Dummy Report for Strategic Management Assignment 1 2019 – Lidl’s strategy 

[image: Crest of TSD.png]

November 2019

MODULE NAME:		STRATEGIC MANAGEMENT AND SUSTIANABILITY
NAME:				YUQING MIAO
STUDENT NUMBER:		1900200








Table content
1.0 Executive summary	3
2.0 Introduction	5
2.1 Report remit	5
2.2 Background of the organisation	5
2.3 Definition of major concepts	5
2.3.1 Strategy	5
2.3.2 Business level strategy	6
2.3.3 Competitive advantage	6
2.3.4 Porter's generic strategies	6
3.0 Main body	9
3.1 Implementation of the strategy	9
3.1.1 Utilizing employees	9
3.1.2 Thrifting facilities	10
3.1.3 Single product discount	10
3.2 Advantage and disadvantage of the strategy	10
3.2.1 Advantage of cost leadership strategy	10
3.2.1.1 Increase market share	10
3.2.1.2 Capital for Growth	11
3.2.1.3 Erect barriers to entry	11
3.2.2 Disadvantage of cost leadership strategy	11
3.2.2.1 Lower Customer Loyalty	11
3.2.2.2 Ignore customer’s feeling	12
3.2.2.3 It reduces product innovation	12
4.0 Conclusion	13
5.0 Recommendation	14
6.0 Reference	15


[bookmark: _Hlk25630833]List of figures 
Figure 1: Porter's generic strategies 1	7

Appendices
Appendix 1- Ansoff’s matrix
Appendix 2- SWOT analysis of Lidl









[bookmark: _Toc25634364]1.0 Executive summary 
The report is illustrating and analyse which strategy is used by Lidl-supermarket company. The purpose of that is finding the merit and flaw of Lidl in their strategy. After that, giving some usable suggestions to transect their flaws and problems. 

This report uses Porter's generic strategies to analyse what strategy is used by Lidl. Lidl is an immense international supermarket. That was built in Germany in 1930s. After long time, they built the first supermarket in Germany in 1973. In 1988, they had a large scope in Germany, they had 450 stores and over 5000 employees. Since that time, Lidl began to develop their international project. They developed their market into France in 1989. Then Lidl opened the first UK store in 1994. In 2000, they built 7 stores in Ireland. In 2017, Lidl opened their first outside Europe store in United States. Lidl focuses on discount markets. They pay more attention to decrease the cost in any aspects. They use warehouse to decrease delivery cost, they use their recruitment institution to decrease employment fee and they do not buy equipment to save more cost. In this condition, their cost is lower than competitors. They provide discount to customers. That is the main reason of their success. At present, Lidl has more than 760 stores in UK and more than 10000 stores all over the world. It is the fifth-largest retailer all over the world. Lidl provides miscellaneous products such as, meat, vegetable, fruit, snake, bakery and commodity. 

From the information, the report analyses that Lidl uses the cost leadership strategy of Porter's generic strategies. Because they choose to reduce their cost in all aspects. So, they decrease their cost in producing, recruitment, delivery and equipment aspect. In this condition, they have lower cost than other competitors. They can provide lower price products to customers. They earn profit and get market share through this method. 

The strategy has several advantages for Lidl. Firstly, that can increase market share. Using the lower price to attract more people who come from other supermarkets and use low price remain them. Secondly, because Lidl uses this strategy to save more capital which can be used to develop themselves. At last, that can prevent new competitors to compete market share with Lidl. Because a new company generally do not have enough capital to operate this strategy. 

But that also takes some disadvantage to Lidl. Firstly, Lidl cannot keep customer’s loyalty. Majority customers focus on Lidl’s price. That means they are going to other brand supermarkets when they provide lower price than Lidl. After that, because Lidl’s substance is decreasing cost. They will ignore customer’s feeling. So, they do not know the feedback of customers and cannot give appropriate products which is the most need of customer. At the end, Lidl just mimic competitor’s products. They do not know how to innovate a new product. All of them will influence the market share of Lidl. 

