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[bookmark: _Toc25685763]1. Executive Summary
This report identifies and analyses the competitive strategy used by Lidl Stiftung & co KG in order to achieve a competitive edge. Lidl is a global German discount supermarket that aims to make the lives of their customers better by catering quality products at market leading value. It entered the UK around the ’90s and is now the seventh biggest supermarket in the UK with a 6% market share in 2019. 

It is observed that Lidl practices Michael Porter’s cost leadership strategy. Lidl tries their best in saving its costs whenever possible through the adoption of economies of scale, having a limited product range, sourcing locally, and cutting down its labour and operation costs.

Cost leadership strategy delivers benefits like increasing market share and profit. It also makes a firm more sustainable in times of financial crisis. However, it has to be taken aware that through the implementation of cost leadership strategy, price wars will happen, customers are less loyal and the company will often be associated with being low quality.

EXECUTIVE SUMMARY
It is recommended that Lidl launch an “order online” service where people can order, pay for their groceries online and pick it up at the nearest Lidl store. This would enable Lidl to further compete with other supermarkets while still keeping its cost in control.
17

[bookmark: _Toc25685764]2. Introduction
[bookmark: _Toc25685765]2.1 Report Remit
This report was written for an undergraduate Strategic Management assignment given by Swansea Business School, University of Wales Trinity Saint David. It identifies the competitive strategy used by the growing German global discount supermarket, Lidl Stiftung & co KG in order to achieve its current competitive advantage. The identified strategy will then be evaluated critically to recognise its advantages and disadvantages. Finally, recommendations will be given on how Lidl can improve itself in the environment it operates in.
[bookmark: _Toc25685766]2.2 Background of Lidl Stiftung & co KG
Lidl Stiftung & co KG is a global German discount supermarket chain owned by Dieter Schwarz’s Schwarz Group, the fifth-largest retailer in the world with revenue exceeding 100 billion US$ (Forbes, 2019; Deloitte, 2019). Lidl started from a humble beginning in the ‘30s operating as a grocery wholesaler in Germany. In 1973, it opened its first store with only 3 employees and 500 products. Throughout the 1990s, the company decided to go international and Lidl started mushrooming across Europe and the United Kingdom (Lidl US, n.d.). In 2017, Lidl expanded to the United States (Peterson, 2017). In the same year, it launched a webshop in China on Alibaba’s online platform called Tmall (Looveren, 2017). To date, it has over 10,000 stores across Europe, the United Kingdom, and the United States employing more than 260,000 people (Lidl, n.d.). 

The company aims to make the lives of their customers better by catering quality products at market leading value while ensuring customer satisfaction (Lidl GB, n.d.). To save costs and to provide affordable prices to its customers, it carries a limited selection of groceries with mostly store brands (Corner, 2017). Lidl has also got an in-house bakery in its supermarkets with bread and pastries displayed for customers to pack and pay for (Thomas, 2017). Besides food, the middle aisle in Lidl offers a range of products that change every week on bargain like clothing, children’s toys, hardware, and exercise gears (Meyer, 2017; Chamberlain, 2018; Becquart, 2019). The company is also rumoured to have an online grocery delivery soon as it is currently advertising for a new digital project manager (Sewraz, 2019; Borland, 2019).
Lidl’s direct competitor is and is often compared with Aldi, another German discount supermarket (Timmermann, 2019). The arrival of Lidl and Aldi over the past several years has disrupted the UK supermarket industry (Neilan, 2014), sending other supermarkets into price wars (Butler, 2014) in order to compete with these discount supermarkets. According to Kantar, a data and insights company, ‘The Big Four’ that comprises of Tesco, Sainsbury’s, Asda and Morrisons now hold just 62.7% of the market, a 15-year low. Lidl is the seventh biggest supermarket in the UK with a 6% share of the market, increasing by 0.8% from 2018, overtaking Waitrose (Sewraz, 2019; Bones, 2019). 
[bookmark: _Toc25685767]2.3 Definitions of Major Concepts 
[bookmark: _Toc25685768]2.3.1 Strategies
It determines the scope and direction companies are heading over the long term in order to achieve an advantage in changing environments through the configuration of resources and competences (Johnson et al, 2008). 
[bookmark: _Toc25685769]2.3.2 Porter’s Generic Strategies
Micheal Porter identified 3 strategies that can assist organizations in achieving a competitive edge and sustaining themselves (Simister, 2011). The strategies are ‘cost leadership’, ‘differentiation’, and ‘focus’ (Porter, 1985). The focus strategy is then subdivided into ‘focused cost leadership” and ‘focused differentiation’ (Bhat, 2015). To better understand this, the model is shown in figure 2.1 below.
[image: https://lh4.googleusercontent.com/kUpV0KJnslOr0YpbY36_IUW5Qg75Edtok7HbEmyZTpkXONIIfkR97fthqznNpUhlUdNv7Vy94b35d5F77080g4e_BeHS1qkyljYG5qAhUgD9n8wq6jb5m8EI1xr7llXFRgYi9--J]
[bookmark: _Toc25687346]Figure 2. 1 Michael Porter’s Generic Strategies Model (Porter, 1980)

