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[bookmark: _Toc10591]1.0 EXECUTIVE SUMMARY
This report explores the competitive strategy that Lidl has employed to develop its current competitive position. The German retailer with over 760 stores in Britain alone has risen above the other supermarkets in the UK with its deeply discounted prices. The Porter’s Generic Strategy is used in this report to further identify Lidl’s strategy on becoming one of the fastest growing grocery store in the UK. 
It is clearly seen that Lidl closely employs the cost leadership strategy of Porter’s Generic Strategy. This can be observed as they reduce their costs by having a good relationship with the local suppliers, having their stores near the national distribution centres and keeping their labour costs low. 
The advantages of the strategy Lidl has applied is also identified in this report as it gives Lidl sustainability and erects barriers to new entrants. Disadvantages to this strategy is spotted as well as this strategy encourages price wars and associates Lidl’s products with low quality. 
EXECUTIVE SUMMARY
Recommendations for ways to bring Lidl forward is also made in this report such as extending the usability of their website to accept click and collect orders or even delivery, developing and implementing upper-class branded products to target a new demographic and compete with the major supermarket retailers on a more even environment, and lastly constructing firm barriers of entry to deter other organisations from entering the UK grocery market and potentially encroaching on Lidl’s market share. 
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[bookmark: _Toc18225]2.0 INTRODUCTION
[bookmark: _Toc11422]2.1 REPORT REMIT
The purpose of this report is to identify the competitive strategy that Lidl has employed in order to develop their current competitive position. The competitive strategy that Lidl has employed in the development of their competitive position will also be critically evaluated. This evaluation will recognise the advantages and limitations of this strategy in the current environment. Appropriate recommendations for ways forwards for Lidl will be made based on the findings of this report.

[bookmark: _Toc13721]2.2 BACKGROUND OF THE ORGANISATION
Originating from Germany, Lidl is a successful chain of grocery stores that provides high quality products at low prices. Lidl has developed to be one of Europe’s leading food retailers for the past 40 years. In 1973, they opened their first store in Germany with only three employees and only about 500 product lines of stock. By 1980, Lidl became a household name in their home country. Lidl started expanding internationally 16 years later, by opening a store in their neighbouring country, France. Lidl only entered the United Kingdom in November 1994 with an opening of ten stores across the country. They became the leading retailer in the United Kingdom by 2008 as the number of their British stores increased. Presently, Lidl offers a chain of more than 760 stores in Britain along with 13 regional distribution centres bringing fresh and quality produce across England, Scotland and Wales. Lidl has a total of over 22,500 employees in the United Kingdom alone (Corporate.lidl.co.uk, 2019).
Lidl has four main missions, mainly to provide prime customer satisfaction; to establish market leading quality as well as value by regularly innovating and optimising their efficient processes, driven by technology and people; to work with business partners in sustainable relationships, contributing positively to local communities; and to achieve long term success by investing in the recruitment, training and development of their employees (Corporate.lidl.co.uk, 2019). 
In recent years, the expansion of Lidl has put other grocers across Europe under pressure as Lidl provide a narrower range of products bought in huge volumes at deeply discounted prices (Marketline, 2018). The rise of Lidl and other supermarkets that compete on price above all else has shaken the structure of the market, shedding the market share of newcomers. Lidl managed to capitalize on rising consumer desire for cheaper alternatives. Their growth has left other players nervous and fighting to be heard in a busy market (Marketline, 2019).

[bookmark: _Toc19731]2.3 DEFINITIONS OF MAJOR CONCEPTS
[bookmark: _Toc5334]2.3.1 STRATEGY
According to Johnson et al. (2012), strategy is the long-term direction of an organisation. It is the determination of the long-run goals and objectives of an enterprise and the adoption of courses of action and the allocation of resource necessary for carrying out these goals (Chandler, 1963). Moreover, strategy is also described as a pattern in a stream of decisions (Mintzberg, 2007).
[bookmark: _Toc25259]2.3.2 BUSINESS LEVEL STRATEGY
Johnson et al. (2012) defines business level strategy as how the individual businesses should compete in their particular markets. These individual business might be stand-alone businesses or business units within a larger corporation. Furthermore, according to Porter (1966), business level strategy is about being different and deliberately choosing a different set of activities to deliver a unique mix of value. It typically concerns issues such as innovation, appropriate scale and response to competitors’ move (Johnson et al. 2012).  

