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[bookmark: _Toc25603693]1. Executive Summary
The purpose of the report was to look at how Lidl have developed their competitive strategy by evaluating Porter’s Generic strategies. It was evident that Lidl are currently using a cost leadership strategy. 
[bookmark: _GoBack]Lidl is a discounted supermarket that is one of Europe’s most popular retailer with over 760 stores in the UK alone. Lidl was founded in the 1930’s as a small grocery wholesaler in Germany. By the 1990’s Lidl started to become available in countries such as France with the first UK store opening in 1994.
This report discusses a business-level strategy with the purpose of a business using a strategy is to establish aspects in which they can improve. Utilising a strategy helps a business shift all focus to the same issues in order to achieve competitive advantages over competitors in the industry. 
A competitive advantage is where a business creates value for its customers. Lidl can obtain a competitive advantage by reducing its prices lower than their competitors. There are five different business level strategies and are illustrated in Porter’s generic strategies. Lidl utilise the cost leadership strategy and needs to reduce its costs significantly on advertising and research and development. By doing this, they are likely to gain higher market share within the industry.
Lidl implement the cost leadership strategy by providing its customers with approximately 90% of private label brands. Lidl avoid extra charges from suppliers as the private brands are manufactured just for them. They are also eco conscious and cut costs in terms of their lighting by using as much natural light in their stores and have reduced their carbon footprint by switching to renewable electricity only and introducing solar panels to stores most suitable for them. Lidl have also introduced an automated picking system in their German warehouses, making for more efficient work.
Operating with a cost leadership strategy gives Lidl the opportunity to increase profitability and their market share. This strategy is clearly working for Lidl, who recently achieved its record UK market share – although prices are lower, profit margins from individual products are more significant, maximising profit. There is a chance, however, that Lidl could be drawn into a price war in the future, which could pose a threat to their profits. They are also at risk of losing out on customers by becoming overly obsessed with pricing, ignoring other metrics. As a recommendation for Lidl, it might be worth them widening the use of automation outside of Germany and throughout the UK. Other than that, a fair recommendation would be for Lidl to continue with a cost leadership strategy as they have achieved steady success since joining the UK market. 
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[bookmark: _Toc25603694]2. Introduction
This report will discuss how supermarket Lidl have developed their competitive strategy and how they use that to progress their current position within the retail market. An evaluation of Lidl’s competitive strategy will take place by using Porter’s Generic Strategy model and will include the benefits and limitations of it. The report aims to discuss Lidl from a UK perspective rather than internationally to gain a better understanding of the supermarket chain in the UK.

[bookmark: _Toc25603695]2.1 Background of the Organisation
Lidl is a discounted supermarket that offers its customers high quality products for a low price. It was originally founded as a small grocery wholesaler back in the 1930’s and the first Lidl store in Germany opened in 1973, employing just 3 staff members. Leaping forwards to the 1990’s, the brand started to venture out of Germany and into countries such as France and opened its first UK store in 1994 (Lidl 2017). Store expansion is now peaking at over 760 stores across the whole of the UK and Lidl is now considered to be one of the Europe’s most popular retailer in the food sector (Lidl, 2019).

[bookmark: _Toc25603696]2.2 Definitions of Major Concepts
There are two types of strategies that can be used by businesses. For example, there are business level strategies as well as corporate level strategies. For the purpose of this report, a discussion of just business level strategies will take place. A Strategy can be defined as 
“the direction and scope of an organisation over the long term, which achieves advantage in a changing environment through its configuration of resources and competences with the aim of fulfilling stakeholder expectations” (Johnson et al 2011:3). 
The purpose of a business having a strategic plan is to aid them in improving aspects that they can do better in. Having a strategic plan in place helps drive the focus of the whole company to the same point and helps develop a competitive advantage over other businesses (Olsen, 2011). 
A competitive advantage is developed where a business creates value for its customers. For example, Lidl may want to take the option of having lower prices than its competitors for the same benefits and gain an advantage by having those lower prices (Porter, 2008).
By obtaining a competitive advantage, businesses are set to use business level strategies while they operate. 
“A business-level strategy is intended to help the firm focus its efforts so it can satisfy a group of customers” (Ireland et al., 2012:98).

All businesses decide between five different business-level strategies. They consist of cost leadership, differentiation, focused cost leadership, focused differentiation and integrated cost leadership / differentiation (Ireland et al., 2012). These aspects will be discussed as part of Porter’s Generic Strategies below.





