Nia James	UWTSD 	Level 6
Strategic Management and Sustainability
Assignment 1
[image: ]November 2019
Strategic Management and Sustainability 
Nia James
1705762
Contents 

1. Executive summary……………………………………………………………………4
2. Introduction……………………………………………………………………………5
2.1.  Report remit………………………………………………………………………5
2.2. [bookmark: _GoBack] Background of the organisation…………………………………………………..6
2.3.  Definitions of major concepts…………………………………………………….6
3. Main body……………………………………………………………………………..9
3.1.  Implementation of the strategy……………….…………………………………...9
3.2.  Advantages and disadvantages of the strategy……………………….………….11
4. Conclusion……………………………………………………………………………13
4.1.  Recommendations……………………………………………………………….13
5. References……………………………………………………………………………15









List of figures 

Figure 2.1 – Porter’s Generic Strategy: Journal of Business and Management (2013) pg. 8.

















1. Executive summary
The purpose of this report is to identify the competitive strategy that Lidl have utilised in order to develop their current competitive position. It also critically evaluates the competitive strategy that Lidl use to develop their competitiveness towards their direct competitors.  The report will also provide advantages and disadvantages of the strategy that Lidl have implemented into their company, and finally, the report will provide recommendations for Lidl to ensure they maintain their competitive edge in the future. 
	Lidl is a German discount supermarket chain who have thousands of stores in Europe and the United States of America. It was set up in the 1930’s by Dieter Schwarz as a food wholesaler but later on in 1977 he decided to focus on discounted products so now in 2019 they are in the discount market. 
	Lidl use cost leadership strategy as they are a discount supermarket and they implement it in a number of different ways including, most of its products are private-label brands, they only stock a limited selection of products, they stock fast moving items, their stores are smaller than other supermarkets, they keep labour costs low, they display their products in the boxes they arrived in, they cut down on lighting, and they budget a small amount of money for advertising.
	The advantages of Lidl using this strategy are that they are able go out perform competition and create barriers to entry to protect the firm and existing rivals from new competition. However, the disadvantages include possible price wars with the implication of needing to lower costs more which result in less profit so less money to reinvest. 
Two recommendations were made for Lidl to maintain their competitive ability in the discount food market which is to keep up with current trends and to keep an eye on direct competitor as this way they will have no reason to fail in the industry. 
2. Introduction 

This report was set in place to identify the competitive strategy that Lidl have utilised in order to develop their current competitive position; it will be supported by examples of actions they have taken to accomplish this strategy. The report also critically evaluates the competitive strategy that Lidl has utilised in the development of their competitive position, and the evaluation will recognise the advantages and disadvantages of this strategy in the current environment. Finally, the report will finish off with recommendations for the ways Lidl can go forward in the future, based on the findings. 

2.1 Report remit 

This report will provide a detailed explanation of Porters Generic Strategies which will demonstrate in-depth information linked to Lidl on their competitive strategy and how the model corresponds with the company itself in order to support their strategic development. The report will also provide definitions on strategy, business level strategy, and competitive advantage with examples of Lidl and how they use each concept. Advantages and disadvantages will be thoroughly discussed to highlight Porters Generic Strategies in correlation to Lidl which will then provide more strategies to gain a competitive advantage. 



2.2 Background of the organisation

Lidl Stiftung & Co. KG is a German global discount supermarket chain that is based in Neckarsum, Germany, but has over ten thousand stores in Europe and the United States of America. The company itself is privately owned by Dieter Schwarz and was set up in 1930 as a food wholesaler but later on in 1977 they decided to focus on discount markets which is now what they are known for today in 2019. In the United Kingdom alone they have over 650 stores with a market share of less than 5%, their main competitor is Aldi, another discount market with the same mission statement. Lidl is a supermarket that sells a limited selection of products and is extremely limited on the brands they sell as they are known for their own brand mainly which is why they can keep their prices at a discount. From 2012, the company introduced bakeries into their stores so that they can provide their customers with fresh items daily (Lidl, 2019).  According to Marketline (2017) Lidl is a part of the Schwarz group and is the fifth largest retailer in the world with current sales of $82.4 billion. 

