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EXECUTIVE SUMMARY 

This report provides an analysis of Lidl the German discounter and how they are gaining market share.                                                                                                                                                                                       The concept Porters Generic Strategies is discussed which are Cost-Leadership, Differentiation and   Focus Strategy. These strategies are researched to understand what type of consumers Lidl's are targeting. The report found that Lidl used the Cost-Leadership strategy which aims to provide goods at the lowest price compared to their competitors to a large percentage of the market.                                                                                                                                The report finds that the current position of the company is very positive. Lidl has been successful in implementing the no-frills approach and cost minimisation.                                                                                    The report discusses the four cost drivers and how Lidl implement each one, which are;
Labour and Raw materials                                                                                                                    Economies of Scale                                                                                                                                                  Experience                                                                                                                                                                   Product and Process design
The advantages and disadvantages of Cost-Leadership strategy are also examined to determine whether the advantages outweigh the disadvantages. This showed that cost-leadership give organisations using this strategy such as Lidl a competitive advantage over their rivals as they can undercut competitors without having to sacrifice their revenue. However, a major drawback which is identified is that this strategy can start price wars and generates low customer loyalty.                                                                                                            The conclusion of this report is positive for the current position of Lidl as reviewing all information included within this report is can be seen Lidl has gained a significant segment of the UK market in a short period. However, recommendations are discussed after this, the recommendation advised Lidl to improve and strengthen their customer relationship to build customer loyalty. Customer loyalty ensures that Lidl will always have customers that will return time and time again.
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1. INTRODUCTION
[bookmark: _Toc24046786]1.1 REPORT REMIT  
Using resources such as online journals, news reports, books and articles this report will critically evaluate the competitive and development strategies of the German global discount supermarket chain Lidl.                                                                                                                                            In the context of contemporary strategic management issues, Porters Generic Strategies will be discussed. Lidls cost leadership strategy will be analysed in further detail to give the reader an understanding of what methods are used to obtain cost leadership and how Lidl has incorporated these methods within their business.                         
[bookmark: _Toc24046787]
1.2 BACKGROUND OF THE ORGANISATION
Owned by Dieter Schwarz, Lidl is a German global discount supermarket chain which provides a range of consumable and non-consumable goods to its customers.                                                                                                                                        The company was founded in 1930, in the early 90’s Lidl began to branch out into countries across Europe including the UK opening their first store in 1994. Just over 20 years later there are now over 600 stores within the UK, (Lidl UK, 2019). 
The company has several goals which all aim to improve customer and brand loyalty, these can be found on their website stated within their mission statement; 
“1. To deliver outstanding customer satisfaction.
2. To ensure market leading quality and value by constantly innovating and optimising our efficient processes, driven by technology and people.
3. To work with business partners in sustainable relationships, contributing positively to local communities” - (Lidl UK, 2019).
In 2017 the supermarket chain published they had “over 10,000 stores internationally with around 210,000 employees” as well as having “135 warehouses shipping, 1,600 products to almost every country in Europe”, (Lidl UK, 2017).                                                                                In 2019 Lidl had overtaken Waitrose to become the UK's seventh largest supermarket holding a 6% share of the market which can be seen below. 
[image: ]
Figure 1.2, (Mckevitt, 2019)

