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[bookmark: _Toc25721918]1. Executive Summary
This report aimed to identify and evaluate the advantages and the disadvantages of competitive strategy that Lidl have used. The appropriate recommendations will be given at the end of the report. 

Lidl is a German global discount supermarket chain. In 1973, the first Lidl store started its business. Lidl was famous in Germany in 1980s. There are approximately 300 stores across Germany and the number of employees increased by 8% from 2018 (Lidl, 2017). 

The main findings of this report are Lidl Company utilizes a number of methods of cost leadership strategy including using the private-label brands, using the limited selection of items, using the economic of scale and decreasing the labor costs in supermarkets in order to keep the costs down. The main drawbacks of this strategy are the lack of product innovation, unable to guarantee every item with a high quality, the lack of customer feedback, the replicability of the same strategy, having some difficulties of reducing costs and only practical for the large companies. The main benefits are improving the profit, sustainability and market share. Besides, it is beneficial for the organizational culture. 

In order to solve some problems of the cost leadership strategy, there are a number of recommendations for Lidl Company. The virtual technology can be considered taking to solve the problem of reducing costs. Besides, Lidl can consider taking some simple methods to reduce the costs of materials. For example, Lidl can consider selling waste cardboard, paper and metal rather than sending it to the recycling place. In addition, strengthening the staff training in order to improve the operational efficiency is also an acceptable approach. 


[bookmark: _Toc25721919]2. Introduction
[bookmark: _Toc25721920]2.1 Report Remit
This report is seeking to identify and evaluate the benefits and the drawbacks of competitive strategy that Lidl have used. The appropriate recommendations will be given at the end of the report. 

[bookmark: _Toc25721921]2.2 Background of the Organization
[bookmark: OLE_LINK6]Lidl is a German global discount supermarket chain. Lidl has its headquarters in Neckarsulm. In 1973, the first Lidl store started its business. By the 1980s, Lidl was well-known in Germany. 300 stores were opened across Germany and seven people were employed in each store averagely. In 1990s, stores started opening outside Germany, beginning in France. In 1994, the first store in UK was opened, and today there are 600 stores in UK. The mission of Lidl is high quality and reasonable prices (Lidl, 2017). From 2012 to 2018, the turnover of Lidl showed an upward trend. In 2018, the turnover of Lidl reached the highest point at 474.5 million, which is doubled as much as in 2013 (Statista, 2019). On June 15, 2017 Lidl started its US penetration with the opening of 10 stores across three states, with 90 more stores expected to be in operation by mid-2018 (MarketLine, 2017). 

[bookmark: _Toc25721922]2.3 Definitions of Major Concepts
Porter's generic strategies describe the way the company gains competitive advantage across its market scope. In order to gain the competitive advantage, there are three strategic approaches including cost leadership strategy, differentiation strategy and focus strategy. The figure one illustrates the basic theory structure of Porter’s generic strategic model. This model shows that the cost leadership strategy and differentiation strategy are broad, which means that these two strategies are both aimed at the whole markets. Conversely, the cost focus strategy and differentiation focus strategy are narrow, which indicates that these two strategies are both aimed at some niche markets. Overall, this theory model can help the businesses to increase competitive advantage in a marketplace. However, this theory model also has a number of shortfalls of lacking suppleness and having some limitations (Porter, 1980, p.23). 

The core concept of the cost leadership is using a number of methods to lower the costs in a marketplace. The advantage of cost leadership is that it can increase market share by reducing costs and therefore rise the revenues. The definition of differentiation strategy is providing distinctive qualities in order to win market share. The main benefit of the differentiation strategy is that it can build the consumer loyalty. The concept of cost focus strategy is that companies take the cost leadership strategy aimed at some niche markets. The definition of differentiation focus strategy is that enterprises implement the differentiation strategy aimed at some specific markets (Porter, 1980, p.43). Cost Leadership 
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Figure1 Porter's generic strategies model 
Sources from:< https://www.ifm.eng.cam.ac.uk/research/dstools/porters-generic-competitive-strategies/>



[bookmark: _Toc25721923]3. Main Body
[bookmark: _Toc25721924]3.1 Implementation of the Strategy of Lidl
In this case study, Lidl has implemented the strategy of cost leadership. The definition of cost leadership is that companies attempt to improve productivities and decrease production costs below the industry average or their closest entrants in order to set up a competitive advantage in a marketplace (Thompson, 2019). 

