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1. [bookmark: _Toc419303684]


2. [bookmark: _Toc23420]eXECUTIVE sUMMARY

With the increasingly fierce competition in market share, the supermarket industry is also constantly changing, which makes the supermarket industry a highly competitive industry. The use of different strategies will affect the market share of major supermarkets and consumer choices. The supermarket selected in this article is the German supermarket Lidl, which belongs to the Schwarz Group. It has been operating since 1973 and operates in 30 countries. In 2016, global sales totaled $ 85.7 billion. From the analysis of Lidl's actions, it is obvious that Lidl uses a cost leadership strategy.

The cost leadership strategy is one of the Porter’s generic strategies, the purpose is to increase the company's competitive advantage. This article mainly introduces the most basic cost leadership strategy and differentiation strategy. The advantages of a cost leadership strategy are that it can bring market share, increase available assets, and sell products quickly, but it is not perfect. Due to excessive focus on cost, companies may ignore product innovation, and too single product is likely to cause slow sales. And this strategy can be easily imitated, causing the company to lose its cost leadership.

Therefore, the solution provided for Lidl in this article is to implement a differentiation strategy based on a cost-leading strategy. Controlling costs and implementing innovations in products while guaranteeing consumer demand without adding additional costs.

3. [bookmark: _Toc31501]Introduction

3.1 [bookmark: _Toc3966]Report Remit

This research is mainly in the research of experts and scholars, summed up the strategic model adopted by Lidl, and put forward some reference suggestions for Lidl in combination with the current social environment. It also has certain reference value for companies similar to the operation mode of Lidl.

3.2 [bookmark: _Toc14957]Background of lidl

Lidl was founded in Germany in 1930 and is a grocery wholesaler. The first Lidl store in the UK opened in 1994 (Salisu, N., & Olsson, L. 2014). Lidl opened eight distribution centers, reaching a milestone of 1 million customers in 2003, and opened its 500th store in 2009. Lidl currently has more than 760 stores and 13 regional distribution centers in the UK and employs more than 22,000 people (Lidl History, 2019). The Lidl distribution center is impressive. Throughout the UK, Lidl has 13 huge warehouses, ensuring that stores receive goods on time and accurately. Employees work fast and accurately. Lidl works closely with suppliers and prides itself on providing customers with the highest quality products at the lowest possible price. To better meet consumer needs, Lidl has adopted a localization strategy, with about two-thirds of its products coming from UK suppliers (LIDL History, 2019).

3.3 [bookmark: _Toc31689]Definitions of Major Concepts

Porter's definition of strategy is very classic. He believes that strategy is a method that a company pursues and explores in order to achieve a certain goal. Trout agrees with this point and gives a further explanation. In his opinion, strategy refers to a series of operations carried out by an enterprise in order to establish differentiation in the mind of consumers. (trout, j. 2004).

An business level strategy is an ideal way to generate a higher and more proactive customer service to improve financial efficiency. This approach focuses on monetary demand and provides excellent returns on investment. Optimizing employee performance and reducing waste can create the most cost-effective enterprise structure. (Reference.) In theory, business-level strategies can create competitive advantage. Competitive advantage is basically the value that an enterprise creates for a buyer over its cost(Porter, M. E., & Advantage, C. 1985). 

Porter mentioned that there are two ways to help companies generate competitive advantage: cost leadership strategy and differentiation strategy(Amadeo,K. 2019 ). According to porter, cost leadership refers to the position of enterprises as producers of low-cost industries (porter,M.E. 1985, p. 12). Companies following this strategy accepted cheaper ingredients, adopted standard manufacturing processes, and sought larger market shares to reduce unit costs (Phillips,L et al., 1983). Differentiation is an attempt by a business to be unique in its field of business, starting from a scale that is widely appreciated by buyers (porter, M.E.1985, p. 14). Differentiation saves companies from the need to maintain a low-cost position, because customer loyalty can be used to achieve higher profits(Jones, G. R., & Butler, J. E. 1988).
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4. [bookmark: _Toc16489]Main Body

4.1 [bookmark: _Toc10980]IMplementation of COST LEADERSHIP

Lidl focuses on selling high quality products at the lowest possible price. This shows that they use cost management strategies and implement them with amazing efficiency (Morschett et al., 2006). In order to achieve the goal of reducing costs and maintaining product quality, lidl chooses to establish its own brand, stock "fast-moving items "and reduce advertising costs.

Establish its own brand
Own brand refers to the name of the consumer goods produced by or on behalf of the distributor and sold through its own brand or own brand through its sales point. The development of own brands strengthens the control of large retailers over the value chain (Wenxv, W.2011). When consumers are looking for their favorite brands, a high-quality own brand can improve store loyalty. As a result, the cost of launching and distributing new products is higher. But the brand is sold directly to customers. This direct channel reduces the distribution cost of own brands (Wenxv, W.2011).

