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[bookmark: _Toc11695_WPSOffice_Level1][bookmark: _Toc3042_WPSOffice_Level1][bookmark: _Toc9610]Executive Summary
The objective of this study is to analyse Lidl's competitive strategy adopted in the current business environment and how to implement it based on porter's generic competitive strategy, so as to analyse the source of Lidl's competitive advantage. Moreover, the advantages and disadvantages of Lidl's competitive strategy are evaluated, and some suggestions are made on its strategy. 

Lidl is a German global discount supermarket chain, currently operating in 32 countries around the world, with more than 10,800 stores. And its core concept of operation is' Big on Quality, Lidl on Price '. 

Lidl's main strategy for gaining competitive advantage is cost leadership strategy. To achieve this strategy, Lidl is committed to improving operational efficiency and economies of scale. In terms of operational efficiency, Lidl reduces the number of employees and requires employees to take on multiple tasks and switch between different jobs flexibly. And Lidl uses standardized warehouse layout design to improve store efficiency. In addition, new logistics technologies are being introduced to speed up delivery. Besides, Lidl has scaled back its product range to boost economies of scale. Moreover, an important step for Lidl to develop economies of scale is to develop its private brands to achieve efficient resource allocation and cost control.

The cost leadership strategy helps Lidl gain more market share and grow by setting competitive prices. And it raises barriers to entry by promoting economies of scale and cost advantages. However, this strategy also has its limitations. For example, based on the cost leadership strategy, Lidl is easy to fall into a price war, and it is difficult to build customer loyalty. 

For Lidl's cost leadership strategy, the adoption of differentiation strategy can alleviate the limitation of its strategy, help build customer loyalty and reduce the risk of price war. Moreover, Lidl can foster key resources to gain sustainable competitive advantage, such as close relationships with suppliers and new technologies.
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[bookmark: _Toc11098_WPSOffice_Level1][bookmark: _Toc18480_WPSOffice_Level1][bookmark: _Toc5388]1.0 Introduction
Strategic management has developed rapidly as an academic field, and today's strategic management has developed very diversified (Ketchen, Boyd, and Bergh, 2008). In the business environment, strategy refers to the action plan of allocating the company's resources to achieve its goals (Harrison, 1999). The generic competitive strategy proposed by porter, as a business level strategy, is widely used to obtain competitive advantages (Brenes, Montoya and Ciravegna, 2014). Business level strategy is committed to accumulating core competitiveness in specific markets, delivering value to customers and improving the company's position in the industry (Parnell, 2011). And competitive advantage is defined as creating more value to consumers (Borch, Huse and Senneseth, 1999). Porter's competitive strategy, whether differentiation strategy, cost leadership strategy or focus strategy, is committed to providing companies with a way to allocate resources to deliver more value to customers (Porter, 1980). 

Lidl, a global discount supermarket chain based in Germany, has grown from one store to 10,800 in 32 countries with great success, offering low prices and high-quality products and services (Lidl, 2019a). Lidl developed into a leading company in the industry, and its strategy played a crucial role in laying the foundation for its success. But any strategy has its advantages and limitations. Therefore, the analysis and evaluation of Lidl's competitive strategy is of great reference value to other companies, and also provides ideas for Lidl to solve the limitations of its strategy.

