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[bookmark: _Toc25678411]Executive Summary
This report aims to critically evaluate the competitive strategy that has been deemed relevant for Lidl and to provide examples to determine as to how Lidl have utilised and accomplished the strategy, whilst making appropriate recommendations as to how Lidl can continue to achieve their current status within the chosen strategy.  Lidl was established as a discount local grocery wholesaler in Germany in the 1930's. The first store had opened in 1973 with three employees and 500 products but has since developed with over 10,000 stores and 260,000 employees throughout the USA and Europe.  The retailer is currently owned by a private retailer group called Schwartz Gruppe and had opened its first UK based store in 1994 and has since developed into over 760 stores and 13 distribution centers within the UK.  Porter’s generic strategy consists of 3 main strategies that are known as the cost leadership strategy, differentiation strategy and the focus strategy, and can be of use for organisations such as Lidl to maintain a competitive advantage against its competitors and to achieve an above-average performance within the industry.  The strategy that was most relevant to Lidl was the cost leadership strategy and Lidl has implemented this strategy by focusing on a variety of sections within the organisation, such as, the corporation side, pricing strategies, employees and store efficiencies.  For example, Lidl had adopted the cost leadership strategy in regard to its employees, through cross-training staff on different departments which decreases the labor costs for Lidl. There are various advantages and disadvantages of the use age of Porter's generic strategies, for example, a disadvantage would include that numerous theorists have questioned the theory of every organisation being categorised into one strategy and that there are grounds for an organisation to become stuck in the middle.  To conclude, the strategy that was considered relevant to Lidl was Porter's cost leadership strategy and a recommendation to Lidl would be to continue researching various cost-effective strategies and constantly update its strategies to maintain its market share.  
[bookmark: _Toc25678412]2. Introduction
Lidl is currently one of the fastest-growing German discounted supermarkets within the UK retail industry. They provide a wide range of private label products at highly discounted and cost-effective prices together with a minimal amount of national label products at a normal retail selling price. Lidl has a steadily increasing turnover rate due to its mission of being a cost-friendly retailer, Lidl has the most loyal customer base in comparison to Tesco and Waitrose with over two-thirds of UK shoppers visiting Lidl over the festive period (Which?, 2019). 
[bookmark: _Toc25678413]2.1 Report Remit
The aim of this report is to identify and critically evaluate the competitive strategy that appropriately represents Lidl’s UK and to determine how they have accomplished it. The next step will be to see how the company has utilised their current competitive position within the market and make relevant and appropriate recommendations for how Lidl can continue in light of progressing with the competitive strategy in the future.
[bookmark: _Toc25678414]2.2 Background of the organisation
Lidl was established in Germany in the 1930s as a discounted local grocery wholesaler. The first Lidl store was opened in Ludwigshafen in 1973 with three main employees and with over 500 products. Since it's opening Lidl has continued to develop and grow at a rapid pace throughout Europe and the USA with over 10,500 retail units and 260,000 employees internationally. By 1990 they were known as an “international retailer” and most recently are 3rd in the top 50 global retailers list 2018 by the National Retail Federation (The National Retail Federation, 2019).  Lidl’s are becoming known as one of the fastest-growing retailers within the UK, in 2017 Lidl's was joint with Aldi over gaining the title of being Britain's fastest-growing supermarket after sales had increased by 16.8% over the December period (The Independent , 2018). The Lidl chain is currently owned by Schwarz Gruppe who is a privately-owned retail group based in Germany that is owned by Dieter Schwartz. Lidl opened their first store within the UK in 1994 and have since developed to open over 760 stores and 13 regional distribution centres nationwide, with over 22,500 people in employment within the UK (Lidl UK, 2019). The current mission statement is to ensure that products are of the highest quality and value by continuously optimising and innovating the current processes which are driven by people and technology, and to ensure that customer satisfaction is of the highest quality.
