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[bookmark: _Toc8942330]Executive Summary

The aim of the report is to conduct strategic analysis reshape Lego's strategic direction to meet the rising for customer expectations and to ensure the company can corporate in the competitive toys industry. This report will be identifying LEGO's present position, through using Pestle framework, to analyses Lego's macro-environment, Porters five forces to analyses the company’s resources and capabilities, the value of chain framework to examine Lego's strategic internal factors. 
The report will identify the choices strategies for LEGO according to the analyses of the company’s position in the toy market. And using change framework to implement the strategic management strategy for LEGO, which an aid the company to sustain competitive advantages.  The report also will provide recommendations for the implementation of innovative strategies taking into consideration the wider implications on different areas of the organisation. 


[bookmark: _Toc8942331]Introduction 

This section of the report will provide difination of the strategic management, an overview of the LEGO Group  and understand  the company’s startegic position by analyising its external and internal factore, its resources and capabilities.  
[bookmark: _Toc8942332]Strategic Management Definition

According to Johnson, et al  (2017) , strategic management is to identify, select and implement a long-term goal and objectives for an organisation, accordingly, strategic management includes understanding the strategic position for an organisation, making strategic choices for the future and implementing the strategy by putting it in action. However, in practice the three elements of strategic management do not follow this order, they are overlapping with each other.
Figure 1 (The Exploring Corporate Strategy Model) shows the elements of the strategic management (Johnson, (Johnson, et al., 2017)and reflects the development of strategy at the LEGO Group.

[image: ]

Figure 1 The Exploring Corporate Strategy Model

[bookmark: _Toc8942333]An overview of LEGO group

LEGO Group is a privately held consumer product company, designs, manufactures and markets a wide range of toys and play materials. The company offers creativity development products, and teaching materials for children focused on the concept of learning and development through play. Its product line includes traditional toys, brick building sets, education products, robots, video games and online games all markets under the brand name LEGO. Along with its subsidiaries, the company has presence across Europe, Americas, Africa, and Asia-pacific. Lego is headquartered in Billund, Denmark (MarketLine, 2018).


[bookmark: _Toc8942334]LEGO Group Financial Statement

Looking at LEGO Group financial statement for 2018 figure (3) shows that revenue was 14.3 billion, a decline of 5 percent compared with 14.9 billion in the first half of 2017, operating profit also declined 4 percent to DKK 4.2 billion. Net profit was DKK 3.0 billion, down 10 percent. Cash flow from operating activities was DKK 4.1 billion, compared with DKK 4.6 billion in 2017 (LEGO, 2018).
Figure (3) LEGO Group financial statement for 2018
[image: ]
(LEGO, 2018)



[bookmark: _Toc8942335]The Elements of Strategic Management

Stated by (Johnson, et al., 2017),in order to reshape Lego's strategic direction to meet rising customer expectations and to ensure a sustainable competitive advantage, there is need to understand the organisatin position and the organisation’s choice. This section of the report will discuss LEGO Group strategic position in details by analyzing the internal and the external business environments, summarizing the finds using SWOT analyses, and suggesting Strategic management which the company can adopt to cope with the challenges.  
[bookmark: _Toc8942336]The Strategic Position of LEGO Group.

To understand the strategy position for an organisation, there is a need to realise  the environmental opportunities and threats, the organisation’s strengths and weaknesses, the basic purpose of the organisation and the effects of culture on the strategy  (Johnson, et al., 2017). 
To analyses the internal and the external environment for LEGO Group, PESTLE & the Five Forces analyses will be used to examine LEGO’s external factors, value of chain analyses will be used to analyses LEGO’s internal factors as well as SWOT analyses to analyses both LEGO’s external and internal factors. 
[bookmark: _Toc8942337]PESTLE analysis 

Stated by Singh & Srivastava  (2019), PESTLE analysis is an important measure to study about the macro environmental factors affecting the business. Founded by Francis J. Aguilar (1967) and stands for Political, Economic, Social, Technological, Environmental and Legal influences. Applying the framework on Lego case to analyse the external influences on the company.
[bookmark: _Toc8942338]Political Factors

