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[bookmark: _Toc25670277]Executive summary

This report will analyse the competitive strategy of Lidl, which is a German discount supermarket owned by Schwarz. Discount stores are based on competitive pricing (Deleersnyder, et al., 2005). 

Strategic management is the positioning of business within the market. Strategy involves decisions about price, quality, promotion and other variables (Porter, 1980, cited in Mainardes, et al., 2014). Competitive advantage is a benefit gained, which improves performance over competitors.

Porter’s Generic Strategies (1980) explain how to gain competitive advantage through differing approaches. This includes cost leadership, differentiation and focus (Porter, 1985). This model has weaknesses; Porter (1985) states a business using both strategies can become stuck in the middle. However, Hill (1988) states both can be used simultaneously. Kim, et al., (2004) state the inaccuracies in Porter’s model. Cost leadership focuses only on achieving the lowest cost, which does not consider consumer demand. 

Cost leadership is having the lowest cost of producing, not simply the lowest price (Govindarajan, 1989). Lidl use this as a discount store and differentiation as a brand. 

Lidl implements cost leadership successfully through own brands (Johnson, et al., 2008), having a limited selection of products, stocking fast moving items and reducing labour costs.
The advantages of cost leadership are the ability to outperform rival companies (Bosshart, 2005), increasing market share and resisting the five forces.

The disadvantages are price wars, a lack of customer loyalty and the association with low quality products (Dick, et al., 1996).

The recommendations from the report were to use market research techniques to prepare for change and further their advertising, such as the ‘big on quality, Lidl on price’ campaign (Kochova & Drakulevski, 2018). Also, to establish differentiation, alongside cost leadership, to improve competitive advantage and market share (Hill, 1988).
[bookmark: _Toc25670278]1. Report Remit

The aim of this report will be to analyse Lidl’s competitive strategy and its implementation. The report will also define the advantages and disadvantages of the strategy and its implications for the business.

This report is based on Lidl. A German discount store which has progressed impressively in the UK. Discount stores are based on competitive pricing to become the cheapest in the market (Deleersnyder, et al., 2005).

Strategic management is the correct positioning within the market. This can be through improving or differentiating services, such as customer care or pricing (Porter, 1979, cited by Engert, et al., 2016). Therefore a company’s strategic choices of how to run a business can have a great impact on their success. This report will evaluate Lidl.

[bookmark: _Toc25670279]1.1 Background on Lidl

Lidl is a German discount supermarket which is owned by Schwarz and was created during the 1930’s. Their main target customers are low income families (Matamalas & Santandreu Ramos, 2009). In order to be recognised as a discount supermarket Lidl has developed operating procedures to minimise costs and extend profits, such as using private label products. Lidl offer groceries and other products in their middle aisle which range from electronics to homeware (Lidl, 2019). Lidl (2019) states there are now 760 stores in the UK and they employ 22,000 people with two thirds of Lidl products coming from UK suppliers.






[bookmark: _Toc25670280]2. Definitions of major concepts
Strategy can be defined in many ways. It is this wide array of definitions that can hinder progression. Mintzberg (1987) states there are differing approaches to defining strategy, which are: as a plan, pattern, ploy, perspective or position. Strategy relates to different important decisions regarding price, quality, promotion and other variables (Porter, 1980, cited in Mainardes, et al., 2014). In order for a business to perform efficiently they need to be positioned correctly within the market.
Business level strategy is how a business uses resources and its position compared to its competitors (Nandakumar, et al., 2010).

Competitive advantage is an advantage gained by the business that allows improved performance over competitors. Sustainable competitive advantage is an advantage that is then hard for competitors to imitate (Mooney, 2007).

Porter’s Generic Strategies (1980) defined differing approaches a business can adopt to gain competitive advantage. Porter (1985) discusses cost leadership, differentiation and focus strategies. Cost leadership enables a company to produce a product at a lower cost than its competitors; Lidl implement this with their own brands. Differentiation products are different from others in the market, such as branded items. Focus is the application of a product to a niche market, for example a target customer of over 50’s. Focus can be applied to cost leadership or differentiation, becoming focus differentiation or focus cost leadership, which is either cost leadership or differentiation in a narrow market. An example of focus differentiation is Rolex, as a branded item in a wealthier market (Caruana, 2010). Focus cost leadership would be Ikea by minimising costs in the home furnishings market (Porter, 2008).

There is also integrated strategy which combines the strategy of both cost leadership and differentiation. Kim, et al., (2004) argue that this leads to improved performance compared to adopting one strategy.