[bookmark: _Toc25721925]3.1.1 Approaches of Keeping the Costs Down 
[bookmark: OLE_LINK10][bookmark: OLE_LINK8][bookmark: OLE_LINK9]Mary Hanbury found that Lidl was approximately 9% cheaper than Walmart, the largest supermarket in the US. Lidl provided products for as much as fifty percent less than competing stores. So far, 10 stores of Lidl have been opened along the East Coast and is scheduled to open 80 next year (Hanbury, 2017). Here are the approaches of keeping the costs down in Lidl. 

[bookmark: OLE_LINK11]The first approach is that the range of products is limited. They sustain extremely low prices on a small number of popular stuffs such as a gallon of water at $1.69 and a dozen eggs for 65 cents at the time of this writing (Bishop, 2017). As it is ordering larger amounts of smaller number of products, the limited diversity can offer Lidl more purchasing power with its providers (Peterson, 2017). 

The second approach is that the large number of the items in Lidl stores are private-label brands, which has a positive impact on the company. Firstly, the mediator can be whittled down and the extra costs from a trader can be eradicated. Therefore, it can improve the profit margins (Pettinger, 2014). Secondly, if there are industrial installations in the retailer, the assets costs can be amortized over the united marketing and industrial base. As a result, the unit costs can be reduced to an extent (Lewis, 2013). 

[bookmark: OLE_LINK12]The third approach is the economic of scale. The economic of scale means that the company increases the production and expands the production scale in order to reduce the production costs. The immovable costs such as administration, are widespread over the units of manufacturing (Amadeo, 2019). Therefore, the companies can gain competitive advantage and improve the profitability with the low costs. When a company branches to manifold product lines, the economic of scale will arise. They can gain profits by uniting matching business functions, product lines, and industrial procedures (Amadeo, 2019). 

The fourth approach is to reduce the labor costs. There are sufficient technology and automation in the back room in Lidl in order to reduce the quantity of human collaboration. Customers are expected to weigh their produce and bag their own foodstuffs (Koontz, 2017). In addition, a large number of goods are displayed in the wrapping during the shipment, therefore the human resource can be reduced and the restocking process can be also accelerated (Mushkin, 2017). 

[bookmark: _Toc25721926]3.2 Advantages and Disadvantages of the Cost Leadership Strategy
[bookmark: _Hlk25006584]
[bookmark: _Toc25721927][bookmark: OLE_LINK1][bookmark: OLE_LINK2]3.2.1 Benefits of the Cost Leadership Strategy
[bookmark: _Hlk25641272]Better profitability can be created is the first benefit of the cost leadership strategy. As the development and manufacturing costs are decreased by the companies, there tends to be possibilities of higher profitability for the enterprises. People can acquire more businesses if competitive price is offered (Future of working, 2013). 

Attracting and improving a large proportion of market share is the second benefit of the cost leadership strategy (Mack, 2013). The products with excellent qualities and low prices can draw the attraction of the customers. During the Christmas transaction period in 2015, Lidl has become the fastest grocery store in British. The report states that the marketing growth was higher in 2015 than the prior year, during the festival period, the sales reached the highest point at £1.1bn and it increased by 18.4%. Besides, the customer dealings reached to 24 million, which was also the highest point. The following figure 2 illustrates the proportions of the changes in increasing market share among 8 supermarkets in British from 12 weeks during Christmas period in 2015 to 3rd January, 2016. It shows that the supermarkets with the largest market growth are Aldi and Lidl. The market share of Lidl increased by 18.5% and Aldi increased by 19.80% (Engaging Marketing, 2013). 
 