Stated by MarketLine (2018), LEGO Group is the world’s third largest manufacturer of play materials and provides toys and teaching materials in more than 130 countries.  Berg (2015) stated that, to avoid risks such breaking the laws in local or international market, LEGO Group has a political neutrality to not be involved in any event, program or movement with political connection. However this political neutrality was criticised in 2015 when LEGO Group refused to supply Lego bricks to a Chinese artist to used them in an exhibition related to freedom of speech and political art (Lowe, et al., 2015).
[bookmark: _Toc8942339]Economic Factors

LEGO Group also, has geographic presents and its product reach in over 140 countries and territories. Thus, the company, diversified global presence manages to minimise the risks associated with operating in a specific geographical region (MarketLine, 2018).
According to Blue Ocean University (2019),  LEGO Group is facing economic risks such as, pressure on consumer spending ,  the growing inequality in the society will negatively impact consumer sentiment and thus impact consumer spending behaviour. However, there is grow in the Lego market due to the increasing government expenditure on the education development, increasing disposable income, and increasing investment into the sector as well as, reduce costs, by shifting its production to low-cost countries and is building a new factory in Hungary (Harrington, 2013).
[bookmark: _Toc8942340]Social Factors

Lego Group operates in more than 100 countries, the company announced a partnership with UNICEF to promote the agency’s program for ensuring businesses respect and support children’s rights, beside protecting children online by working to ensure that it markets to children responsibly (Confino, 2015). In addition, Lego Group operates in collaboration with several education institutions covering various research projects such as children’s play area and new technologies. In FY2017, the company spent DKK550 million on its R&D activities, which stood at 1.6% of the company’s revenue (MarketLine, 2018).
Technological Factors

Regarding the technological factored, for Lego to build on the strength of an enterprise platform and to develop the company, Lego had transformed itself to become a digital company. However, the digitals transformation posed some challenges, such as the risk of failing to respond quickly enough to the opportunities and the threat of the digital economy posed  (Andersen & Ross, 2016).
Legal Factors

[bookmark: _Hlk8871609]Regarding the Legal factors, stated by Bason (2012) Lego has delayed filing its lawsuit against its other companies that imitate Lego miniature figures. Furthermore, courts rejected some of Lego’s allegation as the court argue that Lego's miniature figures are functional and thus not subject to copyright. also, some elements such the arm and legs of the toys are functional. However, other elements, such as the cylindrical shape of the head and the trapezoidal shape of the body are sculptural elements subject to copyright protection. Therefore, Lego must be vigilant and cautious about its designs and make use of patents and copyrights Law. 
Environmental Factors 

Regarding the environmental factors, LEGO emphasises on manufacturing products with sustainable and environmentally friendly materials ( (MarketLine, 2018). For example, the company sets to make some bricks from sugar cane-based plastic and aims to make all its bricks from sustainable material from 2030  (Handley, 2018). However, the alternative options Lego is trying to move toward from sugar cane still hard-wearing plastic (Espiner, 2018).
To summarising PESTLE analysis on LEGO Group, see figure 2 (PESTLE analyses for LEGO Group) below (Johnson, et al., 2017).

Figure 2 PESTLE analyses for LEGO Group
[image: ]
(Johnson, et al., 2017)
[bookmark: _Toc8942341]Porter's Five Forces.