[bookmark: _Toc25539826][bookmark: _Toc21136_WPSOffice_Level1][bookmark: _Toc12970_WPSOffice_Level1][bookmark: _Toc25550929][bookmark: _Toc22296]In this study, concept of Porter's generic competitive strategy(1980) and related theories will be discussed. Next, Lidl's corporate background and current business environment will be introduced, followed by the analysis of the implementation of Lidl's competitive strategy. Subsequently, the strengths and limitations of Lidl's competitive strategy are analysed and evaluated, and recommendations are made for its strategy.
2.0 Literature Review
[bookmark: _Toc18480_WPSOffice_Level2][bookmark: _Toc25539827][bookmark: _Toc11098_WPSOffice_Level2][bookmark: _Toc26793][bookmark: _Toc25550930]2.1 Strategy
Strategy comes from the Greek ‘strategos’, which means the general who commands the army (Evered, 1983). And the definition of strategy is diverse. Harrison (1999) argues that strategy is to select long-term goals and plans to achieve these goals through rational allocation of resources. Furthermore, Mintzberg (1979) points out that strategy is a way of connecting the enterprise to its environment. And Porter (1996) added that competitive advantage and corporate performance are an essential element of strategy.
[bookmark: _Toc25550931][bookmark: _Toc21136_WPSOffice_Level2][bookmark: _Toc20616][bookmark: _Toc25539828][bookmark: _Toc12970_WPSOffice_Level2]2.2 Competitive Strategy
Porter (1980) proposed a generally accepted business-level strategic model, including differentiation, cost leadership, and focus strategy, which can help companies gain competitive advantages. The business-level strategy focuses on actions taken to provide value to customers and seek competitive advantage by using core competencies in specific, individual product or service markets, focusing on the position and competition of the enterprise in the industry (Parnell, 2011). The competitive advantage is the advantage gained by providing greater value to consumers compared with competitors (Borch, Huse and Senneseth, 1999).

Differentiation strategy aims to make the company's products unique or different in the industry and provide greater value to customers (Santos-Vijande, López-Sánchez and Trespalacio, 2012). Based on the differentiation strategy, companies can meet the needs of customers in a unique way, such as unique product design and quality (Brenes, Montoya and Ciravegna, 2014). 

The goal of a cost leadership strategy is to achieve a low-cost structure that enables products to be delivered at a lower cost than competitors without compromising quality, service, or other aspects (Porter, 1980). For example, by achieving economies of scale or improving the design of manufacturing industry, cost can be reduced, thus reducing price or increasing profit margin (Martinez-Simarro, Devece and Llopis-Albert, 2015).

[bookmark: _Hlk24858031]Based on the focus strategy, the company can apply the two strategies on specific niche markets to be more specialized and concentrated (Parnell, 2011). For example, a company may only focus on a geographic location, a specific customer need, or a specific population (Porter, 1980).
[bookmark: _Toc25539829][bookmark: _Toc25550932][bookmark: _Toc1184_WPSOffice_Level1][bookmark: _Toc32359_WPSOffice_Level1][bookmark: _Toc6186]3.0 The Competitive Strategy of Lidl
[bookmark: _Toc1208][bookmark: _Toc25539830][bookmark: _Toc25550933]3.1 The Background of Lidl
Lidl is a German global discount supermarket chain. And since Lidl opened its first store in Germany in 1973, Lidl has grown to operate in 32 countries worldwide, with more than 10,800 stores (Lidl, 2019a). And in the UK, Lidl has a network of more than 760 stores and 13 regional distribution centres in England, Scotland and Wales (Lidl, 2019b). Lidl offers high-quality food and non-food products at the lowest possible price, in part because of close partnerships with its suppliers. In addition, Lidl will source locally where possible, with about two-thirds of its products sourcing from UK local suppliers (Lidl, 2019c). Besides, Lidl and its products have won many awards, such as ‘Best Value Retailer’ (Lidl, 2019d). Moreover, Lidl's vision is to provide quality products at market-leading value while ensuring customer satisfaction and improving customer lives (Lidl, 2019e). And Lidl has an organising idea: Big on Quality, Lidl on Price (Lidl, 2019f).
[bookmark: _Toc25539831][bookmark: _Toc25550934][bookmark: _Toc28961]3.2 External Environment of Lidl Based on PEST Analysis
Political factors include the political forces and related policies, laws and regulations that have a real and potential impact on an organization's business activities (Ramona, 2018). For Lidl, Brexit as a political force will bring a high degree of uncertainty, such as possible changes in import and export tariff and immigration policy (Dhingra et al., 2018). The prices of food items in UK are likely to rise sharply after Brexit, as many are now imported from the EU (Dhingra et al., 2018). And it may be more difficult for Lidl to find workers from abroad for unskilled manual jobs, such as distribution and logistics, because of restrictions on freedom of movement which increases labour costs (Alfano, Dustmann and Frattini, 2016).

