise.

4 SWOT/TOWS Synthesis

Bridging internal and external realities into actionable, cross-

functional corporate strategies.
Virtus Ethics 5

Anchoring all analytical work in intellectual honesty, data
integrity, accountability, and transparency.



References and Foundational Literature

To deepen your mastery of these concepts and prepare for your upcoming case audits, engage deeply with these core academic references.

1 2
Cabrera, E.F. (2015) Jenkins & Williamson (2016)
Management Advisory Services: Philippine Context. Essential for Strategic Management and Business Analysis. Provides rigorous
understanding how VRIO, SWOT, and TOWS frameworks adapt to academic depth on the mechanics of the Resource-Based View,
local corporate law, accounting practices, and economic conditions the systematic application of the VRIO framework, and the step-
specific to the Philippines. Required reading for all practicing local by-step cross-tabulation methodology of the TOWS matrix.
advisors. Essential for technical precision.

@ Reviewing both texts will refine your technical precision and bolster your analytical foundations as you prepare for real-world consulting
engagements.



MODULE 3 - CONCLUSION

Next Steps: Embarking on Your Corporate Diagnhostic

Journey

You have successfully acquired both the analytical tools and the ethical foundations that define a truly competent strategic advisor. These
frameworks are not meant to remain static concepts on a presentation slide — they are meant to be lived and applied.

Scientia — Technical Rigor

Approach each data set with analytical
discipline. Apply VRIO, PESTEL, Porter's,
and TOWS with structural precision and
empirical integrity.

Your Assignment

In the coming weeks, you will perform
deep-dive Environmental Audits on real
organizations operating within the
Philippine business ecosystem as a junior
consultant.

Virtus — Ethical Grounding

Engage stakeholders with absolute
integrity and empathy. Build strategic
roadmaps that drive enterprise value while
honoring the common good and the spirit
of Communitas.

Thank you for your focus and commitment. | look forward to seeing your strategic insights come to life in your upcoming case presentations.