[bookmark: _Toc24046788]2. MAJOR CONCEPTS
A business strategy is a plan which aids in achieving the businesses long term aims. Businesses strategies differentiate between organisations and past investigations shows, firms which pick strategies best suited to their structure has a positive impact on the business’s performance, (Schendel & Hofer, 1979).                                                                                                                      Business strategies inform organisations on how they should compete within the marketplace. Using strategic analysis to identify the current position of the organisation will aid in the decision of what business model is best suited and most likely help firms achieve their goals,                                                     “Strategy analysis is thus an essential step in designing a competitively sustainable business model” (Casadesus-Masanell and Ricart, 2010).                                                                                                     The business-level strategy provides a competitive advantage to an organisation, “Competitive advantage is about how a company, creates value for its users which is both greater than the costs of supplying them and superior to that of their rival” (Johnson, 2014).                                                                                                  There are two main features of a competitive advantage which was stated in the previous quotation, the first being “competitive”. This means that consumers must see that there is sufficient value; Willing to pay more than it costs the company to supply.                                 Secondly to have an “advantage”; provide more value than their rivals.                                                                                                                                                                       Without both, the organisation is most likely to be outcompeted and be unable to successfully retain consumers.                                                                                                                                                                    Porters Generic strategies is a model which argues that there are only four fundamental strategic options available to organisations; Cost leadership, Differentiation, Focus Cost leadership and Focus Differentiation.                                                                                                This model was introduced in the 1980s by Professor Michael Porter and is now used to develop market-based opportunities.                                                                                                                                                                                                                                                                                                                                                                      
                                                                                                    
[bookmark: _Toc24046789]2.1 PORTERS GENERIC STRATEGIES 
By identifying a distinction between cost, differentiation and scope, Porter was able to define a set of basic strategies which could be applied to numerous business types.                                These four primary sources of competitive advantage, now referred to Porters Generic Strategies can be seen in the diagram below. 
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Figure 2.1, Source: Porter (1980, p.39)

The diagram shows, Cost-leadership, Differentiation, Focus Cost-leadership and Focus Differentiation.
                                                                                                                                                            
2.2 COST LEADERSHIP
“Cost-Leadership strategy involves becoming the lowest-cost organisation in a domain of activity”, (Johnson, 2014). By using this strategy, the company hopes to gain a competitive advantage by having the lowest costs within their market and a large market share.                                                                                                                     The cost drivers which help achieve cost leadership are input costs which include labour and raw materials.
Labour and raw materials which are located within countries with very low costs drive input costs down. Primark is an example of a firm which have been successful by implementing this. Primark keeps cost low by having products made in numerous countries with low labour costs, on their website it states that tops are produced in Bangladesh, socks in turkey and jewellery made in India, (Primark.com, 2019).          
Economies of scale is another cost driver. Buying in bulk gives the company a lot more leverage with the supplier as they have larger buying power. As higher quantities on an entity are purchased the cost per unit decreases. When coming to sell these items it means that the revenue per unit will be higher, (Stigler, 1958).
Experience also decrease costs for a business. As an organisation gains more experience it becomes better at tasks which are done day in day out. Organisations find ways to become more efficient in carrying these tasks out. This also applies to employees. Employee’s become more confident within their job, they learn to do tasks quicker becoming more productive, (Stuebs and Sun, 2010). This can also be applied to equipment, as the equipment is being used more and more it can be adapted to better suit its function.
Product/process design is another cost driver, rather than investing a lot of finance into the look of products and the way it is displayed organisations can use basic packaging and cheaper alternative display units keep costs down.

2.3 DIFFERENTIATION
Differentiation strategy is for organisations who want to provide a unique product or service at a premium price. “This strategy is effectively implemented when the business provides unique or superior value to the customer through product quality, features, or after-sale support” (Boxall and Purcell,2011). 
Businesses can charge a higher price for the products and services they are providing as they are “Luxury”. “Luxury goods are expensive in relative and absolute terms, and even more so when considered them to be "trivial" products, without any clear additional function over their "non-luxury" counterparts”, (Dubois and Duquesne,1993).                                                         There are three primary differentiation drivers; Product and service attribute, Customer relationships and Complements.
Product and service attributes relate to the unique qualities of a commodity in comparison to similar merchandise. Rolex is one example. Rolex manufacture watches but charges a significantly higher price as they use higher quality materials e.g. Rolex uses 904L steel, (McFadden and Ergü, 2017).
Customer relationships are how the consumer perceives the product/service. Starbucks is an example of where products are being sold at a premium price due to the way that the consumer perceives the image of the company, (Tu et al, 2012).
Complements is when products and services can be linked for instance looking at Apple when purchasing a product, the consumer gains free access to the app store, iTunes and the cloud, packages like this are attractive as they increase the value for customers, (Apple (United Kingdom), 2019).