Porter’s Five Forces is analysis tool help the company to understand the level of competition in the industry and business strategy used to conform with that level. The five forces are the threats posed by competitive, rivalry, powerful buyers, powerful suppliers, potential new entrants, and substitute products (Dobbs,2014).
Porters Five Forces Analysis
Threat of New Entrants


Threat of Substitutes
Level of Competition

Stated by the MarketLine (2018), the growing market for counterfeit goods has been on the rise across industries and is affecting the sales as well as the image of the established brands. As a famous toy manufacturer, LEGO is at risk of the counterfeit market, the cheap imitation of the products can attract customers, but the low quality of these counterfeits affects the consumer confidence in the brand which affects the brand image. Thus, to create greater products’ value is very important operation for the ELGO to remain and protect its brand power (Bason, 2012).
Power of Buyers 

According to Ireland (2011), most consumers have high expectations when purchasing a good or service. In general, it seems that most consumers want to pay a low price for products with somewhat highly differentiated features. Because of these customer expectations, a number of firms engage in primary and support activities that allow them to simultaneously pursue low cost and differentiation. Firm seeking of using this use the integrated cost leadership/differentiation strategy (Ireland et.al, 2011).
about differentiation strategy,( reinforce harmful gender stereoytypes. Palmer

Harrington, 2013 also adds that, the toy industry has suffered due the growing emergence of games on mobile devices. As children and their parents spend more time using smartphones and tablets, they spend less time with physical toys.
Power of Suppliers.

Realising the important of the involving supply chain partner, LEGO changed its strategy from closed product development with confidentially to involve the customer and suppliers in early product development processes. This effort has enabled LEGO to gain new perspectives on issues such as packaging, price, and other key selling points that will work in the retail outlets. Then, LEGO does what it is best at -focus on the play experience, the marketing efforts, and the story telling. However, there are cultural challenges with relying more on innovations from the supply chain networks  (Arlbjorn & Paulraj, 2013).
To analyse the eternal environment for Lego Group (Resources and Competencies), the value chain analysis will be used to analyse LEGO’s internal factors. 
[bookmark: _Toc8942342]Value Chain Analysis of LEGO Group

The main core of the internal analysis is to identify the strengths and weaknesses for the organisation in order to build on the strengths and overcome the weaknesses when implementing the strategic strategy (Johnson, et al., 2017). stated by ( (Sheehan & Foss, 2009) organisations engage in several activities in the process of converting inputs to outputs. Applying the value chain on Lego case, will identify the resources and competences LEGO have enabled them to regain their successful position in the global toy market.
[bookmark: _Hlk8877895]LEGO developed its supply chain by building good relations with its suppliers in order to collect expectations to enhance market feedback, therefore, improve innovation capability; obtain market information to improve fast adjustments of sales in both the short and the long run.
In marketing and sales part,  LEGO tends to create animated series such as Lego Ninjago and predicts that the more children will watch such series the more they will be emotionally attached to the character thus will demand that character specific toy (Brook, 2013). However, Lego criticise of its expensive compare with their competitors, 
[bookmark: _Hlk8878393]In addition, Lego continued to expand its capacity in various places. As part of business expansion, the company focused on establishing production facilities close to core markets. the company started the construction of new plant in Jiaxing, China. Through these capacity expansion projects, the company plans to capitalize on the growing markets (MarketLine, 2018).   
Regarding its services, LEGO products are unique, meet the highest safety and quality standards. Due to paying for the licensing that are linked to blockbuster brand and passing this cost directly to the consumer. The company was criticised of its expensive compare with their competitors (Espiner, 2018).   



[bookmark: _Toc8942343]SWOT Analysis of LEGO Group

SWOT is a strategic planning tool, use to analysis the strengths, weaknesses, opportunities and threats for the company to identifying the internal and external factors that are favourable and unfavourable to achieve that business goals (Salim, 2014).
LEGO SWOT figure (4) summarised the outcomes of LEGO’s internal and the external analysis and outlines the company’s strength, weaknesses, opportunities and threats. 
Figure 4 LEGO SWOT
	STRENGTHS
· Good relations with its suppliers
· Innovation capability
· Obtain market information
· Animated series linked to blockbuster brand.
· Establishing production facilities close to core markets.
· Products are unique
· Highest safety and quality standards.
	WEAKNESSES
· Brand very expensive.
· Easy to imitate.
· Digital games.