Figure 1. Porter’s Generic Strategies
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(Porter, 1985)

Figure 2. Stuck in the middle. 
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(Kim, et al., 2004)

Figure 3. Competitive strategy continuum.
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(Kim, et al., 2004)

Porter’s generic strategies are not completely without flaws. Porter (1985) states that a business can only use one strategy and adopting any more would lead to a business getting stuck in the middle, where neither strategy is completed and ends with the company failing. However, Hill (1988) argues that a business can incorporate more than one strategy and still be successful. This research goes on to show companies that differentiate in the market can also strive to be cost leaders; and that cost leaders can also obtain differentiation. Not only can companies adopt more than one policy, the differing strategies are too broad and require further definition (Datta, 2010). Lidl is the perfect example of such strategies being combined. Kim, et al., (2004) state the inaccuracies in Porter’s model. Cost leadership has one inherent weakness. This being the focus solely on achieving the lowest cost; whereas, attention needs to be paid to the consumer demand. Market research can further a company’s capability to respond to change and consumer demand.

Lidl use cost leadership, as seen by their position in the market, as a cheaper alternative to other branded supermarkets. Lidl also implements differentiation as they are a brand. This provides differentiation from other discounters like Aldi. Focus cannot be applied to Lidl as they have a mass market. The general public shop in Lidl for cheaper groceries therefore it is not a niche market. However, previously, when Lidl was considered a shop for people with low income, the market could have been considered niche. Over time Lidl has embraced all three strategies.
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Lidl use a cost leadership strategy as they are a successful branded discount store. However, being a branded store also provides differentiation. These two competitive strategies can lead to a business being ‘stuck in the middle’ according to Porter (1985).

The main tenets of cost leadership are to reduce costs whilst maintaining competitive average industry prices, therefore advancing their profits. Lidl does this through using private label brands. They have high purchasing power over suppliers which can minimise production costs. From this reduced cost, companies can competitively price products in order to gain market share without damaging profits. Lidl also reduce costs through efficient labour.

The core principles to differentiation are having innovation and research. Also, good marketing, in order to boost sales for their product, to help consumers recognise the benefits of that brand. Lidl were innovative by bringing discount stores to new markets in different countries (Uusitalo & Rökman, 2007).

With any strategy the key is staying ahead in the field. Strategies are an ongoing process. Both cost leadership and differentiation needs to be ever-improving to be the most cost effective in the market.

[bookmark: _Toc25670282]3.1 Implementation of Cost Leadership

The implementation of Cost leadership requires the company to become the lowest cost producer. A low cost producer is having the cheapest cost of producing a product (Govindarajan, 1989) and is not necessarily associated with setting the lowest price. This results in cost reduction actions being prioritised for the future of the firm. This is achieved through economies of scale. Economies of scale is the cost advantage obtained by decreasing the unit cost as the level of production increases efficiency (Stigler, 1958). Having this low cost brings competitive advantage, which is essential for business. Porter (1990:7) states competitive advantage “allows a firm to outperform its industry”. However, Ma (2000) states that competitive advantage is not always associated with better performance.

Lidl have implemented cost leadership through these four actions:

Own brands are key to the success of low cost producers. Lidl focus on private label brands (Kochova & Drakulevski, 2018). This involves Lidl using smaller suppliers which gives larger purchasing power enabling cheaper goods. This allows the company to sell products at a lower cost. Steenkamp and Kumar (2009) report that Lidl’s UK director states Lidl’s future is in private label products. Own brands can undercut branded labels by 50% (Steenkamp & Kumar, 2009). Around 30% of products in Lidl are manufactured brands. It is this increased offering of branded products that helped to retain market share against competitors (Steenkamp & Kumar, 2009). Some consumers associate low price with low quality (Dick, et al., 1996). Garretson, et al., (2002) discuss the differing types of customers, such as brand-loyalty, price-quality or value conscious. They predict price-quality negatively affects own-branded products and brand loyalty favours main branded products.

Lidl have a limited selection of products which allows them to save on cost. This also gives greater market share (Steenkamp & Kumar, 2009). However, Steenkamp and Kumar (2009) go on to state that own brands can only attain a limit of market share and other branded items are needed. Discounters typically offer a limited product range, this keeps stocks to a minimum to allow efficient turnovers (Alam, 2008). Lidl reached their largest market share of 5.9% in 2019, with sales increasing to 7.7% in their third quarter of 2019 (Makortoff, 2019). Lidl ranked first in Europe in 2014 for sales (Schmid, 2018).

Lidl stocks fast moving items for low cost and maximum profit. This means money is not tied up in stock and there is a quick turnover of products making profit (Geppert, et al., 2015). This strategy for cost reduction affects spending in other areas such as marketing and customer service. The layout of the store is basic to reduce cost with low levels of staff in store (Schmid, 2018). Lidl use this efficient layout of products instead of a neat structure. 

Lidl reduces labour costs a number of ways, one being the high turnover of staff. However, this turnover can increase training costs. The reason for this turnover is due to the business being undesirable for a career as stated by employees (Geppert, et al., 2015). Staff often work over part-time contracted hours and without fixed bonuses (Kalina, et al., 2007). Geppert, et al., (2015) discuss Lidl’s inhospitable approach to unions and staff protection. Over 80% of Lidl staff are employed under part time contracts to limit employment regulations. Another strategy is having a limited amount of staff in store (Alam, 2008).