2.4 FOCUS STRATEGY 
Focus strategy “targets a narrow segment or domain of activity and tailors its products/services to the needs of that specific segment to the exclusion of others” (Johnson, 2014). The two focus types are Focus Cost-Leadership and Focus Differentiation.                           These strategies work by targeting a specific segment of the market and doing better than their competitors who are trying to gain as much market as possible.                                            Porter's framework proposes that a firm must choose whether to serve broad or narrow market segments and whether to seek advantage through low costs or perceived uniqueness (Kim, et al., 2004). 

[bookmark: _Toc24046790]3. LIDL AND COST LEADERSHIP
Lidl uses the strategy cost leadership as they are providing low-cost goods to a large part of the market. There slogan “Big on quality, Lidl on price” slogan emphasises that they are using Cost-Leadership strategy, “unique selling point has been the background of Lidl’s success and revolutionized the UK grocery industry” (Kochova and Drakuleyski, 2018).                                 
Lidl has achieved a cost-leadership approach by applying the no-frills approach (offering a basic service enabling costs to be kept low) and cost minimisation (Four cost drivers previously discussed). Applying this strategy, they have achieved a significant amount of the UK market share, (Makortoff, 2019).
They have managed to keep input costs low by having private-label brands;” About 90% of the products in Lidl stores are private-label brands” (Hanbury, 2017). These products are specifically for Lidl. This means Lidl can drive costs down by not having any added costs from suppliers, having control over manufacturing costs and setting prices which results in higher margins as the costs are significantly lower. 
Lidl also takes full advantage of Economies of Scale. This has been achieved by not giving consumers a large variety of the same products. Head of content at the research firm Planet Retail RNG, Doug Koontz stated “Lidl had about 2,000 products in its store. This is considerably less than the 20,000 unique products stocked at equivalent grocery stores or the 60,000 at a supercentre” (Koontz, 2017). For example, Lidl only offers a small variety of milk whereas Tesco currently offers consumers an option of 109 types of milk (Tesco.com, 2019).                                                                                                                                                   By only ordering a limited variety of products it means that the volume per order will be immense, "There is a lot of volume through a limited number of items," (Mushkin, 2017). This gives Lidl more buying power when it comes to placing orders with suppliers which results in a better price per unit.                                                                                                                     
Lidl only stocks products which will sell fast. These are everyday items such as produce, bread and juice; items which every household will have. Again, this means there is a limited choice, therefore, increasing their buying power with suppliers but by also avoiding speciality products means that Lidl can keep inventory costs low.                                                                                   
Lidl also exploited the cost driver, Experience. They have gained a competitive advantage from being more operationally efficient and have done so by utilising their employees to their full extent.                                                                                                                                                             On Lidl's career page they have detailed "We believe in efficient decision making, and simple working practices which unite our business and helps us grow" (Lidl UK, 2019). They achieve this belief by having employees trained in each department within store meaning that they only need limited numbers of staff (keeping staff labour costs down) to keep the store running.                                                                                                                                                 
With limited staff in-store, Lidl has created numerous ways to keep tasks simple and quick. For example, Lidl has very basic displays, most products in-store are kept in the packaging they have been delivered in and directly wheeled from the back of the lorry to the shop floor. This means that there is no time wasted on unpackaging and neatly displaying products which are very important when there is minimum staff on hand.                                                               Another simple yet effective way Lidl has become more efficient is by not having a packing area for customers. This means that time is not wasted waiting for each customer to finish packing which means that checkout staff can serve customers at a quicker pace. This is vast contrast to other supermarkets such as Tesco who believe that you should go at the pace of the customer. 