[image: ]Lidl’s market share within the UK currently stands at 6% as of September 2019 but has increased steadily since 2015 where the market share was at 3.5% (Statistica A, 2018). In the Netherlands Lidl’s have a much bigger market share which has increased at a steady rate since 2012, for example in 2012 the market share was at 7.5% but had increased to 9% in 2013, the most recent result has shown that the market share for 2018 was 10.9% (Statisitca B, 2018). [bookmark: _Toc25678442]Figure 1: Market Share Percentages for Lidl and its competitors (Statistica A, 2018)

[bookmark: _Toc25678415]2.3 Definitions of major concepts
[bookmark: _Toc25678416]2.3.1 Strategy 
Strategy has been defined by Porter (1996) as “ the creation of a unique and valuable position involving a different set of activities”, in relation to organisations a competitive strategy is  about being different from competitors within the industry with a unique variation of activities to deliver a mix with value.  Strategy has also been defined by Johnson, et al (2008) as 
“ the direction and scope of an organisation over the long term, which achieves an advantage in a changing environment through its configuration of resources and competences with the aim of fulfilling the aim of stakeholder expectations”.  

Both definitions that have been provided are relevant as the authors are professionals within this field. Upon researching it was challenging to find a definition of strategy as a strategy can be looked at from a variety of different viewpoints from organisational points of view to military points of view, therefore it was challenging to find a reliable definition in terms of strategy for competitive advantage.
[bookmark: _Toc25678417]2.3.2 Business – Level Strategy 
According to Johnson, et al. (2008), there are three different strategies used by corporations to develop a competitive advantage known as the corporate level strategy, a business-level strategy which is also known as a competitive strategy and operational strategy.  In terms of Lidl, a business level strategy has been adopted to provide the company with a competitive advantage. 
[bookmark: _Toc25678418]2.3.3 Competitive Advantage
Competitive advantage has been defined as a “superior performance relative to other competitors in the same industry or industry average” (Strategic Management Insight, 2018). Porter’s generic strategy is an example of how an organisation can gain a competitive advantage.
Porter’s generic strategies can be used for organisations such as Lidl to gain and maintain a competitive advantage against competitors.  Porter’s Generic Strategy model consists of three generic strategies which provides an opportunity for organisations to achieve an above-average [image: ]performance within the industry, these generic strategies are known as cost leadership, differentiation and focus. The focus element of also includes two separate categories, which are known as differentiation focus and cost leadership focus (Porter, 2004). To gain a competitive advantage with a cost leadership strategy organisations would need to increase their annual profits by reducing and reviewing costs to include average prices that are currently within the industry, and to increase their market share by charging lower prices whilst still making a profit from the reduced prices.  [bookmark: _Toc25678443]Figure 2: Porter's Generic Strategies (Porter, 2004)

Porter has discussed that firms can become “stuck in the middle” of the three generic strategies. Across the majority of industries firms and products aim for their competitive advantage to be based entirely either on the differentiation or cost leadership strategy. However, in some cases, an organisation can become “stuck in the middle” (Forbes, 2018). Becoming “stuck in the middle” can happen if a firm fails to develop a strategy in at least one of the three categories and this can affectively lead to poor performance within the organisation . Alternatively, if an organisation has tried to pursue more than one strategy, they may also become stuck in the middle as a result (Kim, et al., 2004). 
