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Executive Summary

The purpose of this report is to identify the competitive strategy that Lidl, the German grocer has obtained and utilises. Lidl (Lidl Stiftung & Co. KG) is a global discounter, based in Germany and has since expanded globally, operating in over 10,000 stores present in 29 countries. Initially a food wholesaler, since expansion, Lidl then began to focus on larger supermarket markets as well cash and carry wholesaler markets. Continuing their original mission of providing quality groceries, the company also provides non-food offerings such as homeware, electronics and so forth. As of today, Lidl is the fifth-largest retailer globally, with sales revenue of $82.4 billion. 
Throughout the research conducted in this report, it is found that the generic strategy Lidl have implemented is cost leadership. The cost leadership strategy Lidl are using helps them establish a competitive advantage by using techniques to have the lowest cost of operation within their industry, although there are many variables that this strategy is driven by such as size and scale of the company, efficiency, and the scope of the company in their market. Cost leaders typically have a high market share, of which Lidl fits the category well with their annual sales revenue, and it is noticeable that companies who adopt this strategy are suitable in markets of which there is little to no difference between products within that market.
 With these characteristics that fit cost leadership, it becomes apparent how Lidl has implemented this strategy throughout their marketing activities. The way they implemented this by marketing a limited product with large amounts of hype, for example, a lazy spa, but with only a small number of this product per store, once customers are in store, they are more than likely to shop for other things they need since they are already in there. Another example is their low-cost supply chain. Since their supply chain is built around their customer needs and wants, this means they cut unnecessary costs by sticking to products that their customers will need and not things that possibly could be dismissed. Lidl’s supply chain also works by it being adaptable to their evolving customer and business needs.1

When thinking of the future of the company, Lidl should stick with their current strategy as implementing this strategy works best for their objectives and for the market, they are operating in. Another recommendation would be to continue to stay away from premium branded products as this will drive up costs, which in effect would make their low-cost supply chain more costly. For example, Lidl will stock their own branded mustard as well as an externally branded mustard.
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2. Introduction

2.1 Report Remit 

This report will look at the competitive strategy that Lidl adopted to encourage development of their current competitive position. To understand this further, the report will also evaluate Lidl’s competitive position by assessing the competitive strategy they have obtained and recognising the advantages and disadvantages of that strategy in their current environment. From the findings the report will identify, appropriate recommendations can be made for future advancements of the company. To understand the competitive strategy Lidl have obtained, the report will analyse Porter’s Generic Strategies, a model that investigates how a company it is utilising their chosen market scope, on both business level and corporate level. Lidl poses a cost leadership strategy but can also look at implementing tactics from a differentiation strategy, since, as mentioned by (Hooley REFERENCE) low costs can be made into an even lower price, effectively making this an implementation of the differentiation strategy.
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2.2 Background of Lidl

German-originated supermarket Lidl is a global discount chain, that has expanded their chains to over 10,000 stores across Europe and the United States. In 1930’s Germany, Lidl, pronounced Lee-dil, was born a small independent grocery wholesaler. Fast forward to the present day, and Lidl have become one of the largest grocery retailers in all of Europe. By 1973, Lidl had expanded and opened the first Lidl stores in 1973, growing up to be a household name in Germany 7 years later. It was not until the 1990s that the wholesaler started branching outside of Germany, and today are now found across Europe, growing continuously as a major competitor in the discount sector. In the UK, 1994 welcomed it’s first Lidl store, and now just two decades later, there are now over 600 stores and growing, all due to their simple vision: high quality at low prices. (LIDL's Competitors, Revenue, Number of Employees, Funding and Acquisition, 2019)
As of 2019, Lidl has employed an estimated 315,000 employees, of whom help reach the companies estimated annual revenue of $84.6b. 
As reported by Hanbury (2017), by Lidl upended in the grocery-store market in the UK alone, the low-cost grocer has sent some of the largest supermarket chains into vicious price wars. 
Lidl’s vision is very simple, enouncing “to enhance the lives of our customers, by providing quality goods at market leading value, whilst ensuring that customer satisfaction is at the heart of everything we do.” (Lidl bit of History, 2017) To stick to their vision, their mission statement is very tactical, manifesting the importance of customer satisfaction, providing market leading quality and value through innovation, connecting with stakeholders to build sustainable relationships to contribute to local communities  as well as the imperative mission to achieve success long term through their employees. 4



