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1. [bookmark: _Toc25703511]Executive Summary 

The purpose of this report is to provide an analysis of Porter’s generic strategies and outline a case study using the budget grocery company Lidl as its subject. 

The analysis will consist of evaluating the 3 different business level strategies included in Porters generic strategies and what they entail. The case study of Lidl will identify which strategy Lidl have adopted and how it has been implemented by the organisation. It will also seek to specify the advantages and disadvantages of using such a strategy.

Lidl is a budget grocery retail and operates over 10,000 stores over Europe. It has been increasing successful in the UK doubling its market share to 6% in the last 7 years alone and has recent attempted to move in the US market which has so far been presented with difficulties and has not yet replicated the success achieved in Europe.

Lidl uses a cost leadership strategy, which focuses on operating at the lowest possible cost in comparison to others in its market place. This strategy has proven to be resistant to entrance of new competitors due to the degree of difficulty to enter from the large economies of scale necessary to keep costs low and maintain a competitive advantage. The cost leadership approach however is less able to produce sustainable competitive advantage compared to differentiation strategies, which could be a concern for the company in the long term.

Recommendations include continuing market expansion using already successful strategies and adopting some differentiation strategies whilst maintaining cost leadership to ensure long term viability.

2. [bookmark: _Toc496043658][bookmark: _Toc25703512]Introduction

2.1 [bookmark: _Toc496043659][bookmark: _Toc25703513]Report Remit

The remit of this report will be to provide an analysis of the business level strategies proposed by Porter (1980) in his generic strategies model. This report will also outline a case study based on the budget grocery outlet company Lidl, applying Porters Model and identifying which approach Lidl have taken and how it has been implemented. The report will then provide recommendations for Lidl based on the findings of the analysis.

2.2 [bookmark: _Toc496043660][bookmark: _Toc25703514]Background of the Organisation

Lidl is a company that operates over 10,000 discount grocery stores across Europe and has expanded into the North America in 2017 opening 49 stores (Reuters, 2018). The company was founded by Josef Schwarz in Swabia, Germany in 1930 as a food assortment wholesaler and opened its first store in South Germany in 1973 using the discount retailer concept previously utilised in Germany by Aldi (Marketline, 2016).  

The mission statement of Lidl is to “To enhance the lives of our customers, by providing quality products at market leading value, whilst ensuring that customer satisfaction is at the heart of everything we do” (Lidl, 2019), a more pithy take on this concept can be seen in its slogan which is “Big on Quality, Lidl on Price” (Lidl, 2019). We are therefore able to understand Lidl’s customer value proposition which focuses on providing goods at a low cost to the consumer whilst also emphasising that their items are of a high quality.

Since Lidl opened its first 10 stores in the UK in 1994, Lidl has experienced substantial growth all the way to current day, where it operates 760 stores supported by 13 distribution centres and 22,500 employees across the UK. Through this growth Lidl has managed to establish itself as a competitor to the major UK supermarket brands with 6% share of the UK market share (Lidl, 2019). Lidl plans to extend its expansion in the UK supermarket industry, stating that it plans to increase the number of new stores over the next 3 years with the aim of having 1000 stores in the UK by 2023 (Chambers, 2019).

Despite the success enjoyed by Lidl in recent years, they have encountered issues with their expansion into the United States and have failed to achieve the level of long-term business strategy necessary to threaten incumbent US supermarkets. Their strategy has been criticised as it has deviated from what has brought the organisation success in its expansion across Europe, by making changes such as overly large stores in inconvenient locations, and stocking too many different items making the stores more difficult and costlier to operate. This has led to the CEO of parent company Schwarz Group calling the expansion a "disaster" and scaling back expansion plans in the US (Ladd, 2018). 

2.3 [bookmark: _Toc25703515]Definitions of Major Concepts

Strategy can be defined as “The direction and scope of an organisation over the long term, which achieves advantage in a changing environment through its configuration of resources and competences with the aim of fulfilling stakeholder expectations” (Johnson, et al., 2009, p. 3). In this sense strategy requires an understanding through analysis of the markets that organisations are competing in and appropriate planning in order to deliver the best possible performance. 

Business level strategies are the individual approaches to strategy that consist of actions businesses are able to employ in order to gain a competitive advantage and can include approaches to pricing and how it differentiates its products. Ultimately the aim of employing strategy is to provide the organisation with the competitive advantage over their market place competition. Porter (1985, p. 1) described competitive advantage as “a firm's activities that can contribute to its performance, such as innovations, a cohesive culture, or good implementation. Competitive strategy is the search for a favourable competitive position in an industry, the fundamental arena in which competition occurs. Competitive strategy aims to establish a profitable and sustainable position against the forces that determine industry competition.” 

