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1. [bookmark: _Toc25682375]Executive Summary


The contents of this report include the background of the business that is used as a case study – Lidl – which shows they were created and how they became a giant discount chain. The definitions of major concepts have been discussed which include, strategy, business level strategy and competitive advantage. Following the definitions of these, Porters Generic Strategies is then introduced, discussed and explained to the reader. The author has also critiqued what Porter called the ‘Stuck in the mud’ problem which is when a business mixes different strategies. 

Lidl is introduced yet again by explaining how they implement the cost leadership strategy in their business and in their operations. The highlighted implementations in this report are how they have their own brand products, their logistics are setup, their store efficiencies and their previous marketing techniques. This leads on to the disadvantages and advantages of using this type of strategy in their business.

The reports then summarises with the conclusion of what’s been written, and the author attempts to give recommendations on the finding of the reports for Lidl.
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2. [bookmark: _Toc25682376]Introduction

2.1. [bookmark: _Toc25682377]Remit

This report will be defining the definitions of major concepts and will provide a summary of what Porters Generic Strategies consists of. With this in mind the report will then be identifying the strategy that Lidl employ in order to progress their competitive position. There shall be a critical evaluation of the strategy they have used, which will also include the advantages and disadvantages of the strategy that is in place. The report will conclude with recommendations for the company to move forward based on the findings following in the report. 

2.2. [bookmark: _Toc25682378]Background of the Organisation

Lidl is a privately-owned German discount supermarket chain that was established in 1930 and was started as an independent food wholesaler. They opened their first store in Germany in 1973 employing only 3 workers. In the 1990’s they began opening their stores in countries such as France and the United Kingdom. (Lidl, 2017) Lidl was seen as an inferior place to shop when they first arrived in the UK due to their low prices, until the recession in 2008. Shoppers were looking for more affordable places to shop, and Lidl was there. (Find ref) The vision statement they state on their website is “To enhance the lives of our customers, by providing quality products at market leading value, whilst ensuring that customer satisfaction is at the heart of everything we do.” (Lidl, 2018) They currently employ 315,000 workers. In August of 2019 they attained their highest market share yet with 5.9% after they opened more stores. (Makortoff, 2019) 

2.3. [bookmark: _Toc25682379]Definitions of Major Concepts

2.3.1. [bookmark: _Toc25682380]Strategy

The definition of “strategy is the long-term direction of an organisation.” (Johnson, et al., 2017, p. 4) This has two advantages, the long term direction can include deliberate, logical strategy and more incremental, emergent patterns of strategy. Secondly, long term direction can include both strategies that emphasise the difference between competition, and strategies that recognise the roles of cooperation and even imitation. (Johnson, et al., 2017)

2.3.2. [bookmark: _Toc25682381]Business Level Strategy

“Business Level Strategy is about how an individual business should compete in their particular markets.” (Johnson, et al., 2017, p. 11) Business level strategy usually concerns issues such as innovation, appropriate scale and response to competitors. This type of strategy more relevant to entrepreneurial start-up businesses and stand-alone businesses. (Johnson, et al., 2017)

2.3.3. [bookmark: _Toc25682382]Competitive Advantage

Competitive Advantage is “the achievement of superior performance through differentiation to provide superior customer value or by managing to achieve lowest delivered cost” (Jobber, 2010, p. 914) In order to be competitive, an organisation will need to secure customer value. So much so, that they will be prepared to pay more than the cost of the supply. To have an advantage, the organisation will need to build a greater value than their competitors. (Johnson, et al., 2017)

2.4. [bookmark: _Toc25682383]Porters Generic Strategies

The model that will be applied in this report will be Porters Generic Strategies (Porter, 2004) which is made of four separate strategies, which are: -

· Cost Leadership
· Cost Focus
· Differentiation
· Differentiation Focus

[image: Image result for porter's generic strategies]
Figure 2. 1 - Porters Generic Strategies (Porter, 2004)

The cost leadership strategy “involves the achievement of the lowest cost position in an industry.” (Jobber, 2010, p. 714) In order for the cost leadership strategy to work, companies will need to minimise costs on all fronts for the company in order to be able to charge a lower price for their products/services. 

