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1. [bookmark: _Toc496043657]eXECUTIVE sUMMARY

This report aims at exploring Porter’s Generic strategies in the context of Lidl GB.
Lidl is a German discounter who entered UK in 1994, which currently owns over 760 stores and thirteen regional distribution centres across Great Britain employing over 22,000 people. Lidl has been identified to use cost leadership strategy, cutting down cost through product range, types and display, the shop choices as well as the running costs.
The cost leadership has its merits including the ability to win over rivals, the advantage of attracting a large number of people in current economic background, and the capacity to reduce competition from marketplace. The downsides of the cost leadership strategy cannot be omitted as well. Losing customer loyalty, potential price wars, being quickly followed by others are all risks organizations need to take account of.
In light of these issues, Lidl must keep pace with the times, and some recommendations concerning digitalization are provided.

EXEC SUMMARY


CHAPTER 1 – ABSTRACT



1

5

2. [bookmark: _Toc496043658]Introduction

2.1 [bookmark: _Toc496043659]Report Remit

[bookmark: OLE_LINK3]This report aims at exploring Porter’s Generic strategies in the context of Lidl in the UK. Lidl is identified to use cost leadership strategy, which has helped the company to boost sales and gain market share in recent years. Despite the rosy future, Lidl still faces some challenges. A list of suggestions is followed.

2.2 [bookmark: _Toc496043660]Background of the organisation

“Lidl Dienstleistung (Lidl) is a privately-held company that operates a chain of discount grocery stores. The company offers kitchen accessories, technology products, furnishing products, bedroom products and leisure goods” (MarketLine, 2016). 
In 1973, Lidl opens its first store in Germany, where the headquarter lies in Neckarsulm.  During the span of 46 years, Lidl has been expanding globally to operate in 32 countries in over 10800 stores (Lidl, 2019). The first Lidl GB store opened in 1994 and, twenty-five years later, Lidl now has over 760 stores and thirteen regional distribution centres across Great Britain employing over 22,000 people (Lidl GB, 2019).  
The mission of the company includes:
- To deliver outstanding customer satisfaction
- To ensure market leading quality and value by constantly innovating and optimising our efficient processes, driven by technology and people
- To work with business partners in sustainable relationships, contributing positively to local communities
- To achieve long term success by investing in the recruitment, training and development of our people
(Lidl GB, 2019, https://corporate.lidl.co.uk/?_ga=2.89490911.550295735.1574520230-1543383334.1574520230 )
According to research firm Kantar, Lidl’s market share in UK grocery spending has risen from 5.4% last year to 5.8% now (BBC news, 2019).

2.3 [bookmark: _Definitions_of_Major]Definitions of Major Concepts

First of all, there are three basic concepts that need to be identified: strategy, business level strategy and competitive advantage.
“Strategy is the long-term direction of an organization” (Johnson et al. 2014, p.3), which achieves advantage in a changing environment through its configuration of resources and competences with the aim of fulfilling stakeholder expectations. There are three levels of strategy in an organization, and business-level strategy, also called competitive strategy, “is about how the individual businesses should compete in their particular markets” (Johnson et al. 2014, p.7). And how an organization will achieve its goals facing competitions from other companies lies in competitive advantage. In a context of competition market, Johnson et al. (2014, p.8) also note that the capabilities of the company should not only be considered adequate, but also superior than other rivals.
Furthermore, Porter’s Generic Strategies are a business-level strategy that company adopt in order to gain competitive advantage. They are the model I will be applying to Lidl GB. They were proposed by Michael Porter in 1980, which identified three or four primary sources of competitive advantage in enterprises. The strategies have two dimensions: One are the two options based on company’s competitive advantages consisting of cost leadership and differentiation; the others are two options based on competitive scope in the market place, which are broad target and narrow target.
Cost leadership is implemented by “firms choosing to serve broad markets and to derive advantage through low costs” (Kim et al. 2004), while differentiation is carried out by “those that seek to derive advantage through uniqueness” (Kim et al. 2004). Enterprises also pursue focus or niche market, which identifies a small segment of market to gain competitive advantages through focus leadership and focus differentiation.
According to Porter, if firms do not choose an explicit strategy, for instance, trying to pursue cost leadership and differentiations at the same time, they are likely to fail in the fierce competition, which Porter called “stuck in the middle”.
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[bookmark: _Toc25700457][bookmark: _GoBack]FIGURE 2‑1 – Porter’s Generic Strategies 
(Source: https://anthonysmoak.com/2016/12/29/michael-porters-generic-cost-leadership-strategy-explained/, 2016)

Despite the great success Porter’s Generic Strategies have had on a number of companies, the model has distinctive drawbacks.
As a matter of fact, “stuck in the middle” could be transferred into integration which leads to better performance in the business competition. A single strategic focus or a position of strategic purity could result in quite a few challenges as follows (Miller, 1992; Beal and Yasai-Ardekani, 2000; and Salavou, 2015):
• Companies focusing on one pure strategy may be less responsive to
market changes and maintain lower agility and flexibility in offering products
that focus both on costs and on specific product features.
• Strategic specialization may leave serious gaps or weaknesses in product
offerings and ignore important customer needs that could be detrimental
to companies.
• Pure strategies are easy to imitate, and companies adopting them may
be at a disadvantage compared to those that combine them in a creative
way and benefit from multiple sources of advantage.
Uber has set a good example “in driving down costs and simultaneously driving up value for customers, reconstructing the market boundaries in the mature Taxi and Limousine industry” (Hales and Mclarney, 2017).
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3. [bookmark: _Main_Body]Main Body

In the context of Lidl GB, it has been identified that cost leadership is the strategy the company has taken. Cost leadership is “a position where an organization seeks to be the lowest cost provider to a broad spectrum of customers. If a firm can achieve the industry’s lowest costs and still charge average prices, it can outperform the competition” (Hales and Mclarney, 2017). Typically, “Cost leadership strategy takes place through experience, investment in production facilities, conservation and careful monitoring on the total operating costs” (Valipour et al. 2012).