The recommendation in this report include, Lidl can use a minority of capital to increase their focus on their customers. Although, that will cost a part of capital, the benefit is much larger than cost. Secondly, they can cooperate with other famous company to increase their reputation. They use this method to disseminate self to increase people’s impression about quality in Lidl and gain more market share. 





































[bookmark: _Toc25634365]2.0 Introduction 
[bookmark: _Toc25634366]2.1 Report remit
This report illustrates the main strategy of Lidl. That provides the background of Lidl and the definition of Porter's generic strategies, cost leadership strategy, business level strategy and competitive advantage. The following content provides examples to testify Lidl uses cost leadership strategy. That also gives merit and demerit of this strategy in Lidl. Lastly, it will provide conclusions and provide some recommendation to mitigate the weakness of cost leadership in Lidl.

[bookmark: _Toc25634367]2.2 Background of the organisation 
Lidl is a huge international supermarket company which was built in Germany in the 1930s. The first store was opened in Germany in 1973. After that, Lidl focused on the discount market, supermarket and cash and carry wholesale markets. UK’s first Lidl store was built in 1994. Following that, Lidl got a leading position in retailer aspect in UK in 2008. Since that, Lidl developed their store all around world. Such as, UK, France, United States and Ireland. At present, they have more than 760 stores in Britain and 13 regional distribution centres which is used to deliver miscellaneous product and employees are approximately 22500 and the market share is 6.0%. In March 2019, the entry level wage in Lidl is £9 per hour. (Lidl, 2019)

The product in Lidl include fruit, vegetable, meat, bakery and other life and food products. Lidl use resources which come from the local. For example. UK’s Lidl uses UK’s beef as their resource. They assure their product is high quality. In this condition, Lidl just cooperates with companies who have high quality material. (Lidl, 2019) Lidl through Red Tractor, the Rainforest Alliance and the Marine Stewardship Council to warrant the material quality of partners. The mission of Lidl is providing superb customer satisfaction, building stable and sustainable development relationship with their global partner, provide contribution to society, using technology and labour resource to impetus all working procedure to pledge the quality and value in leading position in the market and through training employees, get investment to achieve the last success. 

[bookmark: _Toc25634368]2.3 Definition of major concepts
[bookmark: _Toc25634369]2.3.1 Strategy 
Strategy is the method which can be used in industry, market, organisation and team. That can give companies clearly substance which support them to achieve. People can use strategy to anticipate risks. Then, they can consider problems thoroughly and avoid them in the future. (Nelson and Sadhvi, 2011) Strategy is different in different environment and situation. That is determined by the scope of organizations. That also depend on the skill and resources of organization use. In this way, they can find a suitable strategy to get the largest profit and get market share.
[bookmark: _Toc25634370]2.3.2 Business level strategy
Lidl is in business level strategy. Business level strategy means company pay more attention to create products and services which are customer needs. They through that to rise their operating profit and competitive advantages. M.K, Abby and Nicholas (p910) find that in business level strategy, companies need to set their position to compete with competitors. They also need to follow the trend and technology. The company who use business level strategy is single industry in a individual market. 

[bookmark: _Toc25634371]2.3.3 Competitive advantage
The competitive advantage is the advantage which better than competitor’s quality of products or services. This edge can get by lower price or higher potential value and service. (Kamukam et al., 2017, pp.221-234)

In different strategies and companies, they have different competitive advantage. For example, in cost leadership, companies use the low price to attract customers. They have wide channels of distribution, high efficiency of produce, stable and continuable supplier in selling areas and lower cost operation. (Doyle, 2011)
In other strategies, the competitive advantage also can reveal as advertising and sales promotion, special customer service, powerful brand reputation and stable capital structure. (Marianne and Brian, 2012)

[bookmark: _Toc25634372]2.3.4 Porter's generic strategies
Porter's generic strategies consist four part of strategies. They are cost leadership, differentiation, focus cost leadership and focus differentiation. Porter said every companies need to set a comparation of prices and costs with their competitors. These strategies relate to the activity extent and the degree of cherishing differentiation of companies. If companies choose an appropriate strategy to develop themselves. They will achieve a sustainable competitive advantage. (Tutor2u, 2019)