[bookmark: _Toc25670283]3.2 Advantages of Cost Leadership

There are many advantages of cost leadership:

The ability to outperform rival companies. Cost leadership is an attractive quality to consumers, Lidl are successful at this implementation (Bosshart, 2005). A big attraction in retail is low cost; consumers want value for money. Sinha (2000) evidenced that consumers find value for money more important than varieties of products. Having a cheaper product than competitors is an advantage as this brings increased sales. Having low cost is essential to this ability. Lidl have adapted to the UK by providing value for money on the consumer demand for branded items (Kochova & Drakulevski, 2018).

Cost leadership increases market share. Having discount stores gains many customers. It is this large number of consumers that increases the company’s market share (Steenkamp & Kumar, 2009). Having a large market share increases profits and gives competitive advantage (Barney, 1995). Lidl’s market share reached a high of 5.9% in 2019 (Makortoff, 2019).

Cost leadership has the potential to resist the five forces. The five forces developed by Porter (1985) are: competitive rivalry, supplier power, buyer power, threat of substitution and new entry. 









Figure 4. The Five Forces
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(Porter, 1985)

Porter (2008) states competitive rivalry is competitors in the market. Threat of substitution is the product being swapped for an alternative. Buyer power is the influence customers have on price determination. Supplier power is the influence suppliers have. Lastly, the threat of new entry is the possibility of new competitors. 

Lidl’s competitive rivalry is low as only Aldi is a main competitor (Schmid, 2018). Lidl’s threat of substitution is circumstantial to competitive prices. Markets have significantly dropped their prices in order to compete with Lidl (Gielens, 2018). There is low buying power provided Lidl remain the cheapest store. Supplier power is limited as Lidl use small suppliers, who trade solely with them, lessening capabilities for negotiating prices (Konig, 2009). Cost leadership strategies discourage new entrants to the market, as they are not able to replicate and undercut prices from leading companies (Salop, 1979). Lidl remains only challenged by Aldi in the discount market.

[bookmark: _Toc25670284]3.4 Disadvantages of Cost Leadership

There are disadvantages to cost leadership:

There is a weakness from lower cost competitors. In this market only the lowest cost companies thrive, therefore there is always the need for competitiveness. This leads to price wars; price wars can affect profit margins. Van Heerde, et al., (2005) called Lidl the winner of the price war in their market. If the lowest cost for the product cannot be reduced companies have to find alternative ways to cut costs of the business to stay ahead (Menguc, et al., 2007).

There is a lack of customer loyalty as consumers only want the cheapest offer hence the discount store. Therefore, if a competitor is cheaper the store instantly loses customers. This strategy is reliant on sales to survive and with this easy shift in customer loyalty it can seriously affect sales volume. Lidl does not implement a customer loyalty focus as their resources are used on price efficiency (Mollah, 2014).

The association of low price with lower quality products can affect stores (Dick, et al., 1996). In order to cut costs on production there is the use of cheaper resources. This can affect consumer choice. Garretson, et al., (2002) discuss differing consumers, such as price-quality customers, who make this assumption. Also, this cannot be applied to every product, therefore higher quality products are often are not sold by discount stores. The price-quality relationship continues to influence consumer choice (Stafford & Enis, 1969). Lidl have started the advertising campaign ‘big on quality, Lidl on price’ to reduce this (Kochova & Drakulevski, 2018).
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Lidl successfully implement the cost leadership strategy (Tomasevic & Spasojevic, 2018). This is clear from the development of the company. Despite the minor inconsistencies in this model, the application within Lidl has proven to follow the predicted mannerisms. It is implemented efficiently in the business as costs are continually being reduced. There is a wide array of advantages such as increased market share (Steenkamp & Kumar, 2009). Whereas, there only seems to be one main disadvantage of price wars (Van Heerde, et al., 2005). It is imperative that Lidl continually find sustainable and alternative ways to reduce costs for competitive advantage.
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Lidl need to utilise differing market research techniques in order to stay flexible within the market. Cost leadership focuses mainly on the company reducing costs, however, focus needs to be drawn to the shift in patterns in the market for Lidl to stay relevant.

Lidl has recently furthered their advertising with the ‘big on quality, Lidl on price’ campaign (Kochova & Drakulevski, 2018). This is beneficial as it expresses their devotion to high quality products even in the discount market,  yet remaining a cost leader in the field. This advertising could be pushed more as the key is getting the public to overcome their perception on price versus quality.

Effort can be made to incorporate both strategies further as differentiation is involved within Lidl’s strategy. As Lidl are reaching efficiency with cost leadership, more differentiation could be applied to further competitive advantage and market share (Hill, 1988).
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