Porter (1980) established his model for companies to understand and develop their position in the market place and develop competitive advantages with his model “Porters Generic Strategies”. The generic strategies model posits that there are 3 viable approaches to business level strategy that organisations can utilise which are cost leadership, differentiation, or focus approach as represent in the below diagram. 
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[bookmark: _Toc25699968]Figure 1 - Porters Generic Strategy Model, (Mind Tools, 2019)

Cost Leadership is concerned with providing a cost advantage over competition by establishing ways in which an organisation can achieve lowest possible cost in producing their product in comparison to the rest of the industry. Examples of cost leadership can be seen from companies such as Amazon who sell similar products to many retail outlets but at a lower price, by constructing their business to be cost efficient as possible by controlling distribution through their delivery network and expanding into new revenue streams where ever there are opportunities (Cohan, 2018)

Differentiation involves finding ways to develop ways in which products or services are seen as distinct from those offered by competitors and are therefore able to be sold at a premium price. This can include products which are seen as high quality by using superior components, unique designs, offer exclusive services. An example of a differentiation approach can be seen through Tesla’s electric truck dubbed the “cybertruck” the company identified that the truck market has been stagnant for decades with companies like Ford establishing high customer loyalty and therefore introducing an electric truck with similar design alone was unlikely to gain favour with the existing customer base. They therefore choose to use a unique retro futuristic design which could potentially be divisive, but ultimately stands out from the other products on offer (Roberson, 2019). 

Both the cost leadership and differentiated sections of Porters generic strategies are applicable to broad markets which are relevant to the majority of consumers, the focus segment concerns a narrow market section, which is limited to a subset of consumers such as enthusiast of a niche activity, or a particular demographic such as the elderly or children. Focus strategies can be either differentiated or non-differentiated products and are particularly attractive to smaller business, with an in-depth understanding and relationship to the consumers in their chosen market segment (Hooley, et al., 2007). 

Porter (1980) cautions against the possibility for companies to get caught in a middle ground between strategic approaches, that occurs when an organisation fails to entirely commit to either cost leadership or differentiation of product, as shown in the diagram below. This suggests therefore that companies should not adopt a mixture of strategies as it is likely to result in them failing to exceed in either one.
[image: ]
[bookmark: _Toc25699969]Figure 2 – diagram of undesirable middle ground in porter’s model (Hooley, et al., 2007)

One criticism of Porter’s generic strategies is the insistence that for businesses to be successful they need to choose one of the 3 basic strategies and failure to do so will result in the company being stuck in the middle and unprofitable. There are however examples of companies successfully employing a mixture of these strategies such as Amazon which competes on price with other retailers on low cost, but also offers innovations that differentiate it from other businesses such as same day shipping, exclusive web video programming, and the Kindle book store (ACCA, 2019).  





3. [bookmark: _Toc25703516]Main Body

3.1 [bookmark: _Toc25703517]Implementation of the Strategy

Lidl operate by using a cost leadership strategy, this requires Lidl to operate its business in ways which keep costs as low as possible for all aspects such as purchasing from supplier, logistics, retail running cost, employee costs. As Lidl are able to keep costs low, they are therefore able to offer consumers low prices in comparison to its competitors which creates a competitive advantage for the organisation.

The ways in which Lidl are able to keep costs as low as possible stem form the way in which it creates and curates its product lines. In comparison to traditional supermarkets Lidl uses a smaller number of products which are generally fast-moving, everyday products which have a quick turnover. This means the stores are easier to supply as the number of product lines are more simplified and there is less of the organisation money tied up in inventory. Lidl offers fewer varieties of each distinct product, mostly only offering 1 own brand and 1 named brand, this means they order more of each individual products from suppliers, sometimes monopolising the entire production of local suppliers such as dairy farms, which gives them more purchasing power and allows them to negotiate lower prices from suppliers (Hanbury, 2017).

By establishing a limited range of products, they are then able to make decisions about their retail environments that would be impossible with a more extensive variety of products. Most Lidl stores are small compared to those of conventional supermarkets, with the average store being 10,000 to 20,000 square feet compared to over 80,000 square feet of the large retailer hyperstores (Whittington, 2017). These smaller stores are sufficient for the complete but paired down product offering of Lidl’s and cost less to run in terms of rent and utilities than a larger building. They are also able to be more selective with he location of these stores, placing them within communities and town centres making them more convenient, while larger outlets are restricted to out of town, industrial estates. Lastly as these stores are smaller, they can be operated by a smaller number of employees which enables a further reduction in costs (Hanbury, 2017).