[bookmark: _Toc25630789]Figure 1: Porter's generic strategies 1
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Lidl uses cost leadership in Porter's generic strategies. The main substance in this strategy is companies use the lowest-cost during the produce, delivering and employing process. The definition of that is emphasising use the lowest unit costs to provide standardized products for price-sensitive customers. The features are that products which people need and a large-scale company which utilize economies of scale. Secondly, companies do not need to set the lowest selling price. If one company has the lowest cost and set the price of average market price. That means it can get the highest profits. (Quick MBA, 2018) Sometimes, some companies who have prominent cost advantage also provide discount in competition. Because they can through this method to further enlarge their market share. 

In differentiation strategy, the organisation targets the large market but they choose a special aspect to develop. They will develop that exceed other competitors to get a dominate status. They provide potential value to customers. Companies can use this method to get premium price which is higher than production costs. The price of products usually higher than same species products and customers willing to accept that. For example, the company can use their brand, product quality and unique customer service. 

Focus on strategy can be separated to two strategies, they are focus on cost leadership and focus on differentiation. In this strategy, companies focus on a niche market. They concentrate on providing one product which include their feature. 

In focus on cost leadership, the company only use low cost strategy on a tiny part of products or just on one type of product. they use their low-cost advantage to get benefit in this niche market. The feature of these product include they can be accepted by ample customers. 
In focus on differentiation, companies provide differentiation to a small market. The most important two points are different products and better services. If companies use the strategy which mix two strategies. They will get both of them advantages and stay in a balance condition of them. (Collins, Winrow, 2010, pp306-311)






































[bookmark: _Toc25634373]3.0 Main body 
In this section, the report supplies some examples to prove Lidl belong to cost leadership. Then, it discusses the reasons why Lidl belongs to this strategy. Lastly, the report provides advantages and disadvantages of cost leadership. 

[bookmark: _Toc25634374]3.1 Implementation of the strategy
In Lidl, cost leadership is the most important strategy through whole company. The main substance of it is the company uses the lowest cost in producing, delivering, employing and other operation. The company who uses this strategy must has large extent, utilize economies of scale and provide products which can satisfied customer’s need. Lidl does not need to set the lowest price. They just need to pay attention to decrease the price of producing. Although, they set same price with competitors, they also can get higher profit.

[bookmark: _Toc25634375]3.1.1 Utilizing employees
In employee aspect, Lidl provides high wage to their employees. Since 1st March 2019, the entry level wages in Lidl increases from £8.75 to £9.00 per hour where Lidl is outside of London and the wages increase from £10.20 to £10.55 per hour where Lidl within the M25. Lidl also increases other level wages to assure the salary level in fair condition. The wage level in Lidl is higher than competitors. The high salary can impetus their employees to work harder to achieve company’s achievement. (Lidl, 2019)

But Lidl is very serious for their employees. They need to get high strength training for all occupation. The main factor of that is Lidl want to utilize all employees to do all vocations. Anyone can do well in it. Comparing Lidl with Tesco, Tesco employees wear different suite that means they have different vocation. They only need to do things which include in their department. Through this method, Lidl can thrift their recruitment cost. Although, Lidl pays high wages in every level employee. That increases employee’s efficiency to descend cost. (Stewart, 2015)

A significant number of employees complain that working in Lidl is busy. They cannot have a good rest. In the feedback, the most frequently appear word is long working hours. Employees truly deem they cannot do heavy strength working for a long time in once. Loyalty of staff will decrease after a long term. (Lidl, 2019)
After long time, they maybe will rebel and do not have enough energy to work. That will reduce working efficiency. 

[bookmark: _Toc25634376]3.1.2 Thrifting facilities
Secondly, Lidl does not use plastic box and other facilities to hold fruits and vegetables. They just hold them by cartons. But it looks clean and neat which does not make people feel nasty and uncomfortable. In this method, Lidl can thrift capital which is cost to buy facilities. In other supermarkets, such as, Tesco, Walmart and Aldi. They remain fruits and vegetables in boxes and set in refrigerators. Lidl needs to ensure their fruits save in a fresh condition. Therefore, employees should to check them every day and put them into refrigerators after store close. They also need to assure efficiency for getting products on to the ship floor. 