For companies operating in broad industries, Porter suggests 2 ways to stand out, which are:

(i) Cost Leadership
Here, firms aim to become the low-cost producer in its industry. They may include the pursuit of economies of scale, exclusive technology, and preferential access to raw materials. It is important to note that being a low-cost leader does not necessarily mean that they charge a low price (Valipour et al, 2012). The implementation of cost leadership strategy allows firms to gain more profit when charging industry-average price, or increase market share when charging a low price while still earning a reasonable profit because they have already saved on their costs (Tanwar, 2013). 

It is identified that Lidl uses a cost leadership strategy. This will be further explained in section 3 along with the advantages and limitations of the strategy.

(ii) Differentiation
In differentiation, firms position itself to meet qualities that buyers perceive as important. Doing so allows firms to charge at a premium price as their products are seen as unique (Michael, n.d.). 

Whereas for companies operating in narrow industries, Porter recommends focused cost leadership and focused differentiation strategy which is much like cost leadership and differentiation strategy. The difference is that companies cater to a smaller target market. These target markets are decided based on marketing trends, demographics and customer needs (Minarik, 2007; Wagner, 2013). 

According to Porter, if a company fails to position itself in any of these strategies, competitive advantage will not be achieved. This is referred to him as ‘stuck in the middle’ and will result in poor financial performance (Otundo, 2016). Although, some scholars disagree with this statement stating that some companies have done well adopting more than one generic strategies (Hill, 1988; Miller, 1992; Kay, 1993).
INTRODUCTION


[bookmark: _Toc25685770]3. Main Body
[bookmark: _Toc25685771]3.1 Lidl’s Implementation of Cost Leadership Strategy
Lidl has been a discount supermarket since the very beginning and practices a low-cost business model (Ruddick, 2014; Fronda, 2015). When it first entered the UK in 1994, it was perceived as a poor man’s shop (Blythman, 2008; Bones, 2019). However in the early 2000s when the UK was going through recession (The Telegraph, 2009; Elliott, 2010), people were less willing to spend their money. This resulted in an increase in Lidl’s sales (Thompson, 2008; Fronda, 2015) as some of their prices are cheaper than elsewhere thanks to its adoption of cost leadership strategy.

To reduce costs, Lidl carries mostly its own brands (Lake, 2019). Here, buyers can find big brands lookalike that is sold at a cheaper price. For instance, Lidl’s French Grain vodka which costs £14.99 a bottle looks very much similar to Grey Goose vodka which can cost up to £35 (Blake, 2018). Making it look similar to bigger brands encourage people to make the switch to a cheaper alternative more easily (Clear, 2013). The reason why Lidl can sell it at a cheaper price while still earn a profit is that their brand is produced at a lower cost. Even though cheap, Lidl strives to offer quality products (Vizard, 2019) with many of them which had won awards (Holland, 2015; Bracken, 2016). On Youtube, videos can be found on people blindfolding themselves and comparing brand names with Lidl’s to see which tastes better. This is a good sign considering people are willing to give Lidl’s brand a chance and at the same time encourages more people to try Lidl’s products out.

Unlike ‘big four’ supermarkets, when shoppers walk into Lidl, they are greeted with a limited range of products (Canter, 2019). Instead of finding different types of milk like coconut, rice and almond milk, one can only find cow’s milk in Lidl. This is because Lidl get deals through buying a lot of one item, saving its costs (Straus, 2015). It might seem like sales will not be as good given that customers do not have many choices, but it is proposed that range overload can lead to lower purchase likelihood, lower customer satisfaction, and increased customer churn (Chernev, 2003). This explains another reason why Lidl is slowly outperforming the ‘big four’ (Clark, 2019). In the 12 weeks to November 2019, Lidl UK’s sales have gone up by 8.8%, while the ‘big four’ experienced a decline in sales (Mckevitt, 2019).