[bookmark: _Toc23229]2.3.3 COMPETITIVE ADVANTAGE
Competitive advantage, as described by Porter (1985), primarily grows out of the value an organisation is able to create for its consumers that exceeds the organisation’s cost of creating it. He further explains that value is what customers are willing to pay, and superior value comes from providing lower prices than competitors for correspondent benefits or offering unique benefits that further offset a higher price (Porter, 1985).
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2.4 PORTER’S GENERIC STRATEGIES 
This report will utilise Porter’s Generic Strategies to evaluate the competitive strategy of Lidl. 
[image: IMG_256]
Figure 2-1 Porter’s Generic Strategies Matrix (Porter, 1985)

Porter introduced the idea in the 1980s that although an organisation can have a lot of strengths and weaknesses against their competitors, there are two key types of competitive advantage an organisation can own namely, low cost or differentiation. He further explains that when the two primary types of competitive advantage joins with the range of activities for which an organisation desires to obtain them, three generic strategies appears to obtain a superior performance in an industry such as cost leadership, differentiation, and focus. The focus strategy has two forms known as cost focus and differentiation focus (Porter, 1985). 
[bookmark: _GoBack]If an organisation is to achieve a competitive advantage, it must choose the type of competitive advantage it wants to achieve and the scope to achieve it. Porter (1985) warned organisations that employ in more than one generic strategy but fails to obtain any of them is 'stuck in the middle” and owns no competitive advantage. This situation is described as a recipe for below average performance (Porter, 1985). Numerous precedent research on this strategy demonstrate that organisations that employ generic strategies successfully surpass their competitors. Continuing the rationale, Murray (1988) however argues that by successfully employing both generic strategies, organisations should be fitted to outrun competitors that employ only one strategy. Peters and Austin (1985) also posited that purchase decisions is not only based by price in consumers of any market as commodity does not exist. Opportunities to exploit economies of scale or economies independent of scale seems to be offered by many industries at some point in their value chain (Porter, 1985), it would seem to be advantageous in many industries that employ both the product differentiation and cost leadership strategies. This thought contravenes Porter’s “stuck in the middle” theory. On this point, Porter's logic is inconsistent and it has been contradicted by empirical findings (Murray, 1988). 
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[bookmark: _Toc14639]3.0 MAIN BODY
Considering all of Lidl’s operations and it being a discounted superstore, it is clear that Lidl employs a cost leadership strategy (Morschett, Swoboda & Schramm-Klein, 2006). Lidl is applying the cost leadership strategy with no-frills approach, cost minimisation and efficient operations (Kochova & Drakulevski, 2018). The cost leadership strategy is when an organisation sets out to be the low-cost producer in its industry in a broad scope (Porter, 1985). Efficiency is emphasised in this strategy. The organisation anticipate to exploit the economies of scale and sense curve effects (Tanwar, 2013). 
Tanwar (2013) explains that constant pursuit for cost reductions in all manners of the company is needed in order to sustain this strategy. The affiliated distribution strategy is to achieve the most comprehensive distribution achievable. Promotional strategy usually requires attempting to reflect the advantages of low cost product features. This strategy often demands an extensive market share advantage or advantageous access to raw materials, labour, components, or any other substantial input in order to be successful (Tanwar, 2013).