In this condition, the method declines the cost of facilities. Lidl can use lower cost during selling procedure. That prompt Lidl to achieve cost leadership strategy. Lidl uses low price to pledge their products have a good circle. In this way, fruits and vegetables are all in fresh and high quality in Lidl. That make Lidl’s reputation can be warranted. 

[bookmark: _Toc25634377]3.1.3 Single product discount 
At last, Lidl always uses discount to attract customers to buy products. They usually use discount in single product. In this method, if people only want to buy one product. They also can enjoy discount. Comparing Lidl with Tesco, Tesco also has discount. But the discount usually in packaging sell. In this condition, people must to buy multiple same type of product in one brand can get discount. But, the amount of that exceed a normal single person acceptable scope significantly. People buy that but maybe they cannot eat all of them before expiration date. Lidl uses the simplest method to make people enjoy cheap food. More people will choose it. 

In this condition, Lidl uses discount attract more people become their customers. This benefit attribute to low produce cost. Because the produce cost is lower than other brands supermarket. Lidl can drop their price to compete with competitors. But the profit maybe not lower than other brand supermarkets. Through that, their market share can further expand. (Management Today, 2018).

[bookmark: _Toc25634378]3.2 Advantage and disadvantage of the strategy
[bookmark: _Toc25634379]3.2.1 Advantage of cost leadership strategy 
[bookmark: _Toc25634380]3.2.1.1 Increase market share
Lidl uses low cost in delivering, recruitment and producing which can save more capital for Lidl. The cost in Lidl is lower than competitors. Lidl can gain higher profit when they set same selling price with competitors. On the other hand, Lidl can decrease selling price to attract more people to become customers through this method. Because people can buy same things with lower price, majority people will choose Lidl. Before long, their market share will rise obviously. The reputation will diffuse all around world and other famous companies will cooperate with Lidl to provide lower price resources. After that, both of them will increase their market share and popularity. 

[bookmark: _Toc25634381]3.2.1.2 Capital for Growth
After Lidl use low-cost produce method. They can use the surplus capital to develop themselves. Because Lidl has lower cost than competitors. They can use the capital which is originally used to operate the company to extend their scope. That can be used to decorate their supermarket even dilate the floor space of supermarkets. The better environment also can charm more people to buy products. After dilate supermarket, Lidl can provide more type of products to customers. Their market share also will ascend. 

[bookmark: _Toc25634382]3.2.1.3 Erect barriers to entry
The third advantage of cost leadership strategy is that can block out new brand to compete market share with Lidl. At present, Lidl uses the low price to conquer large market share in this industry. New companies cannot give the low price immediately when they enter this industry. They need to find suitable resource, low price supplier and create low cost producing chain. But these conditions can destroy a new company. They cannot just use tiny profit to remedy tremendous cost. So new brand is difficult to enter the industry which use cost leadership. 

[bookmark: _Toc25634383]3.2.2 Disadvantage of cost leadership strategy
[bookmark: _Toc25634384]3.2.2.1 Lower Customer Loyalty
Customers loyalty is lower in Lidl. Lidl has low cost of delivering, selling and producing. They provide lower price products to customers than majority competitors, so people want to buy products in Lidl. On the contrary, competitors use discount to provide lower price products than Lidl. Lidl’s customers are buying products in other companies. In this condition, the loyalty can be revealed. Cost leadership strategy can help company get customers in a short time, meanwhile, that also can make other company grab customers in a short time. 