The Differentiation Strategy “involves the selection of one or more choice criteria that are used by many buyers in an industry.” (Jobber, 2010, p. 714) This strategy works if the product or service can be seen as providing an extra value or the customer, for example, having a higher performing or premium product.

With the differentiation focus strategy, “a firm aims to differentiate within one or a small number of target market segments.” (Jobber, 2010, p. 715) What this means is that there is an opportunity to differentiate the product offerings from the competitions. (Jobber, 2010, p. 715)

Cost Focus strategy is when “a firm seeks a cost advantage with one or a small number of target segments” (Jobber, 2010, p. 715) This strategy works by seeking economies that are missed by competitors and providing a basic product, which  gains a cost advantage and may exceed the price discount to sell them. (Jobber, 2010)

Porter states in his book ‘Competitive Advantage’ that some companies may be ‘stuck in the middle’. He says that if a company is stuck in the middle, they “possess no competitive advantage.” (Porter, 2004, p. 16) Despite what Porter states, there are instances where businesses can in fact be successful when they mix their strategies. Miller believes that there is a middle ground for the strategies (Miller, 1992) Some businesses implement a hybrid strategy, which is a mix between cost leadership and differentiation. Companies that use this include IKEA, Toyota and Wal-Mar. These companies have seen high levels of success with implementing a hybrid strategy. (Baroto, et al., 2012)



3. [bookmark: _Toc25682384]The strategy that Lidl implement


Looking at the strategy in regard to Lidl, it can be suggested that they implement the ‘cost leadership’ strategy out of the four choices. As discussed previously, cost leadership requires minimizing costs in order to charge a low price for its products they sell.

3.1. [bookmark: _Toc25682385]Implementation 

To be able to successfully implement the cost leadership strategy from Porters Generic Strategy, a business needs to cut their costs in all areas to ensure that they will make profit on their products. They do this in various separate ways and are able to make profit in doing so.

3.1.1. [bookmark: _Toc25682386]Exclusive Own Brand and Logistics

Lidl have been able to cut costs in the company by cutting the middleman out of the equation by going straight to the manufacturer for their products, and in some cases own some of their own key supply chains. As they own some of their supply chains, Lidl is able to make sure that the brand of products is exclusive to them. What this means is that Lidl have an extremely high buying power over the supplier, and this supplies Lidl with more control over costs and are able to sell the products for higher margins. (Hanbury, 2017) They purchase directly off the suppliers in very high quantities which saves the company in expenses.

In addition to this, Lidl also have a limited range of products on offer. They have around 2000 products on offer in their stores, and this is a considerable amount lower compared to the amount Tesco offer, which is around 65,000 to 70,000. (Wood & Butler, 2015) This small amount also gives the buying power and makes the stores easier to run. All of these things add to the possibility of making the prices more competitive.

Lidl run a centralized distribution, and this gives Lidl more control as each store has responsibility in ordering their own inventory. Having a centralized distribution reduces the expense of employee costs, building costs and cuts down travel costs for a quicker supply chain, which further reduces their expenses. (Lidl, 2019)

3.1.2. [bookmark: _Toc25682387]Store efficiencies

They are able to cut costs in their stores by reducing their labour costs. Lidl keep they staff low, and they also cross train all of them so they are able to work on every section of the store, whether it be on the checkouts or in the storage rooms. Due to this, staffing in the stores is efficient and flexible. 

Another way that Lidl are able to reduce cost is the way that they display their products. The products are usually displayed in the boxes that they were shipped in and have instructions on the boxes to show where to tears them when on display. They also use pallets and wheel carts to transports the larger, heavier items to where they are going to be displayed. What all of this does is speed up restocking time and uses less manpower. They keep their labour costs even lower by giving the customers more to do. For example, when the customer wants to buy nuts, they have to weigh them themselves. All the Vegetables are displayed in crates and not in plastic packaging like other supermarkets and all of these small things added up reduce the expenses for the company. (Hanbury, 2017) 