[bookmark: _Toc30817]3.1 IMPLEMENTATION OF THE STRATEGY
[bookmark: _Toc2457]3.1.1 GOOD RELATIONSHIP WITH LOCAL SUPPLIERS
According to Kochova & Drakulevski (2018), Lidl’s brand positioning has always been primarily distinct when compared to its competitors’ brands. Superior quality goods sold at reasonable prices and value for money have undertaken every marketplace they have entered until now. However, Lidl changed their product array and offer as soon as they penetrated the UK market to appease the British consumers’ needs. Furthermore, they reduce their costs by showcasing their private label goods or goods from less distinguished brands in their stores (Kochova & Drakulevski, 2018). Lidl is determined to keep their product range as simple as possible, and the product differentiation within a product category is much more restricted. Currently, 70% of Lidl’s products are sourced in the UK (Mintel, 2017). Having a good relationship with the local suppliers allows Lidl to get better pricing for obtaining their stocks. Its ability to buy products in bulk has helped increase its bargaining power among the suppliers thereby giving it a higher competitive advantage (Clegg Et., al, 2006). Besides that, it is important to mention that offering national brands tailored to the UK customer, helps them build strong and sustainable customer relationships and strengthen their competitive position (Deleersnyder et al., 2007). National brands are used to signpost key categories, promote value and reinforce quality. But its not just national brands gaining shelf space. Lidl also likes to support local. In the United Kingdom, 95% of its fresh meat products are sourced from the U.K (Samuel, 2015). 

[bookmark: _Toc21946]3.1.2 STORES NEAR NATIONAL DISTRIBUTION CENTRES
Lidl has a plethora of distribution centres across the UK and Europe to assure shops maintain a perpetual stock level (Brown, 2015). Considering selling as many products as achievable in the shortest possible period is their business model, it is extremely necessary to ensure that inventory levels are preserved. This implies that it is essential to create shops near national distribution centres in fair proximity. This approach has enabled Lidl reduce the cost of distribution. This is a crucial strategy to establish a stance of cost leadership because distribution channels are a the main cause of added-value for many companies. Using replenishment logistics has been shown to be a very efficient way to reduce distribution costs (Akan et al., 2006). This approach prevents goods from being placed in storage or intermediate storage prior to being sent to retail shops or other shops. Prodcuts are moved directly from the receiving dock to the shipping dock or put in a temporary dock instead of letting goods to be filled in factories (Akan et al., 2006).
[bookmark: _Toc28015]3.1.3 KEEPS LABOUR COSTS LOW
Lidl has utilised its workers to facilitate in accomplishing most of its goals within the fastest possible time. Workers are normally offered a rather good wage, but they have to work extremely hard throughout the job . The number of products scanned is usually used as an indicator of performance measurement (Ruddick, 2015). high levels of training to guarantee that workers can scan products efficiently enough and to satisfy all consumer needs. Lidl shops, however, are thinly staffed to reduce labour costs. Lidl has effective technology and automation in the back room to minimise the amount of human interaction (Koontz, 2017). Additionally, the organisation has enabled consumers to make transactions with credit cards and cheques to make payments simpler and quicker. Moreover, buyers need to weigh their own produces and bag their own purchases in the shop. Workers are also cross-trained in order to be able to work in any function. Employees are therefore more versatile and more effective (Hanbury, 2017).

