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Technical Guidance Note 3

The Role of SWOT Analysis in Regional Development

Definition

In the context of regional development, SWOT analysis is a means of reviewing and agreeing on the capacity of a regional economy to respond to the changes brought about by the development of the market both within and around the region in question. By helping identify the ways in which a regional economy will be affected by such development, SWOT provides a tool for those who wish to improve regional economic performance (e.g. the Regional Development Agencies). This makes it an ideal technique for the preparation of a Regional Development Strategy. (See Technical Guidance Note 1 in this series)

SWOT analysis is normally completed by the presentation of a table of four quadrants in each of which strengths, weaknesses, opportunities and threats are summarised in bullet point form. The preparation of this table can be very useful in clarifying complex situations. Moreover, the exercise of its final preparation and agreement can be a valuable technique for generating both consensus and awareness among those regional partners who participate in the exercise. However, the most important influence on the quality of SWOT analysis (as this note argues below) is the clarity of thinking behind the identification of the points summarized in the table.
SWOT is an acronym for:

Strengths (those internal parts/aspects of the regional economy which are performing well currently, and are likely to continue to do so)

Weaknesses (those internal parts/aspects of the regional economy which are not performing well currently, and are likely to continue to do so)

Opportunities (those aspects of the regional economy which could perform well, in future, with appropriate intervention or potentially positive external influences)

Threats (those internal aspects of the regional economy which could become problems without appropriate intervention or potentially negative external influences)

SWOT Analysis involves:

· Obtaining or providing a description or audit of the region and its economy

· Assessing current and future market conditions 

· Considering the activities of the public sector

· Agreeing and summarizing the key features of the region in a SWOT table

The description of the region

The objective of this activity is to obtain and present an up-to-date and comprehensive awareness of the regional economy.
To do this it is necessary to collect and analyse socio-economic information (prepare a regional profile) by means of:

· Obtaining and (if necessary) updating primary statistical series 

· Combining these with each other and with other existing data (secondary statistics)

· Obtaining relevant qualitative (non-quantitative) softer information.

For regional development purposes, the description needs to be quite comprehensive but should concentrate on:

· an analysis of industrial structure (including agriculture)

· an analysis of the labour market

· consideration of key non-economic factors.

Analysis of a region’s Industrial Structure requires a description of the regional economy in terms of:

· (at the most basic level of aggregation) the importance of the primary, secondary and tertiary secors (this is usually based upon the number of enterprises, the numbers employed, and the value of output in each sector. (Statistics on this are usually easily available.)

· (at a more detailed level of aggregation) information on specific, important types of industrial activity (in this case the information rarely exists and primary research is required)

· (at the most detailed level) the performance of key individual enterprises.

Consideration of the business environment is also useful at this stage. This involves the examination of those organisations whose activities impact on enterprises (Chamber of Commerce and Industry, SME Centres, banks and other financial institutions, tax and business registration requirements, the role of local authorities, etc,).

Analysis of a region’s labour market requires a detailed description of the characteristics of the economically active population, in terms of:

· overall numbers, gender, age, location and educational qualifications

· numbers working, numbers unemployed (gender, age, location and educational qualifications)

· skill levels of the employed and the unemployed (gender, age, location and educational qualifications). 

It will also include a description of the activities of those institutions which exist in the region to develop the workforce (schools, colleges, universities, training centres and institutes.

Among the (strictly) non-economic factors to be described are those which influence the quality of life in the region:

· environmental factors (quality of the environment, levels of pollution, availability of water, energy and waste treatment etc.)

· leisure and recreational facilities

· cultural factors.

Identification of SWOTs

The various descriptive elements mentioned above provide a useful “photograph” of the regional economy at a point in time but is essentially confined to supply-side factors and largely static. To know whether the picture that we see is one which presents strengths, weaknesses, opportunities or threats we need to also consider demand factors.

Let's consider an example. The audit of a region shows that it has a number of health spas. In comparison to other regions, and the national average, it has more enterprises providing health/leisure facilities in a spa setting, and more people employed. Is this a tourism strength, a weakness, an opportunity or a threat?

It is a strength if informed projections of future demand for tourism services shows that:

· this sector (health tourism) will grow 

· other services in demand by future consumers are matched by the facilities available in the region

· the pricing of the services being provided is competitive.

