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[bookmark: _Toc25647733]1.0 EXECUTIVE SUMMARY

This report will determine the business strategic used by Lidl Stiftung & Co, a German discounter. Besides, this report will discuss the competitive strategy that Lidl had utilised as well as the advantages and disadvantages of this strategy.
Lidl Stiftung & Co. is a German global discount supermarket chain, which is based in Neckarsulm, Germany. It is currently owned by Dieter Schwarz. The findings supports that Lidl is currently using the cost leadership strategy from the Porter Generic Strategy by Michael Porter (1985). Cost leadership strategy is a strategy that minimizes the company’s cost, meanwhile sells at a large volume, to maintain a good profit. In order to implement this strategy, Lidl has minimized their business cost, which Lidl uses a low labour cost, low operation cost, as well as low advertising cost. 
In addition, this report also discussed the advantages and disadvantages of cost leadership strategy. Cost leadership strategy brings benefit for Lidl. It enables Lidl to enjoy better profits, reduces competitions faced by Lidl, and it improves Lidl’s overall business sustainability. Nevertheless, cost leadership strategy used by Lidl does bring negative impact to the business as well. It may cause harm to Lidl if Lidl made a wrong decision in cutting cost. Besides, it is a strategy that can quickly adapt by Lidl’s competitors, and finally, this strategy encourages lower quality products to be offered by Lidl.
There are some recommendations which can help Lidl in order to make improvements in future. Lidl should focus on their internal employee satisfaction, as these will have a strong impact on overall employee performance for the company. Besides, Lidl can stock in more diverse products to attract more different type of customers. This will help Lidl to expand its customer bases.
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[bookmark: _Toc25647735]2.1 REPORT REMIT

This report is to identify the competitive strategy that Lidl Stiftung & Co have used in order to develop their current competitive position. Besides, this report also evaluates the competitive strategy used by Lidl, as well as recognising the advantages and limitations of this competitive strategy in the current environment. Lastly, this report includes the recommendations that can be used by Lidl in order to make improvements for their organisation.

[bookmark: _Toc25647736]2.2 BACKGROUND OF THE ORGANISATION

Lidl Stiftung & Co is a German global discount supermarket chain, based in Neckarsulm, Germany (Ward, 2012). Its parent company is the Schwarz Group, which is the fifth largest food retailer in the world (Farfan, 2019). The company was founded in 1930 as a food wholesaler, and is currently belongs to Dieter Schwarz. Few decades later, the company began to focus on discount markets, larger supermarkets, and cash & carry wholesale markets. (Lidl UK, 2019)
In 1973, Lidl has its first store opened in Germany, which at that time they employed only 3 people and have around 500 product lines of stocks. By the 1980's, Lidl already has over 300 stores across Germany and with average, each stores employed 7 people and have around 900 over product lines. Lidl was first entered the UK in 1994, where it opened its first UK store. By the 2000’s, Lidl has succeeded to established themselves as a leading discount retailer in the UK. (Lidl UK, 2019)
Lidl aims to provide better quality of products, while maintaining its lower price advantages, in order to maximize its customers’ satisfaction (Lidl UK, 2019). Besides, Lidl also hopes to cooperate with its business partners in a sustainable relationship, and also to achieve long term success in recruiting, training as well as developing its people (Lidl UK, 2019).