Economic factors refer to the external economic structure, level of economic development and future economic trends (Yüksel, 2012). A rise in interest rates, for example, could have a positive impact on Lidl's operations. Interest rates in the European Union and the United States, Lidl's main markets, have been rising since 2016 from 0.93% to 1.7% and 1.84% to 2.33% respectively (OECD.org, 2019), boosting savings and reducing consumption, and prompting consumers to buy cheaper goods.

Social factors such as culture, education level and habits also affect the company (Healey, 1994). For instance, as a growing market for Lidl, UK’s proportion of total expenditure on food has halved in 60 years, decreasing from 33% to 16% between 1957 and 2017(ONS, 2018). It indicates that consumers in the UK are willing to accept goods and services at a wider range of prices, which provides the market basis for Lidl (ONS, 2018).

The technological aspect is also noteworthy because it directly affects innovation and competitiveness (Ramona, 2018). In recent years, with the development of Internet technology, online shopping has become an important growth market, with e-commerce's share of global total retail sales increasing from 7.4% to 14.1% from 2015 to 2019 (Statista. 2019). This has led Lidl to compete in the online marketplace. Besides, technological developments in logistics also provide Lidl with opportunities to reduce costs and deliver more value to customers by improving efficiency. For example, Lidl cooperate with Boxed to acquire the license of pieces of its end-to-end technology to improve the logistics efficiency (Sorvino, 2019).
[bookmark: _Toc25539832][bookmark: _Toc24667][bookmark: _Toc25550935]3.3 Cost Leadership Strategy of Lidl
The main competitive strategy implemented by Lidl is cost leadership strategy, which can be reflected from the organizing idea of Lidl: 'Big on Quality, Lidl on Price' (Lidl, 2019f). In addition, Lidl has implemented many measures to reduce costs and ensure the quality of products, so as to deliver more value to customers and gain more competitive advantages. And the main way to realize the cost leadership strategy is to improve economies of scale and operational efficiency (Parnell, 2011).

[bookmark: _GoBack]In terms of operational efficiency, Lidl has made efforts in staff, store design and logistics. Lidl is committed to reducing the number of employees in the store and asking them to do more work. Lidl's staffing in stores is set by average foot traffic, and Lidl's employees have multiple jobs at the same time, such as cashier at peak hours, cleaning and tally at other times, which helps Lidl reduce labor costs (Straub, 2012). And Lidl set up a high-pressure environment makes employees to promote their work efficiency, but it also caused the fall of employee wellbeing (Straub, 2012).

In addition, Lidl focus on improve the utilization rate of per unit area in store, such as using warehouse-style placement to improve the quantity of goods per unit area (Hanbury, 2017). And products are placed in the same position in different stores, which ensures that customers can find the same products in the same place in each store, while reducing administrative costs and improving operational efficiency (Lidl, 2019g).

Moreover, Lidl tries to introduce new technologies to improve logistics efficiency. Lidl cooperate with Boxed, which is one of the only end-to-end platforms like this in the world (Sorvino, 2019). By obtaining its technical support, Lidl can enhance the delivery speed and get more details of delivery to help manage.

Lidl also aims to boost economies of scale. Firstly, Lidl reduced the product and service range (Hanbury, 2017). Lidl will select the best-selling commodities and the best-selling specifications in the commodities to sell, which can help Lidl improve the logistics efficiency and reduce the logistics cost while improving the economies of scale. 

In addition, Lidl is committed to developing different types of private-label brands, and Lidl's private-label brands account for more than 90% (Hanbury, 2017). Private-label brand is a backward integration, which enables retailers to control the production, packaging and distribution of products, which means that companies have more control over the cost of products, and retailers can flexibly allocate and choose resources (Dalley and Sheftalovich, 2012), reducing the uncertainty of Brexit. And through backward integration, Lidl reduces the influence of middlemen and eliminates additional costs for suppliers (Wang, Liu and Wang, 2007). In addition, backward integration can promote the accumulation of knowledge within the company which not only helps the company accumulate resources conducive to its future development, but also helps the company improve its operating efficiency (Barki and Pinsonneault, 2005). So, economies of scale can be achieved, and costs can be reduced.
[bookmark: _Toc25539833][bookmark: _Toc21816][bookmark: _Toc25550936]3.4 Strengths and Limitations
The advantages of the cost leadership strategy are obvious. The focus of cost leadership strategy is to achieve the lowest cost in the industry to gain competitive advantage, by setting a more competitive price or gain more profit space. Lidl is 9% cheaper than Wal-Mart in the USA (Hanbury, 2017), which means Lidl sets more competitive prices to attract price-sensitive customers, sells more products, and gains a larger market share. Low prices also help Lidl seize market opportunities such as lower interest rates and changes in consumers' propensity to spend, leading to growth.