2.3 Definitions of major concepts

Strategy has different meanings and definitions depending on what type of strategy is being mentioned. Johnson et al., (2011) defines strategic management as understanding the strategic position of an organisation, making strategic choices for the future and managing strategy in action, just like what Lidl do on a daily basis to keep up with their competitive position. Going further, Johnson et al., (2011) describes strategic position as the impact on strategy of the external environment, meaning their strategic capability, expectations, and influence of stakeholders. He adds on that strategic choices involve understanding the bases for future strategy at business and corporate levels and the option for developing strategy in direction which for Lidl means they must keep up to date with their strategic plan and their competitors strategic plan in order to survive in the industry as Lidl is extremely close to Aldi in terms of strategy so must keep on top in order to develop their current competitive position (Marketline, 2017). 
Lynch (2005) agrees with Johnson and defines business level strategy as the actions taken to provide value to customers to gain a competitive advantage meaning both authors suggest that strategy is done for a competitive advantage. Miles et al., (2015) then defines a competitive advantage as enhanced customer satisfaction, strong customer relationships, and market leadership, this shows all three authors definitions link in with each other and form a ‘follow the leader’ approach. 
	Porter (2004) argues there are three fundamental ways that organisations might achieve sustainable advantage and they include cost leadership strategy, differentiation strategy, and focus strategy.  This fits in with Lidl for many different reasons, firstly Porter defines cost leadership as aiming to pursue a sustainable cost which is what Lidl do as they are in the discount supermarket chain so aim to keep their costs low which is their unique selling point. Next, he defines differentiation strategy as a firm being unique with its products that are valued by their customers, which Lidl do as they have created some of their own brands including ‘Lupilu’, selling baby products at a discounted prices in comparison to ‘Pampers’, Lupilu has been nominated as an ‘award-winning baby range’ for this strategy (Lidl, 2019). Finally, focus strategy which is when a firm seeks a narrow competitive scope and chooses a segment to tailor its strategy to, Lidl don’t particularly use this strategy as they like to focus on everything instead of a particular segment which isn’t exactly a negative, it just means they focus competitively on the bigger picture (Marketline, 2017). 
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Figure 2.1 – Porter’s Generic Strategy: Journal of Business and Management (2013).

Thompson et al., (2013) does agree with Porter that cost leadership and differentiation are ways that organisations might achieve sustainable advantage, however, he adds that innovation is vital also as no enterprise can survive without being innovative to renew its competitive advantage. Lidl have tested a new promotional strategy that enabled it to showcase innovative products from bakery suppliers, they did this over an eight-week period in 2018 (Shaikh et al, 2018), meaning that they understand innovation keeps them alive in the industry by giving their customers something new. 
However, Salavou (2015) tells us there is a risk of these generic strategies if organisations focus on more than one of them, and this is called being ‘stuck in the middle’ as the aim is to have a particular focus instead of focusing on too many strategies because in the long term, organisations can potentially become inconsistent with each strategy and not meet their overall aim of each one. Pertusa-Ortega et al., (2009) adds that organisations must be aware of this as if they undergo more than one strategy and implement it, then they will encounter financial loss and a huge loss of time.
3. Main body

Mintzberg et al., (2008) explains that generic strategies come with two options based on companies’ competitive advantage, that are cost leadership and differentiation, and it also comes with two options based on competitive scope in the marketplace, that are the broad target and the narrow target. The strategic approach Lidl have taken is cost leadership for many different reasons, cost leadership means that they set the lowest costs in the industry (Morschett et al., 2006). According to Grocer (2019) Lidl take the cost leadership approach for their continual focus on cost reduction, economies of scale, their competitive advantage being more operationally efficient, and because they don’t need to set the lowest price to survive in the industry. 

3.1 Implementation of the strategy 

De Wit (2010) explains that cost leadership strategy is a competitive strategy to organisations as it allows them to be more operationally efficient. He adds that in order for organisations to implement cost leadership strategy they must be aware of the macro environment; organisations have no impact on the macro environment due to external issues beyond their control including new legislations. 
	According to Geyskens et al., (2018), Lidl have implemented their costs by selling their own private-label brands and by selling a limited selection of products compared to other grocery stores which tells us that they are a unique brand. Steenkamp et al., (2009) further argues that 90% of Lidl’s products are private-label brands and they are products manufactured specifically for them, they ‘cut out the middle man’ which removes additional costs from any other supplier and because they set their own prices they have more control over manufacturing costs, resulting in them being able to sell their items for higher margins in comparison to national brands as they are sold in a number of big stores so their prices are more competitive. However, Gooner et al., (2012) argues that even though private-label brands are a good way to implement cost leadership strategy, there is always the risk that consumers may not be as willing to try new products from them and opt for what they already know, although, Kumar et al., (2007) says that Lidl sell copies of bigger, well known brands but just for a discounted price which encourages consumer satisfaction (Morschett et al., 2006).
By Lidl stores being relatively small, they keep labour costs low and they also display products in the boxes they were shipped in which implements store efficiency (Colla, 2004). This is another key example of them implementing cost leadership strategy as employees are cross-trained so they can work in any section of the store meaning Lidl don’t need to employ more people to be designated in certain sections, they are able to have a small selection of staff that can do every job role during the working day, which then results in less money being spent on staff (Schmid et al., 2018). A result of staff being cross-trained allows them to be more flexible and efficient so if a customer had a general query then all members of staff will be able to help which will increase customer loyalty (Dixon, 2018). As Lidl display their stock in the packaging it arrived in, they are spending less money on in-store merchandising because they don’t stock as many national brands so don’t have a certain way they need to display them (McNeil, 2019). Efficiency is key at Lidl as it cuts a lot of costs, they decided to ensure all of their stores are covered in windows to make use of natural light instead of spending money on having the electricity lights on all day (Barros et al., 2008). 
Finally, Keiningham et al., (2019) adds that Lidl don’t spend a lot of money on marketing advertisements and as they have limited marketing costs they have instead been active on local radio advertisements and on social media platforms, they do this as they want to stick to local, smaller-scale marketing which is how they implement cost leadership strategy (Armstrong et al., 2018). The store aims to share posts through social as well as in-store and at point-of-sale as they like to bring their advertisements to life through the customer experience (Iftikhar et al., 2008). This is often done by handing out free samples of new products or just by simply having posters around the stores as Lidl believe this cost leadership strategy is more personal for their consumers (Lidl, 2019), all of these implementations have allowed them to gain a competitive advantage as they are being operationally efficient.