 

Figure 2  The changes of market share from 12 weeks to 25th December, 2015 to 3rd January, 2016
[image: ]

Sources from: < https://www.retailgazette.co.uk/blog/2017/05/big-4-grocery-market-share-aldi-lidl/>  









Improving the sustainability of the business is the third benefit of this strategy. There will be fewer enterprise bankruptcy when the costs are lower in the companies. When the financial conditions become terrible, remaining the low cost can make the companies more sustainable. When the financial crisis occurs, remaining the low cost can give the companies great opportunities for survival (Future of working, 2013). At Lidl, the whole mission is to offer communities high quality products at low prices. Sustainability is an important indicator of quality. In order to motivate the customers to participating in taking actions for environmental sustainability, they have partnered with How2Recycle® to provide reutilizing information on product wrapping (Lidl US, 2014). 

Providing the accessibility of more resources of investment is the fourth benefit of the cost leadership strategy. The higher profits can hold back capital from each business despite the low cost of items and services. In order to promote the investments and provide capital for development, the low-cost leadership businesses attempt to use the extra funds (Future of working, 2013). 

The fifth benefit of the cost leadership strategy is that it can provide the organizations which have cost leadership styles with some advantages for the future. The new market competition will be restricted as there may be difficulties for the competitors to achieve the equal price. As a result, the market competition can be decreased to an extent (Future of working, 2013). 
[bookmark: OLE_LINK4]Promoting the development of the economized organizational culture is the sixth benefit of this strategy as the companies attempt to reduce the costs of inputs. For example, if the clothing store can keep a balance between high quality and low costs, the economized culture can become the biggest advantage, which means that the company’s professional knowledge of saving costs can help to reduce the charge. At the same time, it can help to gain the profits analogous to some competitors (Mack, 2013). 

[bookmark: _Toc25721928]3.2.2 Disadvantages of the Cost Leadership Strategy
[bookmark: OLE_LINK3]The product novelty tends to be decreased is the first drawback of the cost leadership strategy. Research and development tend to often happen in the first slash of the cost leadership. Research and development appear to be an extra cost for a number of leaders. The consequence of the slash of the capital is that there may be a decreasing number of innovative products or services. Therefore, the opportunities for creation will be decreased (Future of working, 2013). 

The second drawback of this strategy is that it can not guarantee every product or service with an acceptable quality. The aim of this strategy is to reduce the manufacturing costs, at the same time, it can also produce a high-quality goods. The customers can only interact with the brands when the items meet the expected standards (Future of working, 2013). 

The third drawback of the cost leadership strategy is that the significance of feedback from clients may be decreased. If the main goal is to decrease the costs, the purchasers tend to spend more money in buying competitive items as they can meet their demands well (Future of working, 2013).  

The fourth drawback of the cost leadership strategy is that other companies may sometimes copy the same strategy and the advantages of this strategy are always transient. When one enterprise sees the advantages of reducing the costs in order to make a better profitability, other enterprises may follow the same approaches of cutting the costs. In addition, there may be threat of technological development in the manufacturing that makes previous technologies and items outdated. The main reason is that cost leaders always pay attention to improving the current items, procedures and services (Global NP solutions, 2009). 

The fifth drawback of this strategy is that there may be some difficulties of reducing the costs. For example, in order to make a higher profit, a lower quality of resources may be needed. Besides, the number of new clients may be decreased as there may be some possibilities of the modification of the budgets of marketing and advertising (Future of working, 2013). 

The sixth drawback of the cost leadership strategy is that it is only practical and suitable for the companies which can produce a large volume of sales. For example, people can only find the cost leaderships work in some organizations which have a huge economic of scale such as Tesco. By contrast, people can not find them in some small stores (Future of working, 2013). 