[bookmark: _Toc24046791]3.1 ADVANTAGES OF COST LEADERSHIP STRATEGY
Adopting the Cost-Leadership strategy can have multiple advantages for an organisation such as Lidl. One being; The ability to outperform rivals. This is achieved by aiming to have lower costs than rivals and appealing to a large segment of the market. This gives an organisation a large competitive advantage over their rivals as they can massively undercut prices which results in more consumers shopping in-store meaning more sales, “using the lower-cost edge to under-price competitors will attract price-sensitive buyers in great enough numbers to increase total profits” (Porter et Al., 1985).                                                                                                                                                                                                                                                                Cost- Leadership results in attracting a large number of buyers this means that organisations do not need to sacrifice revenue to be able to provide a discount price as revenue is generated through a large Market Share, (Porter, 1979). Organisations such as Lidl benefit from a high market share as they are likely to receive better rates from suppliers due to their increase in buying power.                                                                                                                                          Cost-Leadership can form Erect barriers of entry. For most this is seen as a disadvantage but from the stance of Lidl, this is a benefit to the company as it makes it extremely difficult for new competition to gain the capital needed to enter the market.                                                      New organisations find that they cannot compete with prices and therefore cannot gain enough market share to successfully grow, eliminating competition for Lidl; “the leader is insulated from industry-wide price reductions” (Porter, 1980).                                                                                                                 
                                               
3.2 DISADVANTAGES OF COST LEADERSHIP STRATEGY  
This strategy also has several drawbacks. One being possible price wars. This is when prices will be cut to match or under-price competition to gain more of the market. This can have devastating implications which were seen in the case of the Dutch Supermarket price wars in 2005 which saw the loss in added value for the Dutch retail industry reach 900 million euros in one year and see the loss of 30,000 jobs in the grocery industry (Heerde el Al., 2008).                         Lidl does not want to be apart of a price war as cutting prices will mean significant smaller profit margin. This can affect their future position in the market as with fewer profits this means fewer resources are available to fund further business objectives.                                                                                                                                                       This strategy also creates lower customer loyalty in the following ways;                                                                            1. Consumers believe because the price is so low that the quality of the product will reflect this, (“product offering that is too frills-free sabotages the attractiveness of a company’s product, turning buyers off even if it is priced lower than competing products” (Porter et Al., 1985)).                                                                                                                                                                                          2. Customers are less likely to be loyal as this type of strategy is not customer care focused the main priority is to make money by cutting costs making customers feel they are not valued.                                                                                                                                             3. Customers shopping within this type are market are looking for the best prices so are likely to be easily persuaded to shop around to gain the most value for their money. 
This is a major drawback for Lidl as they do not understand what their customers want. By not having a loyalty card or online shopping platform they are unable to collect consumer data which can be analysed to help create targeted advertisements as well as help decide at how they can extend their product range, (Reichheld et al, 2000).                                               Improving Customer loyalty would guarantee sales as they know they will have customers that will continue to return even if prices are cheaper elsewhere. 

[bookmark: _Toc24046792]4. CONCLUSION 
In conclusion, at this point Lidl is in a very good position, Cost-leadership has enabled Lidl to not only survive but to grow. Due to correctly implementing each cost driver and taking a no-frills approach they have been able to bring very competitive prices to the market which has seen there share of the market increase so much so that they have been able to overtake well-established stores such as Waitrose and Iceland as seen in diagram 1.2.                                                                                                                                                                             However, this report is limited: A greater understanding could be obtained through comparisons of Lidl and similar companies such as Aldi. This would highlight areas where Lidl are exceeding and those areas which Lidl could improve, overall, giving a better picture of Lidl’s current market position and their possible future situation.
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4.1 RECOMMENDATIONS
If Lidl is to continue to increase their market share, they should consider building relationships with consumers as this creates brand loyalty.                                                                         Creating brand loyalty by ensuring customers will come back means Lidl would be able to predict consumer behaviour and be able to target this behaviour in a way which would benefit themselves. This would also reduce the risk of failure in implementing new ideas as they can better predict how their consumers would react.
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