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In this report, an analysis and assessment are conducted of the competitive strategies applied by Lidl to gain its competitive advantage, based on which appropriate suggestions are made for the future growth of Lidl.
 
At the start to this report, the background information of Lidl is introduced. As a German department store, Lidl is part of the Schwarz Beteiligungs GmbH. Subsequently, in 1994, Lidl opened its first store in the UK. Then, it applied the business level strategy to gain competitive advantage. In addition, it carries out Porter's generic strategy. 
 
In the main part, an introduction is made of the strategy executed by Lidl to create and preserve competitive advantage while increasing its market share. Judging on lidl's product price, it is no difficult to see that Lidl sticks to offering products of high quality at lower prices. This demonstrates that Lidl is practicing cost leadership strategy.
 
In this report, three actions taken by Lidl to carry out this strategy are indicated for discussion. For example, Lidl makes investment in solar energy to lower energy costs, including LED lighting and natural refrigerants. Additionally, Lidl cuts down on labor costs and supplier costs to realize cost leadership.
 
An analysis is conducted of the advantages and disadvantages exhibited by Lidl for applying this strategy. For example, the cost leadership strategy can assist in achieving profitability from a large number of customers, the total profits of Lidl will not be affected or even the profit margins could be increased. In additions, cost leadership strategies are conducive to creating barriers to entry, which could protect the company against its existing competitors and new competitions. However, this strategy is possible to result in price wars between the companies seeking cost leadership in the same industry. In addition, it may lead to cost managers being less skilled at identifying significant environmental changes than the rival companies.
 
In this report, Lidl is advised to stay focused on product differentiation, which is beneficial to establish brand loyalty among customers. In addition, Lidl can enhance product diversity and introduce some high-quality varieties.
[bookmark: _Toc25558187][bookmark: _Toc25590103][bookmark: _Toc25646735]1.0 Introduction
[bookmark: _Toc25558188][bookmark: _Toc25590104][bookmark: _Toc25646736]1.1 Background of Lidl
Known as a German discount chain, Lidl is part of the Schwarz Beteiligungs GmbH. At present, Lidl has grown into one of the most competitive food retailers across Europe. Lidl opened its first store in the UK in 1994. Up to now, Lidl has owned 760 stores and distribution centers in the UK, with more than 22000 people employed. (Lidl, 2019)

Lidl is aimed at taking the lead in the price of high-quality products, and stays focused on ensuring customer satisfaction for improvement to the quality of life for customers. Lidl is dedicated to offering excellent services and ensuring customer satisfaction. Additionally, it improves the quality and efficiency of service on a continued basis through technical innovation and staff training. Lidl needs to develop sustainable relationships with its suppliers. In addition, Lidl makes heavy investment in the development of employees, so as to ensure a long-term success.

Lidl has set up a plan to invest £ 15 billion in food, agriculture and production in the UK within a period of five years. Lidl would enter into long-term contracts with its suppliers and launch a new young farmers' scheme for the purpose of "cultivating new talent in the UK's agricultural industry." (Radojev, 2019) As shown by the latest Kantar data, sales in the entire grocery market surged by 1.3% to £26.6 billion in the 12 weeks ending October 6. Lidl carried on snatching market share in the four major supermarkets, which boosted sales by 0.8% with an annual increase of £1 billion. (Kantar, 2019)
[bookmark: _Toc25558189][bookmark: _Toc25590105][bookmark: _Toc25646737]1.2 Strategy
Strategy is defined as an action plan devised to achieve a specific goal. That is to say, it is purposed to gain an advantage over the market rivals. Strategy plays the role as a bridge between these two aspects. One involves policy or advanced goals, while the other refers to tactics or specific actions. Meanwhile, strategy is not only a pathway to development, but also a journey of imagination, and a guideline. (Nickols, 2012)
Strategy is significant to the growth of a company, as it can provide detailed guidance for the company, for example, financial strategy, strategic direction, marketing strategy and corporate development strategy, for a success in execution. (Verma, 2016)

[bookmark: _Toc25558190][bookmark: _Toc25590106][bookmark: _Toc25646738]1.3 Business level strategy
The aim of business level strategies is to make the company's position differentiated from its competitors. In order for self-positioning, a company is supposed to take decision whether it intends to perform its activities differently or whether it intends to carry out different activities from its rivals. (Garcia, 2018)
Business level strategy is significant as it details the actions taken to create value for customers and gain competitive advantage by building core competitiveness in a specific product or service market