There are some critiques about the cost leadership strategy. Overall, this strategy is beneficial for making higher profitability, attracting the market share and providing the survival chances for enterprises. However, there are also a number of limitations of this strategy. Mintzberg (1988, p.42) held a point of view that this strategy is only practical for the large companies with huge tonnage. Besides, the cost leadership strategy has some possibilities of depressing the purchasers’ faithfulness. The main reason is that the purchasers who are sensitive to prices may change when there is a cheaper succedaneum in a marketplace. The reputation of bad quality may also occur. Daniel (2008, p.15) found out that there are challenges when the strategy of cost leadership is used in developing markets. For example, the cost leadership strategy is hardly effective in some developed countries such as China, India. Porter (1980, p.36) found out that a large amount of prior cost investment should be highly required in cost leadership strategy. It is not prudent to invest a large amount of money on the most advanced equipment when the market lacks the advantages. Porter (1980, p.36) hold a point of view that in order to reduce the overall costs, a high market share should be needed. Besides, in order to achieve the position of cost minimization in the research and development areas, the huge amount of concerns from managers about the cost control should be highly required. 
[bookmark: _Toc25721929]4. Conclusion
[bookmark: OLE_LINK7][bookmark: OLE_LINK13][bookmark: _Hlk25647473]This report draws conclusions that Lidl takes a number of measures to keep the cost low in order to gain market share and competitive advantage in a marketplace. In order to keep the cost down, Lidl Company uses the private labeling brands, the limited selection of groceries, uses the economic of scale and decreases the labor costs. Making better profitability, improving the market share and the sustainability of the company, offering approachability of more resources of investment, providing some advantages for the future of the cost leadership and promoting the growth of the economized organizational culture are the main benefits of the cost leadership strategy. The main drawbacks of this strategy are the decreased product innovation, having no ability to guarantee every product or service with an acceptable quality, the decreased importance of customer feedback, the replicability of the same strategy, having some challenges of reducing costs and only viable for the large companies. In addition, this strategy also has some limitations in some developed countries. 
[bookmark: _Toc25721930]4.1 Recommendations
[bookmark: OLE_LINK14][bookmark: OLE_LINK15]In order to overcome some of the drawbacks of the cost leadership strategy, there are a number of recommendations for Lidl Company. In order to decrease the difficulties of reducing the costs, Lidl can consider using the virtual technology such as Google. Besides, Lidl can consider a number of simple approaches of reducing the material costs. For example, rather than sending it to the reusing center, Lidl can consider selling surplus hardboard, paper and iron. In addition, Lidl need to consider strengthening the internal training and management of personnel and improving the operational efficiency of daily work. Through external training, the company can encourage employees to obtain professional titles to improve the skill level and operating efficiency of department employees, thereby generating direct benefits, thereby reducing the company's operating costs. 


[bookmark: _Toc25721931]5. References
Amadeo, K. (2019) Economic of scale [online] Available at< https://www.thebalance.com/economies-of-scale-3305926> Accessed [7th November, 2019] 

Bishop, B. (2017) Digging into why Aldi & Lidl are so successful and what this means for the future [online] Available at< https://www.brickmeetsclick.com/digging-into-why-aldi---lidl-are-so-successful-and-what-this-means-for-the-future> Accessed [4th November, 2019] 

Daniel W. Baack (2008) ‘A critique of Porter’s cost leadership and differentiation strategies’, Chinese Business Review, 9(4), pp.13-15

Engaging Marketing (2013) Aldi and Lidl entice one million extra shoppers over Christmas [online] Available at< https://www.marketingweek.com/aldi-and-lidl-entice-one-million-extra-shoppers-over-christmas/> Accessed [9th November, 2019] 

Future of working (2013) 14 Advantages and Disadvantages of Cost Leadership Styles [online] Available at< https://futureofworking.com/14-advantages-and-disadvantages-of-cost-leadership-styles/> Accessed [8th November, 2019]