[bookmark: _Toc25678419]3. Main Body:
Lidl's main operation was established through a cost leadership strategy as the main aim of the retailer is to provide a wide range of products at inexpensive prices, and Lidl has achieved this by purchasing products in bulk for low prices to sell for reasonable prices.   According to Porter (2004), organisations that are part of the cost leadership strategy have the aim to become the lowest-cost producer within the industry, and in regard to Lidl this strategy is relevant, as the majority of Lidl's brands  are private owned brands that produce its products especially for Lidl’s, and therefore Lidl’s are able to negotiate cheaper pricing for these brands. If an organisation can achieve cost leadership, it is then considered to be an above-average performer within the industry and if the organisation can gain the cost leadership title it can result in a higher return percentage for the organisation. The second element in Porter’s Generic Strategy is differentiation. This element is an approach an organisation takes to differentiate itself from its competitors by developing a unique service or a product that is more distinctive and valuable for its consumers in comparison with similar services or products that are produced by its competitors, which is why the differentiation strategy is peculiar to different industries. The third element of Porter’s generic strategy is Focus.  The focus strategy occurs when an organisation focuses its concentration on a specific focus within the marketplace and develops a competitive advantage by producing and introducing a product for that segment. The Focus element of the strategy also consists of two other variants that are called cost focus and differentiation focus. In a cost focus element, corporations tend to seek for a cost advantage within the targeted segment of the organisation, a differentiation focus tends to focus on the differentiation prospect for organisations with the target segment. The two variants of the focus strategy rely on any differences that happen between a focus target segment and other segments that can occur within the industry. It is a requirement that the targeted segments of the focus strategy to have consumers with an unusual set of needs otherwise the production of the delivery system that serves the target segment will differentiate from the segments provided from various other industries.
The core tenets of a cost leadership strategy are to increase profits by reducing the current costs while charging prices that are average in the industry and to increase its market share by decreasing the amount that is being charged whilst still making a profit even after the costs have been deducted.
[bookmark: _Toc25678420]Porter’s Generic Strategy Advantages:
There are various advantages to Porter’s generic model, an example of an advantage is that Porter’s generic strategy has shown that the differentiation strategy is just as effective as a cost leadership strategy (Porter, 2004).
[bookmark: _Toc25678421]Porter’s Generic Strategy Disadvantages:
There are various disadvantages to Porter’s generic model, an example of a disadvantage is that the model is more suitable for large and established companies such as Lidl. Whilst developing the generic strategy model Porter mainly focused his analysis on large, multinational corporations with a wide range of strategic business units. The model can still be of use for small organisations, but it may fail to provide valuable strategic insight that they may require (Porter, 2004).  Another example of a disadvantage is that Porter has argued that only one strategy can be adopted by organisations and if a firm has failed to adopt only one strategy it can result in the firm becoming “stuck in the middle” (Porter, 1980). However, Miller (1992), has questioned the theory of a firm becoming "stuck in the middle" and has claimed that there are grounds between the strategies and that many firms have entered the market with a focus strategy and have since expanded into other categories.  Therefore, many commentators have questioned the usage of  Porter's generic strategy due to its lack of flexibility with organisations. 
[bookmark: _Toc25678422]3.1 Implementation of the strategy
[bookmark: _Toc25678423]3.1.1 Cost Leadership Strategy for the Lidl Corporation
The strategy that has been identified as being utilised by Lidl’s is the cost leadership strategy.  The main objectives for organisations that have adapted to this strategy is to become the producer with the lowest cost in the industry (Wang, et al., 2011), and currently, it has been found that products at Lidl can be up to 50% cheaper than at rival stores. Lidl has approached the cost leadership strategy by introducing an everyday low pricing strategy that offers low and reduced prices on everyday items, along with a no fills, no-hassle shopping experience within a store with a simple and convenient layout. These low prices are offered continuously instead of only on sales events and have had a positive impact on Lidl, proven by the fact that this low-cost strategy has achieved a turnover of £474.5 million for Lidl in 2018 (Statista C, 2018). Lidl is a German-based retailer who offer cost-friendly products to consumers from private label brands, and in order to keep its prices relatively low Lidl would need to buy its products from suppliers in bulk, which will, in turn, attract customers to the store to buy the products that they need along with other products. 
[bookmark: _Toc25678424]3.1.2 Pricing 
Lidl has adapted to the cost leadership strategy by being the most competitively priced organisation that is currently on the market.  Over 90% of the brands that are manufactured especially for Lidl are private label brands which benefits Lidl as the middleman has been cut out. This strategy also eliminates any additional costs raised by the suppliers, this gives Lidl a sense of control over the manufacturing costs for the brands and Lidl can set their own prices for the products (Business Insider, 2017). 