[bookmark: _Toc25558191][bookmark: _Toc25590107][bookmark: _Toc25646739]1.4 Competitive advantage
Competitive advantage refers to a circumstance where an enterprise seeks to find a more profitable position compared to its market rivals. Additionally, an enterprise is required to create greater comparative value or differential value than its competitors so as to gain and maintain competitive advantage, for example, cost leadership or differentiation, and deliver this information to the target market. (Corporate Finance Institute, 2015)
Competitive advantage can be applied to distinguish a company from its rivals, for which it plays a crucial role in a company. In addition, it is beneficial to raise the price and reinforce customer loyalty. At present, all companies expect to gain this advantage as it is significant to achieving success for enterprises. It is difficult for a company survive competition without it.

[bookmark: _Toc25558192][bookmark: _Toc25590108][bookmark: _Toc25646740]1.5 Porter's generic strategies
In general, Porter's generic strategy can be categorized into three classes, which include cost leadership strategy, differentiation strategy and focus strategy. As for cost leadership strategy, there are two major approaches, for example, companies can improve profitability by reducing costs while continuing to charge the average price of the industry. The other approach is that company can increase market share by lowering the product price. Despite the price being lower, the sales volume will be boosted, which ensures the reasonable level of profitability. The aim of differentiation strategy is to make the company's products or services distinguishable or more appealing for customers. In order to improve the quality of products or to focus on the ability of staff service to achieve competitive advantage, companies usually apply differentiation strategies to develop, research and innovate methods. For the companies applying Focus strategies, the niche markets are usually paid close attention to. In addition, the company offers unique low-cost or well-defined products for the market by gaining understanding as to the dynamics of the market and the unique demands of customers. (Porter, 1985)

Figure1 Porter’s generic strategies 
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It is easily known that Lidl sticks to offering high-quality products like daily necessities, food at lower prices by looking at Lidl's product price. It is thus evidenced that they are practicing a cost leadership strategy with high efficiency achieved. (Morschett, et al., 2006)
[bookmark: _Toc25546546][bookmark: _Toc25590110][bookmark: _Toc25646742]2.1 Implementation of the strategy
In order to make the price of goods lower than the market average, Lidl adopts various methods to lower costs and other unnecessary costs. For example, Lidl mainly sells its own brand or enters into cooperation with its suppliers for a long period of time, which makes them capable to exert influence on the way products are manufactured and packaged. In doing so, they can also exert a significant influence on the price of the product and challenge the usual perception that low price means inferior quality. For companies applying cost leadership strategy, this is a massive advantage. Additionally, Lidl stays focused on the reduction of operating costs and sustaining low prices. For example, Lidl improves the capability of employees and introduces automation technology despite the reduced number of staff members. In addition, Lidl also makes investment in renewable energy and advanced technology to reduce LED lighting, natural refrigerant. (Lidl, 2019) Therefore, Lidl makes the cost leadership strategy a success by applying these methods.
[bookmark: _Toc25558195][bookmark: _Toc25590111][bookmark: _Toc25646743]2.1.1 Reducing energy costs
Lidl makes an investment of €1m in the largest ever installation of solar panels in Ireland, which marks the latest investment as part of a range of sustainability initiatives launched by Lidl recently. It contributes to a significant reduction of environmental pollution and energy consumption. As an important part of the distribution network, it will allow Lidl to continue expansion and offer more and more quality products to consumers at the minimum cost. In the facility, a variety of sustainable development functions are included, for instance, electric vehicles and charging stations, LED lighting, natural refrigerants. (Frangoul, 2019)
The solar panels of Lidl distribution facility will generate 1,011,929 kwh of energy annually through a sustainable resource after installation, which could satisfy the electricity demand of 240 households while cutting back on the carbon emissions of the center by as much as 473 tons per year. This investment will lead to the generation of solar energy accounting for over a quarter of lidl's energy demand. Currently, solar energy has provided one of the most affordable sources of power generation. Costs can be lowered considerably by the use of solar energy. In addition, setting an example for enterprises in the country, Lidl has demonstrated that they can cut down on carbon emissions, while saving a substantial amount of energy costs and future carbon taxes. (Lidl, 2019)
Therefore, the cost leadership strategy applied by Lidl can be made more effective through its investment in solar panel installation so as to gain a competitive advantage. In order to lower costs and improve profits, the consumption of its own energy costs shall be reduced, such as LED lighting, natural refrigerants. Moreover, this strategy is effective in cutting back on carbon emissions and preserving the environment. In this sense, Lidl is exemplary for other companies, to build a positive corporate image.
[bookmark: _Toc25558196][bookmark: _Toc25590112][bookmark: _Toc25646744]2.1.2 Reducing supplier costs
Lidl stick to cooperation with suppliers to ensure sustainable growth for reduction in the cost of products. For its suppliers, stability can be enhanced by introducing longer-term contracts. In 2019, Lidl made announcement that it made a £ 15 billion investment in UK suppliers over the next five years. As Lidl business grows on a continued basis, suppliers are always put at the centre of its growth plan. The investment made by Lidl and its commitment play a crucial role in ensuring that they can scale with lidl. In order to fund and develop their own business, Lidl will offer suppliers support they need. Through collaboration with them on a long-term basis, Lidl will enable them to make investment for the future for the purpose of creating new jobs and growing their business. Not only could the improved efficiency of suppliers lower the cost of goods, it also ensures the cost leadership strategy will be successful. (Lidl, 2019)
Therefore, through reduction in the price of the source of the product, Lidl achieves its objective of cost leadership strategy. In order to improve their production efficiency, Lidl can slash the cost of purchase through long-term cooperation and investment with suppliers. Lidl cuts off the middleman to avoid the extra cost incurred by suppliers.