Global NP solutions (2009) Cost Leadership Strategy [online] Available at< https://globalnpsolutions.com/2015/09/cost-leadership-strategy/> Accessed [11th November, 2019] 

Hanbury, M. (2017) A German grocery chain that's coming to America is already dominating Walmart on prices — here's why it's so cheap [online] Available at< https://www.businessinsider.com/how-lidl-keeps-its-prices-down-2017-6?r=US&IR=T> Accessed [4th November, 2019] 

Koontz, M. (2017) A German grocery chain that's coming to America is already dominating Walmart on prices — here's why it's so cheap [online] Available at< https://www.businessinsider.com/how-lidl-keeps-its-prices-down-2017-6?r=US&IR=T> Accessed [7th November, 2019] 

Lewis, M. (2013) Understanding the Value of Private Label Store Brands – Reasons to Buy [online] Available at< https://www.moneycrashers.com/private-label-store-brands/> Accessed [6th November, 2019] 

Lidl (2017) A Lidl Bit of History [online] Available at<https://careers.lidl.co.uk/en/our-history-1819.htm> Accessed [2nd November, 2019] 

Lidl US (2014) Every step makes a difference [online] Available at< https://www.lidl.com/sustainability> Accessed [10th November, 2019] 
Mack, S. (2013) Advantages of the Cost-Leader Strategy [online] Available at< https://smallbusiness.chron.com/advantages-costleader-strategy-67155.html> Accessed [8th November, 2019] 

MarketLine (2017) The Big 6 UK Food Retailers: How supermarkets are responding to the discounter threat [online] Available at< https://store.marketline.com/report/ml00019-024--the-big-6-uk-food-retailers-how-supermarkets-are-responding-to-the-discounter-threat/> Accessed [3rd November, 2019] 

Mintzberg, H. (1988) ‘A critique of Porter’s cost leadership and differentiation strategies’, Chinese Business Review, 9(4), pp.41-43

Mushkin, T. (2017) A German grocery chain that's coming to America is already dominating Walmart on prices — here's why it's so cheap [online] Available at< https://www.businessinsider.com/how-lidl-keeps-its-prices-down-2017-6?r=US&IR=T> Accessed [8th November, 2019]

Peterson, H. (2017) A German grocery chain that's coming to America is already dominating Walmart on prices — here's why it's so cheap [online] Available at< https://www.businessinsider.com/how-lidl-keeps-its-prices-down-2017-6?r=US&IR=T> Accessed [5th November, 2019] 
Pettinger, T. (2014) Private label brands [online] Available at< https://www.economicshelp.org/blog/12415/business/private-label-brands/> Accessed [6th November, 2019] 

Porter, M. E (1980) ‘Techniques for Analyzing Industries and Competitors’, Porter's Competitive Strategies, 15(3), pp 43-44

Porter, M. E (1980) generic strategies, performance and risk. Hamburg: Diplomica Verlag. 

Porter, M. E. (1980) ‘A critique of Porter’s cost leadership and differentiation strategies’, Chinese Business Review, 9(4), pp.35-36

Statista (2019) Turnover of Lidl in the United Kingdom (UK) from 2012 to 2018 (in million GBP) [online] Available at< https://www.statista.com/statistics/919806/lidl-turnover-in-the-united-kingdom/> Accessed [2nd November, 2019]

Thompson, J. (2019) Cost Leadership & Competitive Advantage [online] Available at<https://smallbusiness.chron.com/cost-leadership-competitive-advantage-35159.html> Accessed [4th November, 2019]
1

image1.png
The increased changes of market share from 12 weeks to 25th December,2015 to 12 weeks to 3 January,
2016

1.70%

0.90%

i

1.50%

= Tesco = Sainsbury's = Asda = Morrisons = Aldi = Co op = Waitrose = Lidl