Stock "fast-moving items "
Lidl prefers to sell daily necessities that consumers often buy. As for the purchasing channels of daily products, as mentioned above, it is not complicated to build their own brand of daily products, especially in the field of food (Hanbury, M.2017). These products are limited to the best-selling products with increased gross margin. High turnover goods mean less money for inventory. If the products can't be sold quickly, the inventory cost will be huge, because the slow turnover products will not only occupy the warehouse space, but also spend money to ensure the quality of the products is not damaged.

Reduce advertising costs
The investment in offline advertising will bring additional costs. So, on the increasingly developed Internet, lidl uses Facebook and Twitter to reach customers in a personalized way. In 2014, lidl had more than 10 million fans on Facebook pages in Europe (Samuel, S.2015). Lidl's website is becoming more and more popular. Although it doesn't offer online ordering, its website offers upcoming offers and special offers from the company, usually for a week. These include food, drinks and personal care items, as well as clothing and other household items. In a downturn, online shopping preference checks may become more popular as consumers start to increase their budgets.

4.2 [bookmark: _Toc2834]Advantages & Disadvantages of cost leadership

[bookmark: _Toc29078]3.2.1     ADVANTAGES OF COST LEADERSHIP

Provide better profit 
Cost leadership focus on building low-cost businesses in their markets and industries(D. Banker, R et al., 2014). Higher profit margin can be achieved by reducing development and production costs . Lidl will have more customers when the price and profit margin are higher than other companies, because it provides customers with stronger value proposition. As has been done, reducing costs can reduce the price of products, and the cost saved can be used to improve the quality of products, so as to get the favor of customers. 

Increase market share
Companies adopting cost management style can not only obtain higher profit margin, but also increase market share over time. The cost management strategy takes into account the high price sensitivity of customers . If the price of goods or services is the lowest and the value is acceptable, the goods will be considered for purchase first. Over time, these leaders can even attract more business from mature markets (Duica, A. and Duica, M. C. 2014).

Create more available capital
Cost leadership also promotes the availability of more capital resources. Although the retail cost of goods or services is low, a higher margin allows capital to be retained for each transaction. Over time, this will save resources that can be used for a variety of purposes(Kurt, A., & Zehir, C. 2016). Many organizations characterized by low-cost leadership will use this additional capital to stimulate investment or finance new growth.

[bookmark: _Toc14097]3.2.2     DISADVANTAGES OF COST LEADERSHIP

Reduces product innovation.
In terms of cost control, R & D cost should be reduced as much as possible(Porter, M. 1980). A lot of market research is needed before product development. After understanding the needs of customers, the R & D work can be officially launched. This period requires a lot of human and material resources, and its cost will inevitably increase. However, the reduction of development results means that due to the reduction of the number of new products and services entering the market, the demand of consumers cannot be met, which will inevitably cause some losses.

Easy to be imitated
In a way, implementing cost leadership strategies is easy to emulate, especially in the technical area of improving business efficiency. Competitors can quickly imitate management techniques and adopt various practices. As Barney explained (2002, p. 251), although most companies in an industry can implement cost leadership strategies, in the long run, cost leadership strategies will not give them a competitive advantage.

Requires a large volume of sales
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In some cases, high demand is a major flaw in cost leadership strategies. Due to the lack of market concentration and consumer loyalty to certain brands, products cannot be sold because consumers are willing to pay more for brands they trust(Edwards, J et al., 2014). And the company cannot guarantee that the daily sales volume meets the expected standards. Without proper emergency measures, this will undoubtedly lead to the failure of cost leadership strategies

5. [bookmark: _Toc4349]Conclusion

Cost leadership strategies can provide Lidl with more profits, bring more market share, and create more available capital, but there are many problems. For example, products lack creativity, management technology is easily imitated by competitors and rapid sales are difficult to achieve. Therefore, the following suggestions are made on how to increase the market share of lidl and avoid the above problems.

5.1 [bookmark: _Toc980]Recommendations

In this era of rapid growth, innovation is the criterion for the survival of enterprises. Lidl can add differentiation strategy on the basis of cost leadership strategy, such as developing new products, tapping new consumers and new markets, and competing with major retailers in a more even environment. This will not only enrich the diversity of products, but also be different from companies that implement cost leadership strategies. The most important thing is that lidl needs to do a good job of market research. In this way, the new products studied can change according to the preferences of consumers, and can also control sales and reduce waste to a certain extent.
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