[bookmark: _Toc25558197][bookmark: _Toc25590113][bookmark: _Toc25646745]2.1.3 Reducing cost of labor 
Lidl slashes labor costs by scaling back the number of store staff. Due to the high salary, reducing the number of employees is effective in reducing costs. However, it is unwise to reduce only the number of employees. Lidl's employees will be required to take on strict training, such as cross training, which makes them capable of working in any department. Lidl's diverse workforce is reflected by the extensive training and development opportunities offered by it. In addition, Lidl sets a target to become the most attractive employer across the retail industry. To this end, it makes investment in attracting highly-skilled talents, provides training to all employees, and offer support for their development in the industry. In order to address staffing shortage, Lidl applies advanced automation technology, for example, Lidl has put in place a highly advanced automatic sorting system and deploy some self-checkout facilities. (Vanderlande, 2018) In order to reduce the need for staff members, customers are required to weigh their products and package their own food in stores. In addition, most of lidl's goods are put on display with the original packaging, which means it's easier to replenish and the need for manpower to place items on shelves is minimized. Moreover, the purchase process is accelerated.
[bookmark: _Toc25546550][bookmark: _Toc25590114][bookmark: _Toc25646746]2.2 Advantages & Disadvantages of the strategy
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Low cost operations are made possible in the industry due to the advantage of cost leadership strategy. The reduction of production cost enables Lidl to lower the selling price to below the average level of the market. For Lidl, the low product cost is translated into its low price. As many potential customers are attracted to buying acceptable quality goods and services at a low price, product will be purchased priority. Over time, Lidl's leaders can even attract more business from mature markets, which will give Lidl a more significant competitive advantage. Meanwhile, as the cost leadership strategy is capable of making profits from a large number of customers, the total profits generated by Lidl will not be affected. On the contrary, even higher profit margins will be made possible. In addition, Lidl's market share will continue to rise over time. (Anderson, 2014)

Lidl applies cost leadership strategy to cope with competition from the market. Except existing competitors, cost leadership often makes it difficult for new companies to enter the market. New competitors in the market are subject to significant limit as Lidl can offer consumers lower price. In this case, they need to entice customers by reducing the price of cost leaders. However, it is challenging for new competitors to gain competitive advantage by offering the same low price, which is because it is very difficult for new competitors to lower all kinds of costs while preserving competitive advantage through lowered product prices. As a result, cost leadership strategies serve to build up barriers to entry, thus protecting the company and its existing competitors from more competitions. (Huebsch, 2019)
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It is nearly always the case that the benefits created by a cost leadership strategy are temporary. Everyone else will follow suit applying the technology used to reduce prices, when a company starts to reap the benefits of cutting costs to make higher profits. If competitors have willingness to survive at a lower profit margin, this could result in price wars between companies in pursuit of cost leadership in the same industry. As it is no difficult to be imitated by the powerful competitors in the market Even if Lidl makes investment in research and development of cost-effective technologies to resolve this problem, novel technologies will be made obsolete within as little as a few years. Additionally, Lidl does not adopt some methods to enhance customer loyalty, such as membership card, Therefore, Lidl's interests will be damaged once a price war erupts. (Huebsch, 2019)


