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			The SWOT analysis

			Key information

			
					Name: the SWOT analysis or SWOT method is an acronym of the terms Strengths, Weaknesses, Opportunities and Threats. 

					Uses: this model allows organisations (businesses, public administrations or associations) to quickly identify both its internal factors linked to internal functioning and external factors that depend on the environment in which it is evolving. The SWOT analysis is used as a decision-making tool and to facilitate the development of strategic plans.

					Why is it successful? The power of the SWOT analysis lies in its simplicity. As well as being easy to use, it also collects results that can be easily communicated to the public.

					Key words:	External factor: an element that an organisation cannot influence, linked to the environment in which it evolves.

	Internal factor: an element that can be influenced or modified by the organisation. 

	Strengths: internal factors of the business that reinforce its competitive position.

	Weaknesses: internal factors that weaken the competitive position of an organisation.

	Opportunities: external factors that have the power to positively influence the competitive position of an organisation.

	Threats: external factors that negatively influence the external environment of an organisation.




			

			Introduction

			History

			The SWOT analysis originated from the publication Business Policy: Text and Cases (1965), created by four professors at Harvard University – Edmund Philip Learned (1900-1991), Roland Chris Christensen (1919-1999), Kenneth Richmond Andrews (1916-2005) and William D. Guth. This method is one of the first models to consider the external environment of an organisation. Before, strategy models restricted themselves to strategic planning, without taking their environment into account.

			Today, the SWOT analysis is mainly used within the marketing departments of large businesses. Many SMBs also use it as a decision-making tool.

			A number of consultancy firms also use the SWOT analysis because it allows them to quickly analyse the situation and present it to their clients schematically and more simply. Other companies, such as McKinsey and BCG, have their own analysis models.

			Definition

			The SWOT analysis is a multidimensional tool for strategic analysis:

			
					it identifies an organisation’s internal factors (strengths and weaknesses) and its external factors linked to its environment (weaknesses and threats);

					it also allows organisations to prioritise factors in terms of expected impact, whether they are positive (strengths and opportunities) or negative (weaknesses and threats).

			

			A SWOT analysis has no intrinsic value unless it is used for strategic purposes.

		


		
			Theory
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			The SWOT analysis investigates the current situation of an organisation at a given time, in a forward-looking manner as opposed to a retrospective one. It also analyses the structure, keeping future prospects in mind. At the same time, the SWOT analysis focuses on the internal functionality (strengths and weaknesses) and on the external environment (opportunities and threats) of an organisation.

			
					Strengths are elements of an organisation that positively influence its development and its competitive position. In general, strengths are considered to be particularly significant as they do not characterise the competition. The SWOT analysis identifies the competitive advantages held by a company over its competitors.

					Weaknesses are also linked to the internal functioning of an organisation, but they generally have a negative impact on its development and its competitive position. The ability to clearly identify the internal weaknesses of an organisation is vital: it allows for the improvement of relevant issues and the re-orientation of work in order to make them less vulnerable.

					Opportunities for an organisation depend on those available in the external environment. They can be exploited to improve progression and competitive position. Once this is done, they can become forces that positively influence the development of an organisation.

					Threats also originate from the external environment of an organisation. Their identification is often the result of traditional strategic work. As long as they are detected in time, threats can be better anticipated and their impact on performance reduced (and vice versa).

			

			Sometimes, threats can become strengths. Likewise, opportunities can become weaknesses. In fact, given that the organisation does not develop in its environment alone, its future also depends on the decisions made by competitors.

			Factors that influence the evolution of an organisation

			In terms of internal functioning, many characteristics need to be taken into account in order to identify the strengths and weaknesses of an organisation, including:

			
					Cost competitiveness. One of the first aspects that make a business competitive is its ability to keep costs low. In order to manage costs, it must closely monitor the efficiency of production technique (is it possible to produce more using less?) as well as the allocation of resources (should it substitute capital for labour?). A conflict can arise between cost-competitiveness and worker protection. For example, if lower social and environmental standards can reduce costs, that does not mean that it does not have a (negative) impact on workers.