Lidl also operates what is know as an everyday low-cost strategy (or EDLC) as opposed to high to low, sale price costing, which is a common tactic used by retailers which alternates between a high regular price and low sale price. This is done to promote the idea of value to the customer by signalling they are making a large saving, a strategy which has been found in trials to be an effective (Tom & Ruiz, 1997). Although customers are susceptible to sales pricing, by utilising EDLC Lidl are able promote their year-round low prices and save on costs of employee time and infrastructure necessary to frequently change cost of items in stores.

3.2 [bookmark: _Toc25703518]Advantages & Disadvantages of the Strategy

One advantage offered by cost leadership is what is referred to as strategic entry deterrence which is the degree to which their industry is susceptible to new entrants competing in the same strategic space (Johnson, et al., 2009). Businesses that use a cost leadership approach often require enormous economies of scale to be able to operate efficiently enough that they can drive down costs to remain profitable. This results in difficulties for new entries into a cost leadership market as they would need to be large enough, they able to keep costs low (Johnson, et al., 2009).  
A disadvantage to taking a cost leadership approach is that this strategy results in less loyalty from customers as it based on price and they are therefore more likely to move to a competitor if they are able to provide goods at a lower price (Chahal, 2017). a large portion of the growth that has been experienced by Lidl has come at the expense of other large retailers, over the last 7 years Lidl has doubled its market share to 6%, while Tesco has dropped its share by almost 4% (Statistica, 2019). While Lidl is able to maintain competitively low costs, they will maintain customer loyalty, however as the customers they have attracted are more likely to be price conscious they will be likely to leave for a competitor that is able to provide lower prices.

Another potential disadvantage of cost leadership is the tendency for competition to devolve into price wars and a race to the bottom of profitability. Businesses that compete entirely on cost basis are not able to gain a competitive advantage over other their competition outside of reducing costs and therefore can be vulnerable to producers that that are able to operate at a lower cost. Although there is potential to mitigate the negatives of this approach by diversifying alternative strategies into the cost leadership approach. An example of this can be seen from both Lidl and Aldi who are cost leaders and have had an association of low prices and also low quality products, to combat these perceptions both have introduced differentiation strategies from each other to create positive associations from customer such as Lidl introducing a fresh baking section and Aldi upgrading stores with more natural light and warm colours (Samuel, 2015). 

Porter (1985) suggests that it is not solely gaining a competitive advantage which is critical, but ensuring it is a sustainable competitive advantage, which is an advantage the organisation is able to maintain into the future. While businesses that are able to develop products that are able to differentiate from competitors are more likely to create a sustainable advantage, cost leaders are reliant on being able to continue providing the lowest cost. Banker, et al. (2014) found when analysing the sustainable success of businesses that use a cost leadership or differentiated approach, that although both strategies could result in success, differentiation was associated with greater sustained success in comparison to cost leadership.

4. [bookmark: _Toc496043664][bookmark: _Toc25703519]Conclusion

[bookmark: _Toc25703520]4.1 Discussion of Conclusion

Since first introduction of its retail stores in Germany in 1973, Lidl has employed a cost leadership strategy where it has attempted to operate all aspects of its business at the lowest possible cost in order to gain a competitive advantage. This approach has been enormously successful and allowed to enter new market places across Europe and double its market share in the UK to 6%. The only setback it has faced was during the recent expansion into the United States, where it deviated from its established operating principles and didn’t as a result experience the success it has had elsewhere, suggesting these practices are key to its success in general and should be maintained for future expansions.

This report however suggests that despite the undeniable success that cost leadership is able to provide, long term sustainable competitive advantage is more difficult to establish with a cost leadership strategy and therefore Lidl may eventually experience difficulty in maintaining this advantage in the future. Currently Lidl and competitor budget supermarket Aldi are both growing in market share in their current environments, but this is mostly due to taking a price conscious customer base from incumbent organisations. Should there be a point where neither organisation is experiencing growth the ideal place to attract new price conscious customers would be from each other, which could lead to a price war between the two budget retailers.

[bookmark: _Toc25703521]4.2 Recommendations

Based on the findings of this report the following recommended will be made:

· Continue to look for opportunities in new potential markets by applying the same principles that have allowed it to be successful previously, such as potential markets in Latin American
· In order to develop long term sustainable competitive advantage Lidl should look for opportunities to introduce aspects of differentiation while maintaining cost leadership to protect from other budget supermarkets 
· As there is likely to be increased competition from other budget supermarkets and larger retailers, it will be essential to continue to look for ways to improve efficiencies and further lower costs, to ensure they are able to remain competitive as a cost leader
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