[bookmark: _Toc32697]3.2 ADVANTAGES OF COST LEADERSHIP
[bookmark: _Toc5007]3.2.1 SUSTAINABILITY
Kokemuller (2017) states that organisations that employ the cost leadership strategy are commonly in a better sustainable business position. When economic downfalls occurs such as a decline in a certain industry or when price wars deter price potential, organisations with smaller costs of performing their business activities have a greater opportunity to survive. Optimised efficiency and outsourcing, low-cost supplier relationships as well as vertical integration attained by aiding in both manufacturing and reselling tasks are low-cost approaches that are occasionally hard for competitors to imitate (Kokemuller, 2017). This can especially be seen benefiting Lidl during the financial crisis that hit Europe back in the late 90s and 2008. The credit crisis during those times persuaded an increased number of British community, as well as the middle classes, to buy at discounters such as Lidl (Thompson, 2008). It was from these financial crises that Lidl gained its market share and its loyal customers. 
[bookmark: _Toc13085]3.2.2 ERECT BARRIERS TO ENTRY
This competitive strategy makes it hard for new organisations to penetrate the market due to its thin profit margins (Huebsch, 2019). Because existing organisations are capable to give a superior pricing model to their customers, new competition in the market is restricted because competitors will struggle to obtain the same price. Regoli (2019) explains that unless competitors are inclined to cheapen the organisation applying this strategy, it survival becomes practically unattainable. This permits for market control over time (Regoli, 2019). Having joined the industry back in the 1970s, Lidl likewise encountered the obstacles of being a new entrant in a market that required high capital and had increased problems that came from making a brand name to indifferent distributors. However, Lidl managed to pass through this and is still on the brink to become the highest market holder in the industry.
[bookmark: _Toc20914]3.3 DISADVANTAGES OF COST LEADERSHIP
[bookmark: _Toc4842]3.3.1 POSSIBLE PRICE WARS
Almost always, the perks of cost leadership strategies are short lived. When one organisation begins to see the rewards of cost-cutting to generate a greater profit margin, everybody else starts replicating the methods employed to cut their prices as well (Regoli, 2019). When a firm starts using a method that could save business money, other firms would imitate this method easily and drop their costs (Huebsch, 2019). When a firm tries to raise market share, usually the simplest method is to lower prices, which ultimately boosts sales of the product. When they offer similar goods, the competitor would be compelled to join along. As prices fall, the sales volume rises, thereby benefiting consumers. Subsequently, a price limit is met that, while staying competitive, only one organisation can manage to deliver. In an effort to eradicate the market entirely, certain firms would even sell at a loss (Regoli, 2019).
[bookmark: _Toc31305]3.3.2 ASSOCIATION WITH LOWER QUALITY
Regoli (2019) states that reducing costs is not a simple process. The actual job of cost leadership starts when leaders figure the blatant components that could be cut. To achieve a greater profit margin, it may involve a lesser quality collection of ingredients or raw materials. An alter in the advertising or marketing expenditure may have to be made, which may lessen the amount of potential customers acquired. Several firms might also decide to pay their employees less if labour costs are among their main expenditures (Regoli, 2019). Customers might have a skewed view of the quality of Lidl's goods, since they are priced at such a low price (Siro, et al., 2008).
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[bookmark: _Toc32067]4.0 CONCLUSION
To sum it up, it can be seen that Lidl has been successfully employing the cost leadership strategy in order to develop their current competitive position. They do so by having a good relationship with the local suppliers, having their stores near national distribution centres as well as keeping their labour costs low. The advantages of Lidl applying this strategy is identified as it assists Lidl in sustainability and erects the barriers for new entries, placing Lidl at a competitive advantage. However, there are also disadvantages to Lidl applying this strategy as it encourages possible price wars and associates Lidl products with lower quality. 
[bookmark: _Toc23173]
4.1 RECOMMENDATIONS
In order to maintain their current rate of growth and expansion, Lidl should create firmer barriers of entry to discourage other companies from entering the British grocery market and possibly encroaching on the market share of Lidl.When they have more stores in the Europe as well as better economies of scale, they will not be as affected to the effects of price wars. Not only that, Lidl’s own array of private brands should be utilised to prevent price wars and comparisons. They should use the prominent amount of exposure they have across the UK and Europe to create stronger barriers of entry for other low-cost supermarket retailers. 
Other than that, Lidl should also enhance their website usability to gain clicks and obtain orders or even delivery. This would broaden their presence in the European market. In order to promote quality and encourage more consumers to buy their products, their website could also provide further information regarding their products. 
CONCLUSION
Not only that, they may also need to expand from their current strategies to stay profitable and innovative in the UK market. They also should create and introduce branded upper-class goods to target a broader demographic and compete on a more even environment with the big supermarket retailers. However though, they must make sure that their existing consumer group is not marginalised, or else they may probably lose their market share.
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