					Network and distribution capacity. Does the company structure have an effective distribution network? In particular, does it guarantee a good delivery service (high rate of products that arrive on time, low rate of breakages, low rate of errors, etc.)? Does it succeed in rationalising distribution costs (sufficiently low global costs of storage and transport of merchandise)? A possible compromise between product quality, delivery time and distribution costs is lower stock levels. This strategy is based on the increasing use of new information technology and communication (NICT). Often referred to as ‘just in time production’, it means that a company manufactures a product once it is ordered by the customer and is delivered in a very short time due to its effective distribution network.

					Sales and marketing. The marketing department also plays a crucial role in the success of a company. Is it in a position to anticipate customer needs? Is it capable of launching publicity campaigns in order to attract customers? A good marketing strategy is an undeniable force for any company.

					Financial resources. Sufficient financial stability is a real asset for an organisation. In fact, the ability to raise liquidity plays a major role as this is essential for launching any expansion project.

					Human resources. The management of human resources is an aspect which is often neglected by companies, public administrations and associations. Nevertheless, it is important for every structure to possess certain key skills. It can be preferable for an organisation to spend more time finding a suitable person rather than hurriedly recruiting a candidate that does not match the position. In a more general sense, it is important for companies to establish a system of communication that allows for optimum working relationships between colleagues.

					Innovation policy. At a more strategic level, and in our own economy, more and more companies – and universities – are struggling to patent the number of innovations they are capable of. The possession of patents must go hand in hand with strategic vision, allowing the owners to present the usefulness and value of their innovations. They are also influential when negotiating the use of their patented products with other companies.

			

			In terms of the external environment, many factors influence the opportunities and threats faced by an organisation, including:

			
					Economic climate. The presence or lack of strong economic growth certainly has an impact on the situation of different organisations. Sound economic activity allows a company to increase its growth. Similarly, a company in difficulty which loses its market shares can sometimes avoid bankruptcy in times of fast economic growth because growth can partially compensate for the weaknesses of a company. We can assume the opposite outcome in cases of economic recession.

					Global consumer trends. Another aspect that must not be overlooked by companies is the progression of consumer needs. If the value proposition is consistent with the new needs, the progression is positive. If the needs move away from the value proposition, the progression is negative. In order to avoid this, the marketing department can try to anticipate the changes using different tools such as the life cycle of the product which details the different phases of a product (development, launch, growth, maturity and decline).

					Competitive environment. The evolution of the competitive environment also plays a key role. The largest, best performing companies or those more likely to start a price war can have a negative impact on the profitability of a company.

					Regulatory environment. The evolution of regulations can also create a threat if a structure is not prepared to face them. However, in certain cases it allows companies to avoid their competitors if they are less prepared to compete.

			

			Now that you understand the theoretical foundation of the SWOT analysis, you can have some fun and create your own analysis as a student or worker. For example, if you are in the middle of your studies, you may have excellent general knowledge (strength), but you sometimes have trouble expressing your ideas in writing (weakness). As a student, you have access to a considerable number of options such as Erasmus or work placements (opportunities). However, the changes in the cost of living can unfortunately cause problems for you (threat).

		


		
			Limitations and extensions

			Criticisms

			Theorists and practitioners generally agree that the results of a SWOT analysis can lead to a quick analysis of the situation, which remains approximate and incomplete. Also, the different aspects of the SWOT analysis do not necessarily exclude each other. 

			For example, a new regulation can be perceived as both a threat and an opportunity for a business. Consultants Terry Hill and Roy Westbrook published a seminal paper SWOT Analysis: It’s Time for a Product Recall which brings to light the inherent limits of a SWOT analysis.