3.1 [bookmark: _IMplementation_of_the]IMplementation of the strategy
As a discount chain, Lidl has achieved huge success via the implementation of the cost leadership strategy. According to research firm Kantar, Lidl’s market share in UK grocery spending has risen from 5.4% last year to 5.8% now (BBC news, 2019), threatening the big four (Tesco, Sainsbury’s, Asda and Morrisons) and Lidl’s direct competitor Aldi. Here are three examples to figure out how Lidl utilise the cost leadership strategies and its impact on the company.
The first example is about the products Lidl GB sells. From range, type, price to display, the cost leadership strategy works effectively. Lidl has only a limited selection of products. “While the big four supermarkets can have dozens of varieties of baked beans or digestive biscuits Lidl will have just one” (Lake, 2019), which could decrease the cost of the storage and transportation. Besides, Lidl stocks "fast-moving items". "Higher-velocity items mean less money tied up in inventory" (Hanbury, 2017). And if shoppers go for a visit to the Lidl shops, they will find more items like milk, cereal, tissues rather than niche or specialty products. Another issue worth noticing is that the products in Lidl are usually displayed on the pallets they were shipped in, which helps to reduce the cost of package as well as the staff needed. Last but not least, the price is really cheap. Most items are several pence cheaper than the big four, although with a small amount of luxury goods.
The second example is about the characteristics of Lidl shops. Anyone who is fond of shopping will notice that Lidl shops are relatively small, “between 14,000 and 26,500 sq ft” (Bentley, 2018), compared to the big four in the UK. For example, “Tesco has dozens of sites larger than 80,000 sq ft” (Bentley, 2018). In addition to the volume, the address of Lidl shops is away from city centre. Take Lidl shop in Swansea as an example. It is near River Tawe, over 10-minute-walk from the city centre. Together the two factors drag down the cost of construction. Furthermore, Lidl also cuts down its running cost. Using natural light as much as possible and reduce lighting in stores is one approach (Hanbury, 2017); and it does not provide hand-held basket any more. Instead, “the only other option now is large 'trolley baskets' that have wheels and handles” (Bentley, 2018).
Last example concerns the recent actions Lidl has made. This year, “Discount supermarket chain Lidl plans to open 40 new stores in the south-east of England” (BBC News, 2019), and Hipwell (2017) pointed out the ultimate goal of Lidl GB is to set up 1500 stores in the UK. Apparently, it is stealing market from its competitors in a more proactive way. It is a benefit from and necessity for cost leadership strategy, although with “a sacrifice of like-for-like sales” and a much lower profit margins compared with a couple of years ago (Hipwell, 2017). 

3.2 [bookmark: _Advantages_&_Disadvantages]Advantages & Disadvantages of the strategy

There is no doubt that cost leadership strategy is a double-edged sword. 
The benefits are explicit. First of all, the organization implementing the strategy can win over its rivals if the prices are the same. Since the organization drops down the cost to the minimum, it can even gain more profits in a comparable lower price. Besides, “due to periods of high inflation and restrained wage growth in recent years” (Uttley, 2018), consumers are more and more addicted to the low-price products.  For example, it is now estimated that over 63% of households in the UK have visited Aldi or Lidl, the two discounters, in the past 12 weeks (Uttley, 2018). Furthermore, cost leadership strategy could reduce competition from the marketplace. Regoli (2019) notes that there are barriers for other companies to take part in the new competition, since the cost leadership provides “a superior pricing model” to their customers, other competitors “may struggle to achieve the same price”.
The downsides of the cost leadership strategy also exist.  First of all, the cost leadership strategy is linked with lower customer loyalty “which in turn means that customers can be swayed by lower priced substitutes from other competitors” (Smoak, 2016). Additionally, price wars are likely to happen between the cost leaders, which will damage the profits of cost leaders. As well as that, the technique of cost leadership can be quickly followed by others. “That means cost leadership must always be active for it to be effective” (Regoli, 2019).
In light of the disadvantages listed above, Lidl is currently seeking to shift its marketing strategy to stress quality and range, putting on the slogan “Big on Quality, Lidl on Price”, which is a sign to adopt a hybrid strategy (Hammett, 2019).
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4. [bookmark: _Toc496043664][bookmark: _Conclusion]Conclusion

This report is designed to critically analyse Porter’s Generic Strategy in the context of Lidl GB. As a rapidly growing discount supermarket chain that has disrupted the grocery market in recent years, Lidl GB is found to have successfully implemented the cost leadership strategy. However, due to the disadvantages of the cost leadership strategy, Lidl GB is trying to adopt a hybrid strategy which combines cost leadership and differentiation.

4.1 [bookmark: _Recommendations]Recommendations

Here is some advice on better implementing the cost leadership strategy for Lidl GB. Lidl Weekly, a shopping brochure which continues to be printed as paper copies, may see a future of non-existence. It is cost-consuming to produce those in paper and simultaneously environmental-damaging. In addition, future generations are born in the digital age and get used to digitalized materials. Hence, there is no need for paper copies of Lidl Weekly which contradict the cost leadership strategy. 
Another recommendation is that grocery shopping needs to go digital as well. At present, Lidl has not provided any channels for online shopping. Amazon has announced its acquisition of the Whole Foods grocery chain this June (Laseter et al. 2017), so it is better to enter e-commerce for Lidl GB before the competition of this field gets fierce.


CONCLUSION
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