[bookmark: _Toc25647737]2.3 DEFINITIONS OF MAJOR CONCEPTS

According to Johnson and Scholes (2001), strategy is the direction as well as scope of an organisation over a long term period, which achieves advantage for the organisation through its configuration of resources within a challenging environment, to meet the needs of markets and to fulfil stakeholder expectations.
Business level strategy is a strategy that portray how an organisation are able to differentiate itself from its competitors, by using competitive advantages, and also how does an organisation earn capacity as well as earning margins. Besides, business level strategy also emphasizes how organisation achieve customer satisfaction by offering goods and services at a cheap price, to increase its profit. (Global Business Management, 2012)
Competitive advantages are the advantages that companies can use in order to compete with its competitors (Riley, 2019), for example offering lower prices, hiring experienced workers and so on. By using competitive advantages, it allows companies to enhance its productivity as well as generating more profit. 
This assignment will focus on Porter’s Generic Strategies, which is set out by Michael Porter in 1980. According to Michael Porter, there are 3 initial strategies which is Cost Leadership, Differentiation and Focus. In 1985, Porter sub-divided Focus into two different strategies, which is Differentiation Focus and Cost Focus. This generic strategies can be applied to products or services in all organisations. Michael Porter mentioned that only one of the strategies can be used within an organisation. If an organisation used more than one strategy, it will result in stuck in the middle’ situation, which then it might lose the entire focus of the whole organisation. 
However, there are some arguments about Porter Generic Strategy, which according to Hambrick in 1983, he mentioned that it is not accurate to say that all generic strategies are equally viable within an industry. Murray (1988) also stated that cost leadership and product differentiation are both independent, therefore it is possible for an organisation to implement both strategies at the same time.
[image: ]
Figure 1: Porter’s Generic Strategies- Michael Porter (1985)
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According to Jim Riley (2019), it is very important for companies to choose and adopt from either of the Porter Generic Strategies in order to gain competitive advantages. As mentioned earlier, Lidl is currently focusing on minimizing their cost. This indicates that Lidl is actually using a cost leadership strategy in their business.
Cost leadership strategy is a strategy that aims to minimize the total costs of a company. The company drives to find suitable reduction in their costs, so that it could offer a lower price to their customers compared to its competitors within the same sector (The Economic Times, 2019) The objective of cost leadership strategy is to become the lowest cost producer within the industry. 
In order to achieve this, the company can choose to produce on a large scale, so that they can exploit economy of scales (Kenton, 2019). It means that as a company’s production units increases, the company is said to have a better chance in decreasing its costs, and soon, economic growth will be achieved when the economy of scales is realized.
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As discussed earlier, Lidl has chosen cost leadership strategy, which Lidl focus on minimizing total costs, and sell their product to their customers in relatively lower price, compared to their competitors. There are some supporting information, showing how Lidl implemented this cost leadership strategy.
[bookmark: _Toc25647740]3.1.1 LOW LABOUR COST

According to Lidl UK, they have a low labour cost. Lidl’s staff are cross-trained, which means that they can work in every different section. This had prevented Lidl from spending extra labour cost in recruiting extra staff to work in different sections. Besides, customers are required to weigh their own produce and bag their own groceries when they are in Lidl (Hanbury, 2017). By limiting human interaction in stores, Lidl had saved money because they did not have to employ a huge amount of staff to assist the customers in these sections. As a result, Lidl’s staffing are actually more efficient and flexible, thus it saves the labour cost as well.
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Lidl spent less money in their operations. For example, Lidl’s stores are relatively small compared to other major supermarket in the UK. This prevents Lidl from spending a lot of money in building up their stores. Besides, Lidl presents their products in the packaging where they were shipped in mostly (Hanbury, 2017) Lidl also spends less money on its merchandising. Instead of spending money to decorate their price tag or building up nice shelves, Lidl chose to use some simple displays or baskets to display their products in stores. Moreover, most of the products Lidl sells are under its private brand (Acosta, 2019). This enables Lidl to eliminate the middleman and save costs. From this, Lidl had minimized their operation costs.
[bookmark: _Toc25647742]3.1.3 LOW ADVERTISING COST

Lidl does not do much advertising as compared to the other supermarket, for example Aldi, Morrisons, Sainsbury and Asda. According to the figures provided by Barber, Aldi spent the most in advertising, costing them £10.4 million, in 2015. It soon followed by Asda, spent £9.5 million and £8.32 million in advertising from Morrisons. These supermarkets did spend much money on advertising and organized some other large marketing campaigns to attract new customers. Inversely, Lidl just focus on local and smaller scale marketing. Previously, Lidl chose to advertise its company in some local radio channel and local social media, which saves a lot of advertising costs (Koontz, 2017). Recently, Lidl has slowly spending more on their advertising, as their business is experiencing a fast growth. But its advertising costs are still relatively smaller compared to other big supermarket (Lindsey, 2015).
These three examples of actions that have been taken by Lidl has helped them in minimizing their total costs in operations. Because of their low cost operations, Lidl are able to sell their product to their customers at a very low price, compared to other supermarket. Although they sell at a cheap price, Lidl are still able to make a profit from the sale because the selling price had already covered the company’s expenses. According to a survey, in a basket with 20 items, Lidl is 9% cheaper than Wal-Mart (Hanbury, 2017). Lidl are doing their best to save costs and provide the best pricing for their customers in order to maximize customer satisfaction. From this, we can indicate that Lidl is currently implementing a cost leadership strategy.
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There are few advantages and disadvantages of cost leadership strategy.
[bookmark: _Toc25647744]3.2.1 ADVANTAGES OF THE STRATEGY