[bookmark: _Toc25603697]3. Porter’s Generic Strategies

Porter’s generic strategies are known as such because they can be deployed by small, medium or large businesses. Before a company such as Lidl settles on which strategy it wants to undertake, Porter suggests that they would need to know the size of the target market while also keeping tabs on the demographics and the variety of products that Lidl want to produce (Hunger & Wheelen, 2001). This model of strategies helps businesses such as Lidl gain a competitive advantage over its rival supermarkets and gives them the opportunities to obtain a larger presence in the competing market. The image below illustrates Porter’s Generic Strategies.
[image: ][bookmark: _Toc25693222]Figure 1: Porter's Generic Strategies (Riley, 2019)










Porter’s generic strategies model can be broken down into three sections, cost leadership, differentiation and focus. The cost leadership aspect of the model should be based on the mass market and businesses such as Lidl would need to focus on driving down the costs for their business. For example, by using cost leadership, Lidl would be required to significantly reduce its costs in many aspects of its business such as advertising, research and development as well as service. Undertaking a strategy this costly will have its benefits for Lidl as they will be providing its customers will lower priced goods compared with its competitors, gaining more customers and therefore still obtaining a profit (Hunger & Wheelen, 2001).

The differentiation aspect tends to be more costly for a business as they can demand a higher price for its products with the aim to sell more at that specified price or to gain customer loyalty to their brand (Porter, 2008). To ensure the strategy is a success, a business would need to invest time and money into research and development as well as marketing (Mindtools, 2019).

A focus strategy is where a business places all of its attention on particular regional markets, certain lines of products as well as a specific group of buyers. This type of strategy can have either a differentiation or cost leadership focus as the business may have differentiated products within a focussed market, or it will sell its products at a lower cost but within the focussed market. 

While this model is fairly comprehensive, there are some companies that do not follow any of the strategies mentioned above and are considered to be ‘stuck in the middle’. This means they are not low cost, they do not offer differentiated products or services and are not low price sellers. As a result of a company not following one of these strategies, they risk having a guaranteed loss in profitability and, not to mention, success (Schnaars, 1998). 

Despite it being argued that if a business does not undertake one of the strategies within the generic strategies model they will be unsuccessful and lose profitability, it has been suggested that business cannot just solely rely on being competitive on their prices like they used to due to an increase in competition (Learning, 2010). If businesses find themselves ‘stuck in the middle’, an effective strategy would be to undertake the hybrid strategy found in Bowman & Faulkner’s strategy clock. It has been argued that businesses that have utilised this strategy and have been successful undertake a mixture of competitive aspects. An example of a business that has successfully utilised the hybrid strategy would be IKEA. They use aspects of both differentiation as well as low cost for their strategy meaning they do not have to focus solely on Porter’s generic strategies to ensure the successfulness of their business (Bambang Baroto et al., 2012).

[bookmark: _Toc25603698]4. Main Body
Based on the Porter’s generic strategies model, it is clear that supermarket Lidl has undertaken the cost leadership approach. As mentioned previously, cost leadership means Lidl will have to drive down costs as a company and in return should obtain a higher market share within the supermarket industry. As a relatively new entrant into the UK grocery market, this proved to be an effective choice given that it is perhaps the most obvious way to gain a competitive advantage over pre-existing retailers (Palepu et al., 2007). While it is difficult to identify whether or not Lidl actually offer the lowest prices, they are able to lead consumers into believing this is the case by targeting a select group of products when identifying a new market (Andersen & Poufelt, 2009). 

One of the reasons behind Lidl undertaking a cost leadership strategy would have been the downfall of the British economy during the 2007 recession, which opened up the opportunity for budget brands like Lidl to sell cheaper products to UK consumers who were looking to minimise their spending (Thompson, 2008). By attracting customers with these prices, Lidl were able to rapidly gain market share which, according to Statista (2019), has continued to steadily grow.
[bookmark: _Toc25603699]4.1 Implementation of the Strategy
There are various ways in which Lidl undertake the cost leadership strategy for their company. One example of them implementing the strategy would be how they mostly provide its customers with private brands. According to an article written by Hanbury (2017), approximately 90 percent of the brands that Lidl supply its customers are all private labels that are simply produced and manufactured just for them. By using private brands, Lidl are able to avoid any extra charges from their suppliers as they have removed the middle man. Hanbury (2017) also suggests that another benefit of supplying mostly private labels is that Lidl are able to gain better control over their manufacturing costs and have the flexibility to have full control over what prices those products are sold at. This means that Lidl are able to sell products for higher margins compared to other brands due to the original costs would be lower (Hanbury, 2017).