3. Definitions of Major Concepts


“Business strategy can be understood as the course of action or set of decisions which assist the business in achieving specific business objectives.” (Teece, 2010) 
Although this is the general perspective, Garcia (2018) cites Business-level strategy as a focus on how to retain and satisfy customers, aim goods and services to meet their needs which then increases their operating profits. This is all done through positioning, staying on top of market trends and technological changes and providing a competitive advantage. 
Competitive advantage refers to how a company outperforms competitors.  For Lidl to maintain their competitive advantage, they must continue to look at offering existing and new customers greater value, finding ways to make their goods superior over other customer choices. (Johsnson, et al., 2008) 

Figure 1.1. Porter’s Generic Strategy. Source: https://www.ifm.eng.cam.ac.uk/research/dstools/porters-generic-competitive-strategies/
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Porter (2004) mentions that each of the generic strategies have a fundamentally different involvement when looking at competitive advantage, thinking about the type of competitive advantage the organisation sought to utilise and how it can be achieved. Strategies such as cost leadership and differentiation can be used in a broad range of industries, whilst cost focus and focused differentiation are segmented more narrowly.  It is wise for companies, such as Lidl, to understand that the concept of applying a generic strategy is the competitive advantage this provides. 
Although Porter’s Generic Strategies pose many benefits for a company that utilises one of the strategies that is right for them, the model has its limitations. Each generic strategy has an intrinsically different approach to building and sustaining a competitive advantage, and by combining the company’s strategic targets with the competitive advantage the company pursues. Ultimately the company must decide on their strategic choice or they will become ‘stuck in the middle’. (Porter, 2004) The term ‘stuck in the middle’ refers to when a company engages in each strategy but fails to attain any of them, resulting in what would become a below-average performance as the leaders of other strategies such as cost, differentiators, or focusers will have better a better market position. (Cronshaw, et al., (1994) It is not to mention that any companies stuck in the middle can still earn attractive profits but only if the industry the company is positioned in is opportune with stuck in the middle competitors. Generally, companies in a stuck in the middle strategy tend to have ill-conceived strategies and holes in plans uncovered over time, especially if they are in fast maturing market. (Wright, 1987)
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4. Main Body

Lidl, being a market-dominant yet low cost company, adopts the cost leadership strategy. A cost leadership strategy focuses on the advantages gained by reducing costs, below competitors on a business-level strategy. (Barney&Hesterly, 2005). Lidl hold many of the attributes for a cost leadership strategy as they are one of the lowest cost producers in the industry with a continual focus on cost reduction although to take advantage of this, Lidl do not need to set the lowest price in the industry to gain the benefits of this strategy. 
When a company strives to be one of the leading low-cost companies, the company will often find they benefit from consumers who are price-sensitive buyers, especially when it is not a major concern to consumers in regards to product differentiation between brands, therefore gaining more market share and sales, consistently trying to drive consumers out of the market. (David, 1995)
The cost leadership strategy saturates the entire company which is evident when changes become noticeable through important variables such as wide spans of control, low overheads, broad employee involvement, high efficiency and so forth, all manipulated to aid cost control efforts. (Baack and Boggs, 2008) Cost leaders typically have a high market share, of which Lidl fits the category well with their annual sales revenue, and it is noticeable that companies who adopt this strategy are suitable in markets of which there is little to no difference between products within that market. With these characteristics that fit cost leadership, it becomes apparent how Lidl has implemented this strategy throughout their marketing activities.
Although it was been distinguished that Lidl uses a cost leadership strategy, it is worth noting that they could also be involving a differentiation strategy too. Fulmer and Goodwin (1988) highlight that although cost leadership and differentiation are not mutually exclusive, both can be used simultaneously. Differentiation can create a reason for purchasing a particular item which as Buzzell and Gale (1987) point out, would mean that linking differentiation to cost leadership is risky since cost leadership looks to spend minimal on R&D, creation and so forth which could leave the final product vulnerable to more superior branded items. So although, combining both strategies is risky, it is worth being mindful that overall, Lidl poses a cost leadership strategy but can also look at implementing tactics from a differentiation strategy, since, as mentioned by Hooley, et al., (2012), low costs can be made into an even lower price, effectively making this an implementation of the differentiation strategy.7








4.1 Implementation of the strategy 

Strategy implementation can only occur when a firm adopts practises and different policies that are variables to the particular strategy but there are specific practises and policies that are important to keep in mind whilst implementing the strategy: its formal and informal control systems, the organisational structure and employee compensation policies. Barney&Hesterly (2004) mentions it is worth noting that these policies and practises will reinforce the adopted strategy if the organisation is consistent with enforcing them. 
Lidl are doing extremely well in implementing the cost leadership strategy, starting with their labour costs. Many Lidl stores are thinly staffed to keep their labour costs down, as well as incorporating technology in appropriate places to limit human interaction. For example, customers can weigh their own produce and bag their groceries up themselves. (Hanbury, 2017) Regarding employee contracts, Lidl pay their employees above the minimum wage by approximately £2-£3. So for an over 25 year old, minimum wage as of 2019 is £8.21, so Lidl employees would be paid approximately £10 an hour. (National Minimum Wage and National Living Wage rates, 2019) However, Lidl can avoid the overhead costs that come with this by the contracts vs working hours. A Lidl employee can be contracted part time hours of 20 hours per week, but can work an extra 20 hours, resulting in their total hours worked summating to the equivalent of full-time hours. By avoiding overhead ratings, the larger profit the company will acquire. 8