3.2.1.1 BRINGS BETTER PROFIT
Cost leadership strategy enables organisations to experience higher profit (Huebsch, 2019). The ability that Lidl sells at a lower price compared to its competitors and it still managed to maintain its profit is very challenging. This is because Lidl had increased its volumes of sales. By making a little profit from each of a huge amount of customers, still, the total profits of Lidl can be substantial (Edward, 2019). This allows Lidl to maintain and even increase its profit when it successfully expanded its market shares (Huebsch, 2019).
3.2.1.2 REDUCES COMPETITION
Cost leadership strategy reduces competition within the industry (Regoli, 2019). Lidl, which is currently implementing this strategy is actually giving itself a future competitive advantage, which is low cost. (Natalie, 2019) By using this strategy, Lidl is able to offer a relatively low price to its customers, which this is relatively difficult for Lidl’s competitors to offer the same low price. This allows Lidl to dominate the market over a period of time, until its competitors are willing to implement the same strategy. (Natalie, 2019)
3.2.1.3 IMPROVES BUSINESS SUSTAINABILITY
Cost leadership strategy helps Lidl in improving its business sustainability. (Lister, 2017) When total costs are lower for Lidl, there are lesser financial threats which could lead Lidl to bankruptcy. Besides, whenever there is an unexpected downturn in the economy, companies with a low business costs, for example Lidl, will have a greater chance to survive in the economy. (Kitching, 2009)
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3.2.2. CAUSES HARM TO BUSINESS
Cost leadership strategy may cause harm to business. It is very obvious when Lidl maintain a low business cost, then it will gain more profit. Lidl might find as many ways as possible to cut cost from current budget to experience higher profit. There will be a danger if Lidl choose to reduce cost in critical areas of the organisation, for example customer service division (Altman, 2015). Although Lidl managed to offer lower prices to its customers at last, customers might still stop staying as customers satisfaction had decreased, because the Lidl has no longer interacting with its customers.
3.2.2.2 QUICKLY ADAPT BY COMPETITORS
Cost leadership strategy is a technique that others can quickly follow (Regoli, 2019). The benefits that Lidl gains from this cost leadership strategy is very obvious. Once Lidl’s competitors begin to see a higher profit margin comes from cutting the costs, they will begin to copy this technique as well. When there is more and more companies uses cost leadership strategy, their price will be almost the same within the market, and customers will stop focusing on Lidl due to there is not much difference between Lidl and other supermarket.
3.2.2.3 ENCOURAGES LOWER QUALITY PRODUCTS
Cost leadership strategy does encourages lower quality products to be offered into the market (Regoli, 2019). Once Lidl find the obvious costs to be cut in the operations, Lidl might continue to cut costs in other related sections. Lidl might choose to stock in lower quality of items due to the lower cost, in order to make a higher profit margin. This will lead to a lower quality product appears in the market.
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As a conclusion, Lidl Stiftung & Co. has implemented cost leadership strategy in their business. There are evidences that support Lidl in implementing this strategy. Firstly, Lidl has a low labour cost which Lidl only employ a less amount of staff. Secondly, Lidl has a low operation cost, which Lidl’s size of stores are relatively smaller than other supermarkets, and Lidl owns private label brands which enables it to eliminate the middleman cost. Thirdly, Lidl has a low advertising cost as it does not spend much in advertising their business.
Advantages and disadvantages of cost leadership strategy were also discussed in this report. Cost leadership strategy does bring benefit to Lidl, for example, it brings better profit to Lidl. Besides, this strategy also reduces competition that faced by Lidl, and it improves Lidl’s overall business sustainability.
However, there are shortfalls for Lidl in using this cost leadership strategy as well. Firstly, this strategy might cause harm to Lidl. Once Lidl mistakenly cut cost from important department, there will be an obvious harmful effect to Lidl. Secondly, this strategy is a strategy that can quickly adapt by others, and it makes Lidl no longer special within the market. Finally, cost leadership strategy might encourage Lidl to stock in lower quality product and sell them to the market.
[bookmark: _Toc25647747]4.1 RECOMMENDATIONS

There are some recommendations which will help Lidl in order to make improvements for their business in future. Firstly, although Lidl has a relatively lower labour cost compared to other supermarket, Lidl still have to pay a little bit more attention in its employee satisfaction. This is because employee performance is an important factor to the overall success of the company (Leonard, 2019). Lidl should be more concerned about what their employees think about their work, is it too much work for them. Because as mentioned earlier Lidl’s employees are cross-trained and they are able to work in different departments. 
Besides, Lidl can consider to stock in more diverse products. Introducing new products that meet changing customers need is very helpful in increasing volume of sales (Linton, 2019) Because Lidl had expanded their stores into different countries, Lidl can learn to adapt the local culture of each country, as well as paying more attention to local customers’ preferences. Lidl can also stock in new products which follows the local trend. Once Lidl sells a wider range of products, the customers based for Lidl will increase, and this will help in boosting up Lidl’s sales.
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