While Lidl are proving they are conscious about protecting the environment, they are continuing to reduce their costs with as many stores as possible. A supermarket spokesperson has suggested that they take a different perspective on waste and inefficiencies, with the focus being on how much these will end up costing Lidl’s customers (Hanbury, 2017). One of Lidl’s main focuses is to cut costs on their lighting, with a spokesperson suggesting they try and use as much natural light as possible per store (Hanbury, 2017). Since March 2018, Lidl have significantly reduced their carbon footprint by switching to renewable electricity only, while also fitting solar panels to suitable stores (A better tomorrow, 2019). By making these changes for the environment, Lidl will be significantly reducing their costs of electricity, giving themselves more capital to spend on other investments. 

Despite this report focussing on Lidl as a company throughout the UK, it is also worth mentioning that its logistics centres in Germany have introduced an automated picking system for their warehouse. The system is designed to pack and stack pallets as preparation for transporting as well as unloading the pallets at destination (Logistics Manager, 2013). This expansion also includes 
“a high bay racking system with five aisles and around 15,000 pallet storage spaces” (Bush, 2013).

With Lidl investing in this level of technology and automation, it is almost guaranteed that it will be saving them a large sum of money due to the fact that they do not need to pay staff members to carry out these tasks.

[bookmark: _Toc25603700]4.2 Advantages of the Strategy

Even though Lidl have adopted the cost leadership strategy for their business it does come with a series of advantages and disadvantages. By operating at a lower cost in a particular industry, it gives the business the opportunity to achieve an increase in profitability. This means that with selling and producing products with lower costs, the business is able to strategically adapt their prices to compete with rival companies in the same industry making the profit margins wider than competitor companies investing more into the same quality products (Hassan, 2015). 
With Lidl undertaking this type of strategy, it gives them the advantage to increase their market share. For example, as mentioned previously they are gaining higher profitability meaning that when operating with lower costs they can use that profitability increase to drive customer demand as well as their current market share. As of August 2019, Lidl achieved its largest market share in the UK grocery industry since its entry into the market, achieving 5.9% (Makortoff, 2019). 
Lidl will also find that they have more capital from using the cost leadership strategy (Hassan, 2015). This is because, although its products are being sold for lower prices, the profit margins from each individual sale are higher. This capital can be used to invest into the growth of the company, allowing for expansion and the potential for further profits in the future.  



[bookmark: _Toc25603701]4.3 Disadvantages of the Strategy

Based on the benefits mentioned above relating to cost leadership strategy, there are some limitations that Lidl might need to focus on in order to ensure they are doing right for their customers and not just the company. By focussing too much on cost, Lidl may not be looking at customer buying trends. This means that, when buying trends are changing among customers in the industry, failing to implement said changes could see Lidl lose out on customer loyalty (Hassan, 2015). By losing out on this customer loyalty, Lidl will not only be reducing their own sales but increasing the sales of their competitors, who may well have found another, similarly priced store to shop at which offers a better shopping experience. These competitors will then have a competitive advantage over them in the future, meaning they might be able to perform actions such as increasing prices or widening their product range.

Lidl may also find themselves as part of a price war when the cost leadership strategy is replicated among other competitors in the industry. This is difficult for all who are involved as there are limitations to how low companies can drop their prices while still making a profit. Once prices reach their lowest point, it will then be left to the customers to decide who to buy their products and services from (Huebsch, 2019). 
[bookmark: _Toc25603702]5. Conclusion
In conclusion, Lidl is making effective use of the cost leadership strategy as part of Porter’s generic strategies model with them selling 90% private labelled brands as a means of reducing costings and obtaining a higher profitability and market share throughout the industry. It is mentioned throughout the report that some businesses do not utilise any of the strategies seen in Porter’s generic strategies and are considered ‘stuck in the middle’ however, it has become evident that Porter’s model is not the only model to exist and businesses who want to be successful can undertake a hybrid strategy. The cost leadership strategy has its advantages for Lidl, but also comes with limitations such as, it could lead them into price wars with their competitors, battling for the cheapest prices. By doing this they run the risk of it being fatal for the business. Below are some recommendations as to what else Lidl can take on in order to reduce their costs even more. 

[bookmark: _Toc25603703]6. Recommendations
As mentioned throughout the report, Lidl have introduced a Schaefer in their logistics centres in Germany to improve efficiency with packing and transporting pallets. One of the recommendations the writer would give Lidl is that they could introduce the Schaefer into the UK to better their performance in all warehouses, reducing more costs that they would usually be paying out on labour.
Based on literature throughout this report, the writer would also recommend to Lidl that they do not consider changing their strategy to differentiation or a focussed strategy as the cost leadership strategy is proving to work well for them. If they were to change their current strategy, they risk losing the current market share they have as well as possibly experiencing a reduction in profitability levels. 
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