In addition, cost leadership strategy can help companies reduce the threat of potential entrants by raising barriers to entry (Porter, 1980). The sources of entry barriers include economies of scale, brand loyalty, cost advantage, customer switching cost, initial capital demand, government regulation, etc. (Lee, Kim and Park, 2012). Lidl's cost leadership strategy raises industry barriers in terms of economies of scale, cost advantages, and it is difficult for new entrants to achieve the same costs with Lidl, which leads to low profit margins and reduced living space.

However, the cost leadership strategy also has its limitations. Firstly, competition through cost and price is easy to cause a price war (Martinez-Simarro, Devece and Llopis-Albert, 2015). A price war is when companies lower their prices and cut their profit margins in order to win more market share (Heil and Helsen, 2001). For instance, in 2018, the supermarket price war was raging as Lidl fought back against price cuts caused by the merger of Sainsbury's and Asda (Duncan, 2018).

Besides, it is difficult to build customer loyalty based on the cost leadership strategy because the product cannot meet the special needs of customers (Chittaie, 2012). Moreover, the price will affect the customer's perception of the value of the product to some extent, while the low price will make the customer think the quality of the product is not high (Vanwaterschoot and Vandenbulte, 1992). This means that customers attracted by lower prices are easily attracted by lower or the same price of competitors. Lidl actively developed its private brand Lidl and highlighted the awards won by its products on its official website to prove the quality of its products, in order to compensate for this limitation
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[bookmark: _Toc21055_WPSOffice_Level1][bookmark: _Toc25197_WPSOffice_Level1][bookmark: _Toc20273]4.0 Conclusion
[bookmark: _Toc25550938][bookmark: _Toc25539835]In general, Lidl's external environment provides the market foundation and various supports for the implementation of Lidl's cost leadership strategy. In order to realize the cost leadership strategy, Lidl focuses its management on improving operational efficiency and economies of scale. To increase operational efficiency, Lidl has reduced the number of employees and asked them to take on multiple jobs. In terms of store operating efficiency, Lidl uses a standardized warehouse layout design. In terms of technology, new logistics technologies are being introduced to speed up the efficiency of logistics operations and deliver more value to customer. In addition, in order to promote economies of scale, Lidl reduced its product range and developed its private brands to achieve efficient resource allocation and cost control. Based on these initiatives, the implementation of the cost leadership strategy helped Lidl gain market share growth by setting competitive prices. And it reduces the risk of new entrants by raising industry barriers based on promoting economies of scale and cost advantages. However, this strategy has its limitations, including price war, customer loyalty and other risks.
[bookmark: _Toc26221_WPSOffice_Level1][bookmark: _Toc14083][bookmark: _Toc27982_WPSOffice_Level1]5.0 Recommendation
Combining with differentiation strategy can solve the disadvantage of cost leadership strategy to some extent. Differentiation strategy is committed to provide unique products and services to meet customer demand (Brenes, Montoya and Ciravegna, 2014). From this perspective, Lidl can develop products or services that meet the specific needs of customers and are difficult for competitors to imitate by developing the characteristics of its private brand, so as to enhance customer loyalty as well as ease the pressure of price war (Kharabsheh, Jarrar and Simeonova, 2015). For example, Lidl can provide fresher food to its customers by relying on strong links with local suppliers and fast, technology-based logistics. However, it is worth noting that the introduction of differentiation strategy may lead to the rising cost and make Lidl lose its original competitive advantage. So, Lidl needs to balance costs with differences.