	OPPORTUNITY
· Geographical diversification. 
· political neutrality
· Government education investment
· Partnership with the UNICEF
· involve in research
	THREATS
Political risk.
Discriminator. 
Consumer spending pressure, 
Digital economy posed,
Copy rights law. 
Non- recycle products issues


[bookmark: _Toc8942344]Lego Group stuck in the middle, as result of its diversification strategy
Stated by Hall, et al  (2012), company can fall into a strategic drift, by allocating the same resources to the same business, over and over without realising the changes in the business environment, which affect the business performance.
According to the outcomes of the external and the internal analysis, the company have several internal as well as external factors resulted in certain issues.  The primary issues for LEGO Group are they segment their products and making it affordable only for segment customer who are willing to have the quality toys not considering the cost consequences to that. Also, imitation the LEGO bricks with cheap price one was one the high risks for the company.  The cost on LEGO bricks has got too out of line and created opportunities for low end competitors to enter the market.  However, Lego argues that, innovation and differentiation though innovation is central to LEGO’s success, the innovation strategy is a key selling point for Lego, keeps customer interested and make it an ever-popular toy (Basulto, 2014).  



[bookmark: _Toc8942345]The strategic Choices for LEGO Group.

[bookmark: _Toc8942346]Levels of Strategy 

Johnson, et al (2017) state that, in order to apply the hybrid strategy on Lego’s case, there are need to understand the level of strategy in where the recommended strategy will take place. There is level of strategies in an organisation divided by categories. First, the corporate level strategy, which responsible for the overall purpose of the organisation.  This strategy in the LEGO Group’ case directed the company into the toy industry. For example, direct the company into the manufacture of the Bricks, development of LEGOLAND and the growth of the company internationally. 
The second level is the business level strategy, is about how the different business of the organisation compete in the market. This strategy presented in the development and introduction of the new products to compete in the toy market. Last, is the operational level, covers the process, design and the human resource of the organisation, in general, concerns with the delivery of the corporate and the business strategies (Johnson, et al., 2017).
According to these levels and the company external, internal analysis, the resources and capabilities. LEGO GROUP can change the corporate level of its strategies.
[bookmark: _Toc8942347]Hybrid Strategy

Stated by Baroto, et al (2012), in competitive industries, companies would not be able to survive without adopting two corporate strategies. First, cost leadership strategy to process the value chain in the most efficient way without risking the quality. Second, differentiation strategy and can innovate to produce unique products or services compared to its competitor. Accordingly, LEGO Group can embrace the Porter Generic Competitive strategy (1980, 1985) (Hybrid Strategy) with combination  of, cost leadership, differentiation and focus strategies (Gopalakrishna & Subramanian, 2001). 
Compared to the advantages gained through single competitive strategies, the implementation of a hybrid strategy can result in various sources of competitive advantage. For example, the economies of scale, customer loyalty and the ability to achieve a low-cost position by emphasising efficiency in the value-creating activities, so further strengthening their competitive position opposite their rivals (Acquaah, 2006).
The hybrid strategy should be distinguished as solution when business stuck -in-the-middle using single generic strategies and fail to pursue them because of the difficulty to sustain them (Acquaah, 2006). In LEGO’s case, and according to its the financial statement, the company stuck in the middle and failed to achieve higher performance, by adopting the innovation strategy and ignoring the related cost  (Basulto, 2014).
A adopting the hybrid strategy by LEGO will improve the company performance as, the differentiation strategy will enable the company to charge premium prices and cost leadership strategy will enables the company to charge the lowest competitive price. Thus, the company can achieve a competitive advantage by delivering value to customers based on both product features and low price (Learning, 2009).
As part of the hybrid strategy, the company can improve its digital platform and expand their electronic offerings, as LEGO’s creations of new digital toy was criticised of being off-brand. As the legal protection is not enough, LEGO should adopt strategy to protect its brand, promote the environment issue and reduce the criticism of LEGO bricks being unrecyclable, also create unique idea cannot be replicated by the competitors by making and innovating using recyclable LEGO bricks.
the advantages of this strategy is to promote the company environment factor, save costs, and with this idea, LEGO brand will be protected from cheap quality imitation.