3.2 Advantages and disadvantages of the strategy 

According to Cornin-Gilmore (2012), when it comes to organisations being strategic its vital they are aware of the strengths and weaknesses that come along too. Boyt et al., (1997) adds that if organisations don’t notice these, then implications can occur in both aspects, if they ignore the strengths of cost leadership they could potentially miss out on promoting their brand as selling the cheapest products in the market if they don’t notice they are doing so, and if they ignore their weaknesses then they may never find the main issue of the cost leaderships problems which will then never be resolved. 
Cost leadership strategy comes with many strengths and weaknesses that affects organisations competitive edge and ability (Groysberg et al, 2018). Competitive advantage occurs in cost leadership when an organisation develops an attribute or a selection of attributes that allows it to outperform its competitors, these attributes can include making promotional business decisions like ‘offers of the week’, this way customers will feel motivated to shop at this particular place as they know they will be able to get a product that they normally buy, but on offer, whereas this product may be sold in another store but still at the full cost. The ability to outperform competitors is a strong advantage for cost leadership strategy because customers will always remember that organisation for it having the lowest prices in the industry, meaning they can always rely on getting the best price without having to do a price comparison check (Wang et al, 2011). 
	Another strength of cost leadership strategy is that it helps create barriers to entry that will protect the firm and its existing rivals from new competition (Karakaya et al, 1989), this can be done with economies of scale as this is where cost advantages appear due to size, throughput, or scale of operation, with cost per unit of output generally decreasing with increasing sales as fixed costs are spread out over more units of outputs (Coeurderoy et al, 2004). So, barriers to entry is a massive strength as this increase’s customer loyalty as organisations will be able to keep their prices low. 
	Although there are advantages, many disadvantages occur in cost leadership strategy. The possibility of price wars is a constant battle for organisations, especially Lidl, as their main competitor Aldi, is also a discount supermarket who follow the same strategies as Lidl (Van Heerde et al, 2008). Price wars is a disadvantage because it means customers are torn between two different stores who sell the same products, so its vital for these stores to keep on top of what their direct competitors are doing with their cost leadership strategy so that they can beat it (Lee et al, 1999). However, Day et al. (1988) believes that price wars are a brilliant way to keep businesses on their toes and to never slack in their pricing strategies because if they don’t, they will be beaten by competitors.  
	Luo et al., (2018) explains that the disadvantages come with implications, the implications of lowering prices with the cost leadership strategy is, this equals less unit margin which results in less profit, then less profit means there is less to reinvest in the business meaning they may struggle to grow, expand and compete with their competitors. However, even though Lidl are known for their budget prices, an article written in The Mirror by Andrews (2019) states that they opened up sixty stores this year as they invested fifteen billion pounds in British suppliers with a statement from the Chief Commercial Officer saying their business is continuing to grow, this highlights them as a brand as they have avoided the biggest implication they could face. 

4. Conclusion  

To conclude this report, Lidl make strong use of Porters Generic Strategies by implementing cost leadership into their business, it’s clear from the examples given that Lidl’s consumers favour them over any other grocery store due to their competitive advantages including sourcing meat from local factories and keeping labour costs low. Even though there are disadvantages to the main strategy they use, they have still managed to turn it into a strength. 

4.1 Recommendations

As previously mentioned, Lidl are very strategic with their cost leadership to gain that competitive advantage, however, every organisation will benefit from receiving recommendations for future plans (Simkin, 1996).  Firstly, a strong recommendation for Lidl is for them to keep up with current trends as this will allow them access to implement new ideas that their target market are interested in and will persuade their buying behaviour to shop at Lidl as they will be aware that Lidl are an up to date store, who stock new products before other stores have the chance to do so (McKenzie et al, 2002). 
	If Lidl continue to keep a close eye on direct competitors, like Aldi, then this recommendation will allow them to ensure that they are up to date in the discount supermarket industry as Aldi may implement new ideas before Lidl have, which is problematic if they don’t also implement the same idea because this way, consumers will favour Aldi due to the fact that they are more up to date with ideas, as this will excite consumers (Ziliani et al, 2004). 
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