In addition, from a resource-based 	view, Lidl can focus on cultivating key resources that contribute to sustainable competitive advantage (Tate and Bals, 2018). The resource-based view concerned with the conditions under which the microeconomic equilibrium of homogeneous enterprises with zero profit can be overcome (Spanos and Lioukas, 2001). And corporate performance varies depending on the efficiency of the resources that form the basis of the strategy (Tate and Bals, 2018). Therefore, Lidl can focus on improving its relationship with suppliers and applying more efficient logistics technology to build a sustainable competitive advantage.

Strategic Management & Sustainability (M3X9111)·Jiankai gao·Conclusion
[bookmark: _Toc25550939][bookmark: _Toc8200][bookmark: _Toc22054_WPSOffice_Level1][bookmark: _Toc25539836][bookmark: _Toc25864_WPSOffice_Level1]
6.0 References
[bookmark: _Hlk25461561]Alfano, M., Dustmann, C. and Frattini, T. 2016. Immigration and the UK: Reflections after Brexit. Centro Studi Luca d'Agliano Development Studies Working Paper, (402).

Barki, H. and Pinsonneault, A. 2005. A Model of Organizational Integration, Implementation Effort, and Performance. Organization Science, 16(2), pp.165–179.

Borch, O.J., Huse, M. and Senneseth, K. 1999. Resource Configuration, Competitive Strategies, and Corporate Entrepreneurship: An Empirical Examination of Small Firms. Entrepreneurship Theory and Practice, 24(1), pp.49–70.

Brenes, E.R., Montoya, D. and Ciravegna, L. 2014. Differentiation strategies in emerging markets: The case of Latin American agribusinesses. Journal of Business Research, 67(5), pp.847–855.

Chittaie, R. 2012. Customer Relationship Management and Business Strategies. International Journal of Organizational Leadership, 1(1), pp.13–22.

Dalley, E. and Sheftalovich, Z. 2012. Choice supermarket special. Choice, 6 July.

Dhingra, S.,Ottaviano, G., Rappoport, V., Sampson, T. and Thomas, C. 2018. UK trade and FDI: A post‐Brexit perspective. Papers in Regional Science, 97(1), pp.9-24.

Duncan, H. 2018. Supermarket price war set to intensify as Aldi and Lidl fight back against Asda Sainsbury's tie-up [Online], Available from: https://www.thisismoney.co.uk/money/markets/article-5705447/Supermarket-price-war-set-intensify-Aldi-Lidl-fight-against-Asda-Sainsburys-tie-up.html [Accessed 1 November 2019]

Evered, R. 1983. So what is strategy? Long Range Planning, 16(3): 57–72.

[bookmark: _Hlk25520717]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 from: https://www.businessinsider.com/how-lidl-keeps-its-prices-down-2017-6?r=USandIR=T [Accessed 3 November 2019]

Harrison, E.F. 1999. The Managerial Decision-Making Process (5th edn). Boston: Houghton Mifflin.

[bookmark: _Hlk25462494]Healey, N.M. 1994. The transition economic of central and eastern Europe: A political, economic, social and technological analysis. The Columbia Journal of World Business, 29(1), pp.62-70.

Heil, O.P. and Helsen, K. 2001. Toward an Understanding of Price Wars: Their Nature and How They Erupt. International Journal of Research in Marketing, 18 (1), pp.83–98.

Ketchen, D.J., Boyd, B.K. and Bergh, D.D. 2008. Research methodology in strategic management: past accomplishments and future challenges. Organizational Research Methods, 11(4), pp.643–658.

Kharabsheh, R.A., Jarrar, K. and Simeonova, B. 2015. The impact of competitive strategies on responsive market orientation, proactive market orientation, learning orientation and organizational performance. Journal of Strategic Marketing, 23(5), pp.423–435.

Lee, H., Kim, M. and Park, Y. 2012. An analytic network process approach to operationalization of five forces model. Applied Mathematical Modelling, 36(4), pp.1783–1795.