.
[bookmark: _Toc8942348]The Results.

This section of the report will discuss the implementation of the recommended strategy and how to put the recommended strategy for Lego Group in Action using Kotter’s eight steps framework.
[bookmark: _Toc8942349]The Implementation of Hybrid Strategy
Kotter eight steps framework of change will be used in this case to implement the strategy, (Cameron & Green, 2015)state that Kotter’s model is geared toward upper-level management and carries a heavy responsibility to lead the organisation change. the model presents the eight-stage process of creating change shown in Figure2 (McCalman, et al., 2016)

[image: ]
Figure 2 Kotter Diagram (McCalman, et al., 2016).
LEGO Culture
Lego's culture is to make it a stalwart cultivator of creative play and contribute to healthy child development, this idea was enshrined with the company. even Lego's name translated feom Danish means "play well" (Palmer, 2014). However, there are an argument that , However Palmer (2014) stated that, there is concern that Lego has lost its Cultute/mision/ increasingly Lego churns out of lucrative but unimaginative line of must have sets to promote new moves, game and videos.their catalog do not promte imagination, they do not allow children to be creative and learn to think for themselves, they tell children to what to think, instilling consumerist values that risk increasing rates of stress of parents and children alike.
Step one:  Establish a sense of urgency.
Kotter describes the sense of urgency as a crucial step to gain cooperation for change (Hayes, 2014). Confirmed by (Schein, 1996) organisation's members are more likely to be motived if the challenges produce a high level of anxiety to search for new opportunities. This stage of Kotter theory presents the unfreezing stage of Lewin’s model of change. The actions in this stage include unfreezing the situation and getting a clear and specific goal for the change (Cameron & Green, 2015).

Applying this on LEGO Group’s case , the strategic drift 
The financial figures of LEGo.
Step two: Create a Guiding Coalition.
Kotter’s second stage is to create a group comprises with enough power such as the affected stakeholders and enough influence such as the upper-management team in the organisation to lead the change effectively (Smith, 2011).  However, Lewin (1951) model of change, focuses more on involving employees and giving them the needed knowledge to drive the change (Straggles, 2010). 
Step three: Develop a Vision and Strategy
Kotter’s third stage is based on creating a vision of what the organisation will look like in the future. (Tamilarasu, 2012) state that, Kotter indicates the importance of creating a short, clear and understandable vision of the and adding an emotional element to it to be easily understood by the people who are affected by the change.  
Step five: Empower Staff for Broad-Based Action
According to Kotter’s model, this step is based on removing physical and emotional obstacles, the change team meets, step in and help people overcome those obstacles by listening to people's fears or concerns and seek feedback, create feedback loops to understand the obstacles to improve and overcome the obstacles, Lewin’s Move stage includes the involvement of affected stakeholders, and how this involvement  help the organisation to understand aspects such as; the level of change, the  effort and leadership support required to successfully carry out the change (Cameron & Green, 2015)There is overlap here between Lewin and Kotter’s model of change, that Lewin state that the change agent can be as an important driving force of the change leads employees in the direction of change and weaken the resistant forces (Cameron & Green, 2015).
Step six: 
Step seven: 
3.4.5	Stage seven: Consolidate Gains and Produce More Change

Kotter describes this time as the time to consolidate gains and requires the guiding coalition to continue driving the change, and highlighted the important role of the guiding coalition team in this stage, the team can sustain the change and design feedback mechanisms used to monitor and manage the situation over the longer term (Burnes, 2014). However, Kotter warns declaring victory so soon (Straggles, 2010). Supported by (Hayes, 2014)the change sustained if the outcome of the change become a norm, and the surrounding system supporting the change as well as leadership role of the leaders in this stage to take every opportunity to show individuals and group how their efforts are helping to deliver benefits.
Step eight:
The change will not last unless the organisation culture including the group behaviour norms and shared values are changed to match. To anchor the change and make it stick, organisation must embed it into organisational procedures, operating models and into employee’s day to day work (Burnes, 2014). However, (Schein, 1996)argues that any current culture will have positive and negative features and the leaders need to retain and build on the current strengths than to focus on changing the weaknesses.


