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1.0 [bookmark: _Toc25467346]EXECUTIVE SUMMARY
The purpose of this report is to investigate the business strategy used by a discounted grocery shop in the UK, which is Lidl UK. Lidl UK is a company that has use cost leadership strategy as their main business strategy to compete in the market. The cost leadership strategy is about gaining cost advantage by producing goods and services at a lower cost than rivals.
Through this report, the action that Lidl UK that implements in the cost leadership can understand such as reduce the labor cost, limited the selection and provide the fast-moving items to consumers. These implementations have helped the company to gain more profit and can compete with other companies during the Brexit. This is due to the products and the prices provided to consumers are fulfilled with their needs and demand.
Lidl UK also gains some benefits through this cost leadership strategy such as gain more profit as mentioned before and able to improve the sustainability of the business in the future. This is due to the low initial costs required. However, there are some disadvantaged had appeared when Lidl UK try to reduce their operating costs in the business. For example, businesses harmed due to their bad reputation. The reasons are the threat to the employees is not fairs as they need to always work overtime. 
EXECUTIVE SUMMARY
Therefore, some recommendations have provided in the last section to help Lidl UK to improve its business and increase its competitiveness in the market. For example, use suitable strategies to solve the company’s internal issue and also provided more innovative products with low cost to attract different categories of consumers such as young people and international tourist.
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[bookmark: _Toc25467347]2.0 INTRODUCTION
[bookmark: _Toc25467348]2.1 REPORT REMIT
[bookmark: _GoBack]In this report, the business strategy used by Lidl UK will be investigated. Through this report, the concept such as strategy and business-level strategy can be understood. Also, the ways or methods that Lidl UK implements its strategy into a business can be clearly known. Not just about that, what are the benefits and disadvantages of the business strategy will be classified. At the end of the report, several recommendations will be provided in order to help Lidl UK to improve their business.
[bookmark: _Toc25467349]2.2 BACKGROUND OF THE ORGANISATION
Lidl Stiftung & Co. is a Germany based global discount supermarket chain. It was founded by the Schwarz family in the 1930’s as a grocery wholesaler and started to open the stores in another region of Europe (Ward, 2012). Today, Lidl is well known as a main European food retailer and has more than 3000 stores in Europe such as the UK (Lidl GB, 2019). 
In 1994, Lidl has opened its first UK stores and was successfully grew rapidly compared to other stores. Currently, there are more than 760 stores and 13 regional distribution centres across Britain (Lidl GB, 2019). The expansion of the business chain in the UK also helps on creates more job opportunities to society as there are over 22,000 people are employed under Lidl UK stores (Lidl GB, 2019).
Lidl Company aims to provide customers the highest quality products at the lowest price and try to work closing with the local suppliers (Lidl GB, 2019). Also, Lidl Company has several missions such as try to deliver outstanding customer satisfaction (Lidl GB, 2019).
According to the customer satisfaction survey 2017, there is a total of 72% of the customer were satisfied with the Lidl UK such as pricing and services in-store (The Guardian, 2017). With the positive acceptance among consumers, Lidl had announced and decided to spend more £15 billion on the British market over the next five years (Brazell, 2019). 
[bookmark: _Toc25467350]2.3 DEFINITIONS OF MAJOR CONCEPTS
The strategy is a framework that helps the company to make the appropriate decision in the business process such as investment (Lathen, 2017). Before a company starts its business plan, the strategy needs to be established to focus on the true direction and avoid enormous confusion. While the business-level strategy is a detailed action that helps the company to achieve a competitive advantage by exploiting core competencies in a specific market. (Nandakumar, Ghobadian, Nicholas, 2010). This strategy will help the company gains profit margins through position itself in the market. For example, cost leadership strategy.
A competitive advantage is what makes an entity's goods or services superior to all of a customer's other choices (Waverman, 1993). Innovation is the best tool to create competitive advantages and able to bring company growth and becomes a leader among the competitors (Verganti, 2009). The company might more innovate in its business processes such as innovation in product, marketing, and planning.
Porter’s Generic strategies are four ‘generic’ business model that can be adopted in the business to gain competitive advantages (Porter, 1985). According to this model, a company can choose how to compete with its competitors by using different strategies (Akan, Allen, Helms & Spralls, 2006).  
However, there is some argument said that Porter’s model only can works on the situation that the company is operating “normally in a competitive environment (Francis, Desai, 2005). But what if the company faces internal problems such as a turnaround situation (Pretorius, Holtzhauzen, 2008)? Therefore, the company should think about the solution of itself as the generic strategies could not help in this matter.