Lidl have also reduced their expenses by having smaller stores, which means less outgoings for their building utilities. They have done this by eliminating any inefficiency, for example, they have paperless offices and have as much natural light in the stores as possible in order to save costs on electricity. Without Lidl doing this, it would end up costing the customer more for the products. (Bhattarai, 2017) Christian Härtnagel, who is a manager in a UK store revealed that they have saved more than £150,000 a year on their spend on paper by simply reducing the size of their store receipts. (Chambers, 2019)

3.1.3. [bookmark: _Toc25682388]Marketing 

When Lidl first arrived in the UK, they had done very limited marketing. They stayed localised, and they done this by having occasional television adverts and having leaflets posted through doors (Hanbury, 2017) so that the community could see the affordable prices they charge. Their leaflets were very plain and simple in design to reflect their prices. In recent times, they have shifted from leaflet marketing to become more ‘British’ and focus on television adverts. (Butler, 2014) Lidl have moved towards spending higher amounts on their marketing in order to show the high quality of the products, regardless of the lower prices. (Hammett, 2019) 

3.2. [bookmark: _Toc25682389]Advantages and Disadvantages of the strategy

Like most strategies, there are advantages and disadvantages to each of the strategies that are included in Porters Generic Strategies. In this section there will be a focus of the strategy that Lidl implement, which is the Cost Leadership strategy. 

3.2.1. [bookmark: _Toc25682390]Advantages

There are advantages to using a cost leadership strategy, such as money conscience buyers will prefer to purchase products from the business as they will have the lowest prices. If a company is able to achieve and sustain a cost leadership strategy, they will then become an above average performing company in the industry. 
Businesses that implement the cost leadership strategy can develop economies of scale. Lidl buy and produce very large quantities of a products, and because of this they have lowered the prices of the products because they sell a large amount and attract a large amount of customer. The advantage to this is that they have an increased profit.
Another advantage to this strategy is that they business has higher sustainability. If there is an economic downfall, such as the UK recession, these businesses that implement the strategy have a higher chance of survival. The supplier relationships of Lidl mean that even in an economic crisis, they are still able to produce their customer with low prices, and low expenditure on their overheads due to their savvy store efficiency techniques.


3.2.2. [bookmark: _Toc25682391]Disadvantages

[bookmark: _GoBack]The disadvantages of this strategy include price wars. Price wars are when a competitor undercuts the prices of products in order to capture market share. For example, if Lidl have a product for sale and their competitors, Aldi, reduce their prices on that product, money conscious customers may shift to do their shopping at Aldi instead. This is not only the case for Lidl and Aldi, but for all business that implement the strategy of cost leadership. The competitors can imitate the strategy quite easily, by cutting their expenditure to a minimum. They can analyze the way a business saves on outgoings and copy what they do, which grants the competitor with the option to reduce the prices of the products and attract customers. Another disadvantage to cost leadership is the fast pace that technology is evolving. (Porter, 2004) As technology evolves, the need for investment in the new products rises. This can mean high expenditure costs for the company to make sure that the technology they are using is not obsolete.  
4. [bookmark: _Toc25682392]Conclusion

In conclusion to this report, major concepts have been explained. Porters Generic Strategies has been discussed and applied to the case study of Lidl, of which uses the cost leadership strategy from Porters model. Although Porters Generic Strategies is a well-known model, there are holes in what Porter states in his books and this has been included. How Lidl implement this strategy has briefly been explained by including well known tactics, such as their push for store efficiency to reduce costs. The advantages and limitations of the cost leadership strategy has been explored to give the reader more insight into the strengths and weaknesses to this particular strategy. 

4.1. [bookmark: _Toc25682393]Recommendations

Lidl are a company that successfully implements the strategy the use and are still growing to this day. In recent times they have experimented with deluxe products which have slightly higher prices than the value products. If they continue to push for higher quality, higher priced products in their product range, they may fall into what Porter described as ‘stuck in the middle’. The only recommendation is to not fall into this segment and primarily focus on the best value products, but Lidl are very good at what they do and more than likely have an in-depth strategy of the direction they want to take in the UK.
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