[bookmark: _Toc25634385]3.2.2.2 Ignore customer’s feeling
Lidl pay more attention to reduce their producing cost. They further research the method to decrease any cost. In this way, Lidl disregard to their customer’s feeling. They just supply low price products but they ignore whether customers think these products is suitable. They seldom to collect customer’s feedback, so they do not know the best direction to develop. They loss the part of customer who focus on service and innovation. That is a negative effect for Lidl. (BC Campus, 2019)

[bookmark: _Toc25634386]3.2.2.3 It reduces product innovation
Because Lidl’s main substance is reducing cost, Lidl does not cost extra labour and capital to create new products and activities. In this way, they cannot use innovation products to attract new customers and maintain original customers. A part of customer will be attracted to buy new products in other companies. So, Lidl’s market share is reducing. (Lidl, 2019)























[bookmark: _Toc25634387]4.0 Conclusion 
Over all, Lidl uses cost leadership strategy to gain more market share. Lidl uses low cost during every produce phase and provide low price products to their customers. Lidl successes through these factors. They attract people’s purchase mind and use low price to keep their customer continue buy at there. 

Lidl uses warehouse to decrease cost. They seek low price supplier, deliver and selling methods to decrease miscellaneous cost. For instance, they give high hours wages to employees but do not recruit overmuch people and all employees need to know skills about any vocation. That is a high efficiency method to decline recruitment cost. 

This strategy also brings some merit and demerit to Lidl. In merit aspect, Lidl gets numerous market share through this strategy. They have higher benefit than other supermarkets, so they can decrease price to attract people who focus on price. They use discount for any single product to attract more people so that enlarge market share. Lidl also uses the saving capital to expand scope of supermarkets. This industry also hard to be grabbed by new brand. 

But this strategy also has defect. At first, the strategy makes customers loyalty in low level. People vulnerable to change their mind, because they only want to buy lower price products. And then, the company also does not care about customer’s feeling. Both of them are serious sake which lead company’s market share to decrease. 



















[bookmark: _Toc25634388]5.0 Recommendation 
Lidl uses cost leadership gain a considerable market share. But that can be grabbed by other companies. Lidl can use the surplus capital to provide more service to customers and get feedback from them that can help Lidl to overcome the weakness of cost leadership. That can create more close relationship between company and customers and reputation also can be increased. Providing low price and service to customer, customer’s loyalty can prominent rise. Then, market share can keep in a sustainable increase condition. 

Lidl also can cooperate with other companies which have high reputation and good famous. They can through each other to extend their market share and make more people know them, then increase their selling. 

Finally, Lidl can use a tiny proportion of capital to create innovation products for their customers. The new products can attract customers and add their purchase times. It can increase Lidl’s profit, reputation and market share. 
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7.0 Appendices 
Appendix 1 Ansoff’s matrix
Ansoff’s product/market growth matrix suggests that a business’ attempts to grow depend on whether it markets new or existing products in new or existing markets. The output from the Ansoff product/market matrix is a series of suggested growth strategies which set the direction for the business strategy. 

Market penetration
Market penetration is the name given to a growth strategy where the business focuses on selling existing products into existing markets.
Market penetration seeks to achieve four main objectives:
Maintain or increase the market share of current products – this can be achieved by a combination of competitive pricing strategies, advertising, sales promotion and perhaps more resources dedicated to personal selling

Secure dominance of growth markets
Restructure a mature market by driving out competitors; this would require a much more aggressive promotional campaign, supported by a pricing strategy designed to make the market unattractive for competitors

Increase usage by existing customers – for example by introducing loyalty schemes
A market penetration marketing strategy is very much about “business as usual”. The business is focusing on markets and products it knows well. It is likely to have good information on competitors and on customer needs. It is unlikely, therefore, that this strategy will require much investment in new market research.

Market development
Market development is the name given to a growth strategy where the business seeks to sell its existing products into new markets.
There are many possible ways of approaching this strategy, including:
New geographical markets; for example, exporting the product to a new country
New product dimensions or packaging: for example, New distribution channels (e.g. moving from selling via retail to selling using e-commerce and mail order)
Different pricing policies to attract different customers or create new market segments
Market development is a more risk strategy than market penetration because of the targeting of new markets.