The eight steps of kotter model of change.
1: create sence of uurgency.

About the framework. 
Time:
Scope: organisational change  will be evolutionary change, to change the organisaion culture and structure, happened gradually, ach is built colaboratively , the senier managemnt needs to be engaged , but they are note driving the change. leadership tend to empower people all through the oganisation to take on the change. the change accures in small chunks and every person is to understand the change and embrace it. Advantages
Culture and DNA. With high probability, if the change is successfully implemented, it will become part of the culture. As more people have been involved in the design and implementation, more people identify with the change.
Being designed by the people. More likely that the change fits the organization, and more likely to be successful.
More hands around it, lead to more ideas and solutions.
More people involved in the process leads to more people supporting it and engaging.
Disadvantages
Wrong direction. Changes may be introduced that do not move the organization towards where it needs to go. Although successful doesn’t bring the needed results.
Too many ideas. No central decision, no one clear owner, and it’s harder to reach one direction
.
Require veterans and skilled people that are not easy to find, and that are willing to be part of this process. ( (Stern, 2015)

LEGO Group mission statement is to “Inspire and develop the builders of tomorrow “and its vision is “Inventing the future of play  (Jensen, 2012)
To accomplish its mission and vision Lego should use adopting hybrid strategy, and : expand their electronic offerings. As well as expand their educational business.
Using TOWS Analysis to evaluate the recommended strategy.
Lego culture

Strategic drift
Lego's external environment has changes due to faster child development at rapid pace, growth in digital world, higher dependence on global brands and changing fashing trends in the toy industry. to avoid the strategic drift Lego should respond to these changes adopting hybrid strategy, and : expand their electronic offerings. As well as expand their educational business.













[bookmark: _Toc8942350]Conclusion

LEGO’s internal and external analysis, using PESTLE, Porter’s Five Forces, the value of chain and SWOT tools, provided a detailed evaluation of the LEGO Group, Its position in the toy industries, its resources, and capabilities. 
The main challenge for LEGO Group was the high-priced products, although LEGO pays licensing that are linked to blockbuster brand However, passing the cost directly to the consumer can be a strategic weakness (Espiner, 2018). The other challenge was the imitation and the copyright issue which can be real threats for the company affecting the brand and the company performance (Bason, 2012). 
Like for many companies, the classic dilemma for LEGO Group was should the company adopt cost leadership strategy, differentiators strategy or both. LEGO was very close to failing before but managed to strategically renew itself through great leadership and through its dynamic capabilities and focusing only on creating customer value and pushing innovation (MarketLine, 2013). Thus, the report as alternative strategies that are available for LEGO Group according to the company’s resources and capabilities in the market. 
The report also suggested an action plan to implement the recommended strategies by using Kotter 8 steps of change to ensure successful implementation. 

[bookmark: _Toc8942351]Recommendations 

1: To avoid a significant impact on sales from cheaper imitated products produced by new competitors into the toy industry, LEGO needs to create toys using cheap materials in order to ensure that its products are affordable to all consumers.
2: LEGO should invest more in enhancing the relationships with parents and their children as end users for LEGO products, comprehending the end users’ interests and preferences will increase customer loyalty, create effective products and interest new customers.
3: Due to the growing emergence of mobile games, the toy industry effected by the digital market, consumers spend more time using smartphones and other devices, they intend to spend less time with physical toys (Harrington, 2013) . Thus, LEGO should focus more on the digital markets by create more interactive websites and video games. 
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2018 2017 Change

Income Statement 1 January - 30 June:

Revenue U 685
Expenses qos2 49
Operating profit 4367 18
Financial income and expenses 52 22
Profit before income tax M9 a8
Tax on profit for the period 1050 103

Net profit for the period 3389 345
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