			
					Firstly, it remains essentially descriptive. It has been shown in certain cases that this makes it ineffective as it does not guide the decision-making process in one way or another. The diagnostic of a SWOT analysis could be excellent, but if decisions made in advance are not correct or are not correctly implemented, it is useless. We can therefore see that the SWOT analysis is not really a means of competitive advantage.

					We cannot overlook the costs involved in the establishment of a SWOT analysis because it requires a fee for the internal and/or external consultants. It is sometimes preferable not to be restricted by a managerial model that limits creativity.

					Another risk comes from not prioritising the identified factors according to the SWOT analysis in order of importance and focusing on insignificant details. Besides wasting time, this could have a disastrous impact on an organisation if it spends on resources to eliminate minor problems.

			

			Other models

			There are other models that seem as effective as the SWOT analysis and facilitate decision-making just as well. The five forces analysis by Michael E. Porter (American university lecturer, born in 1947) evaluates, for example, the constraints to which an industry is subject. Others focus on strategic interaction between competitors (e.g. decisions linked to production quantity and fixing prices). They supply a less comprehensive approach, but are still powerful tools for evaluating the power of the competition within the industries in question.

			Porter’s five forces

			Porter’s five forces model enables a company to analyse its competitive environment. It identifies five forces that are able to influence an industry’s competitive landscape.

			
					The most evident constraint faced by a company is the existence of direct competitors. However, the intensity of the rivalry between companies does not depend systematically on a number of companies being in competition: it is possible that two companies within industry A could be in a price battle whilst four companies within industry B form a stable and profitable cartel.

					The threat of new entrants can also discourage a company from fixing high prices, even in monopolist cases. This threat is not always believable if there are significant barriers at the entrance and exit of the industry, in which case the return is negligible. Certain companies invest in an excess capacity in order to produce more if a competitor arrives (which effectively reduces prices and lowers the profit of new entrants). The new entrants, being generally up to date with these excess capacities, are less inclined to launch.

					Companies must be aware of products and services that could replace them. If we look at the example of medium and long-haul transport (between 300 and 1000 km), high-speed trains have become a serious substitute for air travel in Western Europe over the past few decades (which has led to a rationalisation of the air sector with the emergence of low cost operators such as Ryanair and easyJet).

					The power of negotiation between suppliers and customers can have a decisive impact on the profitability of a company. Generally, you could say that customers and suppliers can obtain better prices when there are only a few companies and potential new entrants are appearing on the market.
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			Oligopolistic competition and the presence of cartels

			Some economic models let us focus on the strategic interaction between companies.

			
					Antoine Augustin Cournot’s model (French mathematician and philosopher, 1801-1877) was created to analyse the oligopolistic competition (belonging to a market characterised by a small number of sellers for a large number of buyers). It is generally used until the companies decide what quantities to produce – a decision made in terms of the influence on pricing policy. Active companies in the automobile industry, for example, find it difficult to raise their short-term production capacity (constructing a factory takes time). For a number of competitors, the pressure of competition in a Cournot-style industry is generally considered to be average and limited.

					On the contrary, Joseph Louis François Bertrand’s model (French mathematician and economist, 1822-1900) is used until companies decide their pricing levels and can increase or decrease the quantity produced with ease. As long as there is competition as Bertrand describes, two companies are enough to keep profits low, because they will inevitably find themselves in a price battle. This model is mainly used by companies in industries where it is easy to modify the short-term quantity of production concerned with such competition (e.g. the textile industry). In general, if there are at least two competitors, the pressure of competition in a Bertrand-style industry is very strong. Such industries are, therefore, less attractive to begin with.

					It is also possible for active competitors within an industry – although this is illegal – to explicitly agree to limit competition. This is known as an organised cartel. Informal agreements are not illegal and are, by definition, impossible to prove. If a cartel is stable, the joint profit of the companies concerned will be equal to the monopolist profit. In summary, the following conditions facilitate the forming of a cartel:	a low number of companies;

	the capacity to quickly detect and punish those who don’t respect the agreement;

	sufficient patience of the companies participating in the agreement.
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