Chopra and Sodhi (2004) outline that Lidl have a low-cost supply chain, by using techniques to cut these costs in half, such as supplying customer needs and wants. Lidl’s supply chain and structure are shaped around customer requirements, so by providing only want customers need, such as stocking one brand of mustard as well as their own, keeping it at a minimum. For example, Lidl is a grocer, and does very well to stick to that category and although they have their famous ‘middle isle’ with random goods, there is not many every item. Another important variable would be Lidl’s actual supply chain strategy, a strategy that drives toward tactics, backed up by the company objectives. The company’s supply chain needs to be adaptable to grow with evolving customer and business needs. For example, if Lidl experiences any customer dissatisfaction internally and externally that is relative to costs, then the company should consider if they have taken the right approach. As well as focusing on the strategy of the supply chain, the network design. The general network is end to end – customers and suppliers. Lidl’s customer base and the products provided are on one end and then where Lidl locate their supplies to then hold the stock to then supply to customers. However, if Lidl hasn’t adopted an adequate network design, this increases risk of poor utilisation and high distribution costs, resulting in poor customer service. Chopra&Sodhi (2004) The Irish Independent news recently published an article on the German retailer opening a €100m distribution centre in order to ‘Brexit-proof its supply chain and boost efficiency’. (NEWS PAPER REFERENCE) In the near future, Lidl’s new distribution centre is estimated to significantly boost the grocer’s surplus of goods to manage any Brexit-related disruption, holding an estimated 49 million stock items, proving their sustainability and efficiency.9



4.1.1 Hype Strategy

Another shrewd strategy Lidl employ is creating hype for a limited product. For example, Lidl get the word around that they now stock a relatively different product, such as a Lazy spa. As the product attracts more attention more customers will come instore to find the spa, but there will only be a limited number of these products in every store. The incentive here is that when customers are instore, they will start to look around for anything else they may need or want, overall creating more sales. 








[bookmark: _Hlk25703896]
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5. Advantages and Disadvantages of the strategy 

5.1 Advantages

Cost leadership can bring many advantages to companies using this strategy. Since cost leadership styles have objectives focused on keeping operations low-cost within that market and industry, by keeping operation costs low, this gives easy access for high profit margins, especially when competitive pricing is available as a greater profit margin can gain Lidl a stronger value proposition to its customers. With a higher profit margin can come an improved market share. For Lidl, their customers are often those who are conscious about cost but also balance it with the need for value, so as these customers come in, more business is induced, creating Lidl to be a market leader. Improved sustainability is another advantage for Lidl. A business operating with lower costs, there are less threats financially, making sustainability a huge advantage especially when economic conditions can take an unexpected turn, companies like Lidl have a greater chance of survival. 

5.2 Disadvantages

With these benefits, competitors can adopt the same techniques, making it a disadvantage, resulting in these benefits only possibly being a temporary advantage. Researchers argue that cutting costs can encourage lower quality in the market. (Amadeo, 2019) When the cost of certain items can be cut, this may often mean lower quality raw materials or ingredients. However, even when costs are cut where possible, this strategy will only be successful if a large amount of sales are generated, to be able to upkeep profitability. Since Lidl have a large economy of scale, this tactic is more likely to work than any SMEs. 
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6. Conclusion 

To conclude, Porter’s Generic Strategy, cost leadership, is best suited for a company like Lidl, a discounter grocery supermarket operating as one of the market leaders. The findings of the report have shown that throughout their marketing activities, this strategy works well but the company need to be aware of keeping hold of this strategy as the company and market they are in evolves and grows. Advantages of this strategy are very much beneficial to Lidl, but they need to be aware of the limitations that come with the strategy and how they can stay clear of these. 





7. Recommendations 

In the coming future of Lidl, it is recommended that the company sticks to the cost leadership strategy as it is very clear through marketing activities that are successful, although it is worth the company continuing to understand how the cost leadership strategy will be useful as the company evolves. A final recommendation would be to continue to stay away from premium branded products as this will drive up costs, which in effect would make their low-cost supply chain more costly. 
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