Lidl shows a tendency to keep costs at low levels by lowering the cost of advertising and market research. However, it is possible to cause cost managers to be less skilled at identifying important environmental changes compared to other companies. It can be a lethal combination for lagging competitors to detect and respond to external changes, as a result of which cost leaders are left out of touch with the market and incapable to resolve. (Creative Commons,2016) For the companies adopting cost leadership, the cost cutting measures make them show more vulnerability to environmental changes. As the company will have minimal operability and long response times, abrupt market changes are particularly troubling. (Regoli, 2019)
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In brief, Lidl applies cost leadership strategy to create competitive advantage in the industry. With the focus placed on selling its own branded products and long-term cooperation with suppliers, Lidl lowers additional costs such as manufacturing and packaging costs. Additionally, Lidl makes investment in energy to reduces environmental pollution and lower energy consumption cost. A variety of sustainable development functions are included in the facility, for example, electric vehicles and charging stations, LED lighting, natural refrigerants, which allows lidl to carry on expansion and offer more and more high-quality products to consumers at the lowest price. Besides, Lidl scales back the number of employees and improves their capabilities for cost reduction. In order to make up for the lack of staff, Lidl applies efficient technology and automation in the background. Additionally, most of Lidl's products are showcased on the original packaging, which reduces the need for manpower to transfer the goods to the shelves. Moreover, this can accelerate the procurement process while reducing manpower. Despite some disadvantages, for example, price competition between peers in order for profits and market share, advantages of the strategy are apparent, which can improve lidl's profits and market share. In addition, trade barriers can be built up to prevent the entry of some new competitors.
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In this report, Lidl is advised to focus on product differentiation. According to Porter's overall strategy, the focus needs to be placed on differentiation, as successful product differentiation strategies are beneficial to enhance brand loyalty among customers. For example, Lidl can improve the efficiency and quality of service such as standardization, skill, attitude and behavior through staff training, thus, leaving customers a more positive impression with Lidl's service. 

Lidl can make product variety diversified and partner with the suppliers of some high-quality products, in order to attract some customers who, attach importance to product quality. In addition, Lidl can choose one or two suppliers to offer high-quality products for long-term cooperation, for example, some furnitures and electrical products, which can further lower costs. A successful differentiated marketing could improve the company's sales substantially and enhance its competitiveness in the market.
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Strengths
Lidl's product price is its biggest strengths. Lidl's product price is mostly lower than the industry average, which makes it obtain a great competitive advantage. In addition, most of lidl's products are their own brands, so the price of the products is low and the quality can be guaranteed. Lidl has gained great strengths through low price, high product quality, fast checkout and better service. (Bhasin,2019)
Lidl also attaches great importance to operational efficiency. Retailers are trying to increase productivity while keeping costs under control. In addition, the product is placed directly on the display rack. The inspection process is simplified, and gaps are checked regularly. Cashiers settle accounts at the time of settlement, and the packing work is completed by customers, thus improving labor productivity. (Bhasin,2019)

Weaknesses
Lidl is compared with some other supermarket chains. Lidl controls labor costs, so there are relatively few employees in each store to help customers search for products and solve their queries. This may cause some customers to be reluctant to spend in lidl, because they may not be able to get the help of the staff quickly. (Rahman, 2019)
Lidl's reputation is under threat In 2008, for example, lidl was accused of spying on employees in Germany (Conolly, 2008) In 2013, lidl was one of the chain supermarkets involved in the horse meat scandal in the UK These disputes have a very negative impact on brand reputation. (Rahman, 2019)

Opportunities
Nowadays, more and more customers around the world choose to shop online. This means lidl can expand its online business by using the Internet to interact with customers. Lidl can earn money by opening online stores and selling through them. (Williamson, 2018)
Lidl actively responds to sustainable development strategies, for example investing in solar energy and Lidl provides customers with in store recycle bin service, which can reduce the packaging waste purchased in the store. It has established a good corporate brand image. (Williamson, 2018)

Threats
Lidl has many competitors such as' big four ', Aldi. At the same time, lidl may also face competition from online stores such as Amazon.
Lidl sets the price below the industry average. This is likely to establish the image of selling inferior products, which may affect lidl's development in the long run. (Bhasin,2019)
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