Product development
Product development is the name given to a growth strategy where a business aims to introduce new products into existing markets. This strategy may require the development of new competencies and requires the business to develop modified products which can appeal to existing markets.
A strategy of product development is particularly suitable for a business where the product needs to be differentiated in order to remain competitive. A successful product development strategy places the marketing emphasis on:
Research & development and innovation
Detailed insights into customer needs (and how they change)
Being first to market

Diversification
Diversification is the name given to the growth strategy where a business markets new product in new markets.
This is an inherently more risk strategy because the business is moving into markets in which it has little or no experience.
For a business to adopt a diversification strategy, therefore, it must have a clear idea about what it expects to gain from the strategy and an honest assessment of the risks. However, for the right balance between risk and reward, a marketing strategy of diversification can be highly rewarding.




























[bookmark: _Hlk25509699]Appendix 2 SWOT analysis of Lidl
The Lidl is one of the leading organisation in its industry. Lidl maintains its dominant position in market by carefully analyzing and reviewing the SWOT analysis.  SWOT analysis a highly interactive process and requires effective coordination among various departments within the firm such as – marketing, finance, operations, management information systems and strategic planning. 

The SWOT Analysis framework helps an organization to identify the internal strategic factors such as -strengths and weaknesses, & external strategic factors such as - opportunities and threats. It leads to a 2X2 matrix – also called SWOT Matrix. 

The Strengths-Weaknesses-Opportunities-Threats (SWOT) Analysis / Matrix helps the managers of the Lidl to develop four types of strategies:
· SO (strengths-opportunities) Strategies 
· WO (weaknesses-opportunities) Strategies
· ST (strengths-threats) Strategies
·  WT (weaknesses-threats) Strategies

Strengths of Lidl – Internal Strategic Factors
Strong Free Cash Flow – Lidl has strong free cash flows that provide resources in the hand of the company to expand into new projects. 
Reliable suppliers – It has a strong base of reliable supplier of raw material thus enabling the company to overcome any supply chain bottlenecks. 
Automation of activities brought consistency of quality to Lidl products and has enabled the company to scale up and scale down based on the demand conditions in the market.
Successful track record of integrating complimentary firms through mergers & acquisition. It has successfully integrated number of technology companies in the past few years to streamline its operations and to build a reliable supply chain.

Weakness of Lidl – Internal Strategic Factors
Weakness are the areas where Lidl can improve upon. Strategy is about making choices and weakness are the areas where an organization can improve using SWOT analysis and build on its competitive advantage and strategic positioning.
Organization structure is only compatible with present business model thus limiting expansion in adjacent product segments. 
The company has not being able to tackle the challenges present by the new entrants in the segment and has lost small market share in the niche categories. Lidl has to build internal feedback mechanism directly from sales team on ground to counter these challenges. 
Days inventory is high compare to the competitors – making the company raise more capital to invest in the channel. This can impact the long term growth of Lidl
There are gaps in the product range sold by the company. This lack of choice can give a new competitor a foothold in the market.

Opportunities for Lidl – External Strategic Factors
Economic uptick and increase in customer spending, after years of recession and slow growth rate in the industry, is an opportunity for Lidl to capture new customers and increase its market share. 
New environmental policies – The new opportunities will create a level playing field for all the players in the industry. It represents a great opportunity for Lidl to drive home its advantage in new technology and gain market share in the new product category.
The market development will lead to dilution of competitor’s advantage and enable Lidl to increase its competitiveness compare to the other competitors.
New customers from online channel – Over the past few years the company has invested vast sum of money into the online platform. This investment has opened new sales channel for Lidl. In the next few years the company can leverage this opportunity by knowing its customer better and serving their needs using big data analytics.
Decreasing cost of transportation because of lower shipping prices can also bring down the cost of Lidl’s products thus providing an opportunity to the company - either to boost its profitability or pass on the benefits to the customers to gain market share.

Threats Lidl Facing - External Strategic Factors
New technologies developed by the competitor or market disruptor could be a serious threat to the industry in medium to long term future. 
Changing consumer buying behaviour from online channel could be a threat to the existing physical infrastructure driven supply chain model.
Rising raw material can pose a threat to the Lidl profitability.
As the company is operating in numerous countries it is exposed to currency fluctuations especially given the volatile political climate in number of markets across the world.
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