Lidl. 2019a. About Lidl [Online], Available from: https://www.info.lidl/en-gb/ [Accessed 2\ November 2019]

Lidl. 2019b. Our History [Online], Available from: https://www.lidl.co.uk/about-us [Accessed 7 November 2019]

[bookmark: _Hlk25453180]Lidl. 2019c. About our products [Online], Available from: https://www.lidl.co.uk/our-products [Accessed 2 November 2019]

Lidl. 2019d Awards [Online], Available from: https://www.lidl.co.uk/about-us/awards [Accessed 2 November 2018]

[bookmark: _Hlk25460585]Lidl. 2019e. Vision and Mission Statement [Online], Available from: https://www.lidl.co.uk/about-us/vision-and-mission-statement [Accessed 7 November 2019]

[bookmark: _Hlk25460572]Lidl. 2019f. Big on [Online], Available from: https://www.lidl.co.uk/about-us/big-on [Accessed 7 November 2019]

Lidl. 2019g. Customer Orientated Expansion [Online], Available from: https://www.businessinsider.com/how-lidl-keeps-its-prices-down-2017-6?r=USandIR=T [Accessed 1 November 2019]

Martinez-Simarro, D., Devece, C and Llopis-Albert, C. 2015. How information systems strategy moderates the relationship between business strategy and performance. Journal of Business Research, 68(7), pp.1592–1594.

Mintzberg, H. 1979. The Structuring of Organizations. Englewood Cliffs: Prentice-Hall.

[bookmark: _Hlk25462684][bookmark: _Hlk25462698]OECD.org. 2019. Long-term interest rates [Online], Available from:  https://data.oecd.org/interest/long-term-interest-rates.htm [Accessed 1 November 2019]

ONS. 2018. Family spending in the UK: financial year ending 2017 [Online], Available from: https://www.ons.gov.uk/peoplepopulationandcommunity/personalandhouseholdfinances/expenditure/bulletins/familyspendingintheuk/financialyearending2017 [Accessed 1 November 2019]

Parnell, J.A. 2011. Strategic capabilities, competitive strategy, and performance among retailers in Argentina, Peru and the United States. Management Decision, 49(1), pp.139–155.

Porter, M.E. 1980. Competitive strategy. New York: Free Press.

Porter, M.E. 1996. What is strategy?. Harvard Business Review, 74(6): 61–78.

Ramona, P. A. 2018. PEST Analysis Based on Neutrosophic Cognitive Maps: A Case Study for Food Industry. Neutrosophic Sets and Systems, 21, pp.84-92.

[bookmark: _Hlk24843979]Santos-Vijande, M.L., López-Sánchez, J.Ángel and Trespalacios, J.A. 2012. How organizational learning affects a firm's flexibility, competitive strategy, and performance. Journal of Business Research, 65(8), pp.1079–1089.

Sorvino, C. 2019. Boxed Partners With Grocery Chain Lidl: Exclusive [Online], Available from: https://www.forbes.com/sites/chloesorvino/2019/05/15/boxed-partners-with-grocery-chain-lidl-exclusive/#68855d814127 [Accessed 1 November 2019]

Spanos, Y.E. and Lioukas, S. 2001. An examination into the causal logic of rent generation: contrasting Porter's competitive strategy framework and the resource‐based perspective. Strategic Management Journal, 22(10), pp.907–934.

[bookmark: _Hlk25520568]Statista. 2019. E-commerce share of total global retail sales from 2015 to 2023 [Online], Available from: https://www.statista.com/statistics/534123/e-commerce-share-of-retail-sales-worldwide/ [Accessed 1 November 2019]

Straub, A (2012) Aldi. Einfach billig. Ein ehemaliger Manager packt aus. Reinbek: Rowohlt.

Tate, W. and Bals, L., 2018. Achieving Shared Triple Bottom Line (TBL) Value Creation: Toward a Social Resource-Based View (SRBV) of the Firm. Journal of Business Ethics, 152(3), pp.803–826.

Vanwaterschoot, W. and Vandenbulte, C., 1992. The 4P Classification of the Marketing Mix Revisited. Journal of Marketing, 56(4), pp.83–93.

Wang, L.M., Liu, L.W. and Wang, Y.J. 2007. Capacity decisions and supply price games under flexibility of backward integration. International Journal of Production Economics, 110(1), pp.85–96.

Yüksel, I. 2012. Developing a multi-criteria decision making model for PESTEL analysis. International Journal of Business and Management, 7(24), p.52.



image1.png