[image: Hasil carian imej untuk porter generic strategies]
Diagram 1: Porter’s Generic Strategies (Porter, 1980)
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[bookmark: _Toc25467351]
3.0 MAIN BODY
Lidl UK has use cost leadership strategy as their main business strategy to compete in the market. The cost leadership strategy is about gaining cost advantage by producing goods and services at a lower cost than rivals (Mohamed, Ann & Yee, 2014; Hilman, 2009; Allens & Helms, 2006). Firms could make forward, the backward and horizontal combination of strategies to gain cost advantage (Hilman, Mohamed, Othman, & Uli, 2009).
The use of the cost leadership strategy had help Lidl UK to success in competing with other competitors such as Morrison. In September 2015, Lidl UK had achieved around 10% of UK grocery sales (Don, 2015). Since 2011, the sales of Lidl UK had growth more than double as the cost leadership has resonated with consumer’s post-global economic crisis (The Grocer, 2011).
Lidl UK also offers a limited range of own branded products at low prices compare to other UK supermarkets. The most important is Lidl UK obtains all the raw material from the local manufacturer (Lidl GB, 2019). So, when there are some politic and economic crisis occur such as Brexit, Lidl UK still can maintain their profit by providing low costs (Felix, 2016). This is due to Lidl UK can save the operation cost from the transportation aspect with the company does not need to pay the huge transportation cost from oversea manufacturers.
[bookmark: _Toc25467352]3.1 IMPLEMENTATION OF STRATEGY
Lidl UK aims to gain a market share by offering low-cost products to appeal to consumers (Lidl GB, 2019). Therefore, they need to be the lowest-cost producer in the production process.  Although Lidl UK will reduce any unnecessary costs, it will reduce the overhead of operation cost as a priority such as labor cost. There are several methods used by Lidl UK to apply a cost leadership strategy:
[bookmark: _Toc25467353]3.1.1 PRIVATE LABEL-BRANDS
There are around 90% of the products in Lidl UK are private label brands and it is manufactured especially for Lidl (Lidl, 2019). With these private products, Lidl UK can eliminate the extra costs from suppliers as the middle person since the flow of the products can be controlled by the company itself (Mary, 2017).  Also, Lidl UK also can own the control of setting the selling price for low or high. 
Generally, private labelling is a positive trend. It can help Lidl UK to lower manufacturing costs, bring benefits for the consumer by offering low-cost products (Biscotti, 2019). The most important is especially it can play a corporate social responsibility by helping the consumers from the lower-income and middle-income groups.
In short, since the capital cost is much lower, Lidl UK private label brands products can gains high profit compare to the other national or overseas brands.
[bookmark: _Toc25467354]3.1.2 LOW LABOR COST
Lidl UK also hires fewer employees in stores to provide low-cost products to consumers (Ruddick, 2015). The company also introduced modern technology into the business in order to limit the interaction of humans (Mary, 2017). 
Also, customers are required to weigh their product such as vegetables by themselves and lastly bag their own things after the payment had been made (Biscotti, 2019). Therefore, Lidl UK does not require to recruit more employees to serve the customers. As an exchange, Lidl provides low price products to customers while customers need to serve themselves during the purchasing process.
 Employees in Lidl UK are cross-trained to make sure that each of them can work in different departments (Mary, 2017). This action can help staffing become more efficient and flexible. However, the work-life balance of staff might not be achieved since the small number of employees need to take responsibility for the huge amount of work (Glassdoor, 2017). For example, employees in Lidl UL need to work overtime at least 4 hours every day to complete the task (Zlata, 2017). 
 Although Lidl UK can save operation costs to provide low-cost products to the customer, it still can lose their market share. This is due to many employees might not satisfied with the company and will lead to the failure of building a good reputation among the consumers. ‌
[bookmark: _Toc25467355]3.1.3 LIMITED SELECTION AND FAST-MOVING ITEMS
Lidl UK had provided limited selection products to consumers (Mary, 2017). These products can be classified as fast-moving items. For example, toiletries, cereals, and pints of milk. Based on Scott (2017), through a limited number of items, there is a large sale volume among the consumers. 
This limited selection of products can give Lidl produces larger quantities of similar products and lower production costs. This is due to Lidl UK does not need to pay extra costs to produce different types in the same items.
Also, fast-moving products can help Lidl UK to gain more profit. As the example given above, there are the items that need by every consumer in their daily life. This means that the fast-moving items can help the company to save the operation cost such as inventory cost and warehouse expenses. 
In the nutshell, Lidl UK can reduce production costs by limited the selection of products and offering fast-moving products. This action can help the company to avoid loss in business as the products are needed in every consumer’s family. With the low production cost, Lidl UK finally can offer a low cost for its consumers and gain profit from it
[bookmark: _Toc25467356]3.2 ADVANTAGES & DISADVANTAGES OF THE STRATEGY
Cost leadership strategy is a two-sided strategy. It can bring positive or negative impact for Lidl UK in particular cases. There are some advantages and disadvantages of this strategy:
[bookmark: _Toc25467357]3.2.1 ADVANTAGES OF THE STRATEGY
3.2.1.1 ENABLE TO GAIN MORE PROFIT 
Cost leadership is a strategy that focuses on reducing the operation cost in the company. So, it will be possible to help the company to gain more higher-margin profit by reducing unnecessary costs (Porter, 1985). When there is competition between each company that occurs such as price wars, Lidl UK might attain more business because of the strong value proposition to consumers, which is enables to provide low price products with good quality (Patrick, 2017).