[bookmark: _Toc25678425]3.1.3 Store Efficiencies 
In regard to the retail outlets, Lidl's approach to maintaining its aim of achieving a cost leadership strategy includes the layout of the stores and its products being cost-effective. The products that are displayed within Lidl's stores contain a large amount of packaging, which shows that the products are in the same packaging on the shelf as they were when they had arrived at the stock room, this method of packing is cost-effective as it improves the efficiency of the restocking process and requires a reduced amount of manpower. The Lidl supermarkets have a limited selection of products within its stores, for example, it can stock two types of a product brand that can either be a national known brand or one of its own brands, this provides Lidl with the opportunity to improve its buying power with the suppliers due to the requirement of ordering a substantial amount of fewer products (Business Insider, 2017).  Lidl has introduced a promotion known as the "middle of Lidl” which stocks a variety of different products that wouldn’t be associated with the range of products that are in the store, for example, winter thermals and various items of clothing that is usually not on sale within the stores, this weekly promotion targets customers and encourages them to visit the middle aisle of Lidl on a weekly basis to see what new items are in place (Lidl GB, 2018). 
[bookmark: _Toc25678426]3.1.4 Employees 
Lidl's are being cost-effective in relation to their employees within stores to keep the labor costs low. Lidl's have accomplished this through limiting the amount of human interaction within its stores by investing in technology and automation that works in the stock rooms, cross-training its employees to work in any section within the store and by introducing a system where consumers are required to package and weigh their own purchases (Business Insider, 2017).  
[bookmark: _Toc25678427]3.2 Advantages and disadvantages of the strategy 
[bookmark: _Toc25678428]3.2.1 Price wars 
One example of a disadvantage of the cost leadership strategy is a possible price war between competitors.  A price war is a common method used by organisations such as Lidl, to attract customers to their store (Harvard Business Review, 2006).  A price war is considered as an advantage to Lidl’s consumers as it would include purchasing the goods and services for a discounted price which will prompt customers to return to the chain. A price war can have a major impact on organisations such as Lidl, as a price war can impact the profit margin of a company, it can also give the impression that the prices have decreased due to the product being of low quality and the value of a product will be decreased which can make it a challenge to increase its price within the future .  
[bookmark: _Toc25678429]3.2.2 Customer Loyalty 
Another example of a disadvantage for organisations with a cost leadership strategy is that customer loyalty may decrease if consumers find better prices elsewhere and are most likely to switch to a competitor. If consumers switch to a competitor it could cause a loss in sales for the organisation, produce a lower turnover rate and a reduction in profits.
[bookmark: _Toc25678430]3.2.3 Outperforming rivals 
An example of an advantage of the cost leadership strategy in regard to Lidl would be the ability to outperform its rivals due to its inexpensive cost strategy.  Outperforming rivals is an advantage for the majority of organisations as outperforming a rival organisation is considered as a key to becoming successful, and if an organisation can outperform its competitor it is considered to have a sustainable competitive advantage within the industry (Forbes, 2017).
[bookmark: _Toc25678431]4. Conclusion
To Conclude, after the analysis of Porter’s 3 generic strategies of cost leadership, differentiation and focus, the competitive strategy that has been applied to Lidl in order to develop their competitive position is the cost leadership strategy, which is a relevant strategy that has currently been undertaken by Lidl in the approach of developing a low cost pricing strategy for the retailer. 
[bookmark: _Toc25678432]4.1 Recommendations 
A recommendation for Lidl’s to maintain its cost leadership strategy is to continue identifying strategies that can be of use to reduce its costs and to introduce them within its business plans, the current strategy that is being used is the everyday low price strategy, which has been proven to have been a success for Lidl’s annual profit and turnover, however Lidl’s will need to continue researching and analysing its competitors movements and various trends within its pricing strategies in order to rapidly improve its cost leadership approach on a regular basis. 
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