These conditions cannot be taken for granted. If the comparison of the regional supply conditions with these market demand factors produces a good match then this sector represents a strength in the SWOT analysis.

The same supply conditions become a weakness if the market demand projections do not indicate a good match, for example if:

· the sector will decline in importance and others (such as adventure tourism) will grow

· other services to be demanded by consumers are not available in the region (other leisure facilities such as cinemas, good quality restaurants etc.)

· prices in the region are higher than those of other similar facilities elsewhere in Serbia or abroad.

The situation can offer an opportunity if the nature of the future demand for this service is known and actions that are required to meet the demand are identified and put into practice e.g.:

· building cinemas

· adding new facilities which will be required by the visitors who will come to make use of the spas.

On the other hand, if developments in demand are identified which prove to be difficult to respond to, then the same sector becomes a threat e.g.:

· there is a need to reduce prices but entrepreneurs are reluctant to do so as their profitability will be affected.

The Market Demand Analysis

Our objective is to use all knowledge about existing market demand and likely future demand to be able to predict the overall growth or decline of sectors and sub-sectors, and specific industries. The effects of these broad changes should be identified in terms of:

· the demand for labour (which skills will be needed, what level of education will the workforce require to have, etc.)

· the skills management should develop

· the technologies that are likely to be needed (particularly those related to production methods)

· and the likely future location, land and premises requirements of enterprises.

It is necessary to compare what is known and anticipated, in these terms, against the information provided by the regional description (i.e. to compare demand and supply-side factors). This is the basis of the SWOT analysis.

Information on demand factors may be obtained through quite basic market research.

Primary research (sending out RDA staff to collect the information) is costly, and while it may be possible to collect specific information within the region it is never possible to be able to collect primary information on global demand (this might involve sending RDA staff to Japan, the USA etc. to talk to key enterprises/market leaders). Research is therefore largely confined to secondary sources (referring to published sources e.g. the Financial Times, the Economist, trade journals, business magazines, market research reports). 

In this respect the RDAs need to establish whether:

· relevant information is available in Serbia/the regions (University libraries, Chambers of Commerce and Industry, SME/Resource Centres, Industry Federations)

· this information can be obtained (inter-library transfers, use of foreign contacts, collection during foreign visits, etc.)

This requires the RDAs to establish:

· information collection, storage and retrieval facilities;

· local, national and international partnerships and networks for information provision purposes

The Assessment of Public Sector Activity

So far our description of SWOT Analysis has been developed as if all market transactions were the result of interaction between two groups:

i. individuals and households as consumers

ii. enterprises as producers.

In all market economies, however, there is a third and very significant player, the public sector (the Government, the local authorities, State-Owned Enterprises etc.). The public sector is important as both:

· a consumer of goods and services (the health service must buy beds for its hospitals, the education service must buy chairs for schoolchildren, etc.)

· as a producer of goods and services (education, rail travel, etc.).

Moreover, even when it is not directly involved as either a producer or consumer, the Government may still take action (develop policies) which are of fundamental importance to the way in which market demand will develop (ban dealing in certain types of weapons, liberalise the use of certain drugs, etc.).

This means that the current staus and possible future development of public policies must to be taken into account if the SWOT Analysis is to be comprehensive. For this to done in an effective way, Regional Development Agencies must monitor the political debate which surrounds public sector intervention in the market.

Conclusions

· SWOT Analysis can play a critical role in the development of a regional strategy and its agreement by regional partnerships;

· strategies need to built around strengths or should set out to maximise opportunites and minimise threats. Weaknesses should never be prioritised in strategies;

· to conduct a SWOT Analysis information is required on future developments in the demand  for the products produced by the firms in the sectors which are important to the regional economy, and the activities of the public sector must alo be taken into account

· this places the Regional development Agency in a position where it must collaborate with key organisations which will shape the future performance of the region (enterprises and public sector bodies) thereby creating the opportunity for the RDA to propose the changes which will eradicate weaknesses, stave off threats, create opportunities and safeguard strengths

· this collaboration and contact with these organisations is part of a process (SWOT can be considered to be a process as well as a technique) and this process is a vitally important one for RDAs to experience.
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� More detailed treatment of this topic is provided in Technical Guidance note 2 in this series.
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