3.2.1.2 ENABLE TO IMPROVE BUSINESS SUSTAINABILITY
Also, when there is a lower cost for business, the extra profit can be used in other parts of the business and not just provide low-cost products to consumers (Bonini, 2011). For example, invest in the sustainability of the business. This action can bring benefits to Lidl UK when there is some uncertainty accident or situation that occurs. As an example, Brexit. The unstable of economics situations such as the economic downturn will definitely affect all the businesses (David, 2019). However, with the preparation of sufficient capital will help Lidl UK to survive during bad conditions. 
3.2.1.3 ENABLE THE INCRESE OF MARKET SHARE
[bookmark: _Toc25467358]Not only can gain more profit and improve business sustainability, a cost leadership strategy able to help the company increase its market share over time as well. When consumers would like to get more products with the limitation of the budget, the low-cost products will be considered first (Felix, 2016). For example, when Lidl UK able to provide a low-cost product with acceptable quality to consumers, it will be the first choice for consumers to purchase their needs. Over time, the company can induce and expand its business into a bigger market and compete with other companies.
3.2.2 DISADVANTAGE OF THE STRATEGY
3.2.2.1 BUSINESS HARMED DUE TO FINANCIAL CUTS IN IMPORTANT ASPECTS
It is a normal situation that Lidl UK would like to save operation costs and searches for several methods to cut down the budget from the internal environment itself. However, it will be unwisely when Lidl UK looks to reduce the cost in certain important aspects such as labor costs. This will lead to many employees in Lidl UK need to work doubled and overtime as there is an insufficient workforce in the company (Glassdoor, 2007). Although the low price that provides to customers is good, it still can affect the company's reputation when consumers realize the company is irresponsible to their workers. 
3.2.2.2 UNABLE TO ADAPT WITH CUSTOMER’S PREFERENCE CHANGE
When Lidl UK is too focused on the price of the product, it will lead to the company will lose sight of the market's latest conditions such as customer’s preferences (Linkilaw, 2015). Customers are always changing their preferences any time and it is hard to predict and the company should always make a research about it. Otherwise, the company might lose its market share as customers are willing to pay more in order to get their demand and needs. Therefore, some action should be make such as customer feedback to more understand customer’s need all the time (Kierczak, 2016).
3.2.2.3 ENCOURAGE LOW QUALITY OF PRODUCTS
Cost leadership strategy will required a company to cut own their operation costs (Porter, 1980). However, it is not an easy task as every elements in the production process will affect the quality of products. Therefore, some company might seek to use the low quality raw materials to produce the final products that will offering to the customers (Ruddick, 2015). The purpose of this action is to increase the profit margin of the company. This situation had affect the quality of the production process and the products are unable to satisfy customer’s need. At the end, customers are not willing to visit the company and willing to pay more for getting the good quality products from other companies. (Latham, 2017).
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CONCLUSION
[bookmark: _Toc25467359]4.0 CONCLUSION
In conclusion, the unstable economic situation in UK had led to an increase of the demand for the discounted grocery shop. This situation gives the opportunity to Lidl UK for gaining more customers. This is due to the cost leadership strategy had been used and had fulfilled many people's needs. 
Many actions had been taken by Lidl UK in order to provide a low-cost product such as reduce the labor cost, produce private label brands products and also limited the products by providing more fast-moving items.
This strategy has brings many advantages to Lidl UK. For example, gain more profit and improve the sustainability of the business by using the extra profit. However, the action that reduces the operating costs in some important parts of the business had led to some negative impacts such as business harmed and unable to adapt to customer’s preferences change due to only focus on the price of products.
4.1 RECOMMENDATIONS
As discussed, there is some argument said that Porter’s model cannot be used when the company faces internal problems such as a turnaround situation (Pretorius, Holtzhauzen, 2008). Therefore, Lidl UK should always alert with their company situation and thinks about the suitable strategy to be used. Not just about that, the company should also make sure the internal issue such as the staff working hour is rational. This is due to the employees can affect the company’s reputation and productivity. With a good reputation, it can help company to gain more customers.
Also, Lidl UK can try to provide more types of products in order to attract more customers from different demographics such as young people and not just family groups. The company can be more innovate during production. This action can help to attract more customers with the concept of “modern products with the lower cost”. Since there are more international visitors visit the UK, the company can provide some international foods in their stores (Cofey, 2017). This action can help Lidl UK to gain international customer sources.
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