The way Lidl operates is all about cost-saving. Lidl favours fast-moving everyday items that shoppers buy often like fresh produce, seasonings and snacks (Hanbury, 2017). Approximately 67% of its products sold in the UK are sourced within the UK (Lidl, n.d.), which reduces transportation costs and the likelihood for fresh produce to go bad resulting in waste. Besides food, the middle aisle in Lidl offers a range of slow-moving products on bargain like clothing, children’s toys, hardware, and exercise gears (Meyer, 2017; Chamberlain, 2018; Becquart, 2019). This mysterious middle aisle surprises customers with what is going to be offered every week, which makes customers curious and would want to visit the middle aisle whenever they shop there. By doing this, Lidl eliminates the need for huge superstores and storage area which are expensive to maintain to keep items that customers do not buy on an everyday basis like electrical gadgets.

The company keeps labour costs low by having its customers weigh their own produce and bag their own groceries (Hanbury, 2017). Their items are displayed in boxes they were shipped in so that it does not require much manpower to stock and restock on the shelves (Bentley, 2018). As of now, unlike the ‘big four’ supermarkets Lidl does not offer online shopping service or delivery albeit having their own website. This is because having to hire deliveryman would add to labour cost. Though, it is rumoured to offer online grocery delivery service soon as they are looking to hire a digital project manager that will “deliver a new online platform” and “drive online sales” (Lindsay, 2019). 

In Wales, Lidl does not offer plastic bags at all unlike ‘big four’ supermarkets which charge £0.05 for plastic bags (Bell, 2019). Doing so, Lidl removes the need for stores to buy plastic bags and it also saves the environment by cutting down plastic waste. There are also no 24-hour shops and customers toilets which further reduce costs. However, over the past few years, Lidl is slowly changing the layout of its shops. In 2015 Lidl spent £1.5 billion on store expansion upscaling its buildings in an attempt to lure wealthier customers and to provide a wider product range (Butler, 2015; Davies, 2015). In its real estate website, Lidl can be seen building more modern stores with wider space, customers’ toilets and baby changing rooms (Lidl Real Estate, n.d.). All of these which go against its cost-savings methods. Although, it is still trying to keep its costs down by installing sustainable technology like LED lights that are more energy-efficient (Davies, 2015).
[bookmark: _Toc25685772]3.2 Advantages and Disadvantages of Cost Leadership Strategy
[bookmark: _Toc25685773]3.2.1 Advantages
(i) Increases Market Share
Thanks to the strategy’s low-cost basis, companies are able to sell the same products at a lower than average market price, while still earning a reasonable amount of profit. This in return attracts more buyers who want a better deal when shopping, increasing market share (Kokemuller, 2017). A higher market share means greater sales, lesser effort to sell more, and creates a high barrier to entry (The Economic Times, n.d.).  It raises the difficulty for competitors to match or undercut a firm that uses this strategy unless they would want to reduce their price, which would mean less profit given that they have a high cost (Regoli, n.d.).

Lidl is famous for being cheaper than ‘big four’ supermarkets (Turner, 2014; Canter, 2019). The adoption of cost leadership strategy has enabled Lidl to increase its market share over the years. According to Kanta and Statista, from 2015 to 2019, Lidl’s market share has increased while the other ‘big four’ supermarkets’ market share has not seen improvement. This can be observed below in figure 3.1.
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[bookmark: _Toc25687365]Figure 3. 1 Market share of grocery stores in Great Britain from 2015 to 2019 (Statista, 2019)

(ii) Increases Profit
Low-cost leaders generate higher profit than companies that sell items at the same price (Kuijk, n.d.). This is because the cost of items sold is lesser, widening profit margin. For example, if the eggs in Lidl costs £0.60 and in Tesco costs £0.70 to produce, and they both sell their eggs at £1, Lidl will earn a higher profit at £0.40 while Tesco at £0.30.

(iii) More Sustainable
Cost leaders sustain longer especially during a financial crisis. When people are more conscious about where they spend their money, they will turn to stores that offer lower prices. For companies using low-cost strategy, they are able to provide lower prices without losing much profit as compared to companies that have a higher cost (Martin, 2010). 
[bookmark: _Toc25685774]3.2.2 Disadvantages
(i) Price War
Price wars happen when rival companies lower the price of their products in an effort to undercut one another and capture greater market share (Kenton, 2019). To stay in the ‘game’, companies would have to sacrifice earning a large profit or they might end up losing their customers (Gunter, 2013). Because of Lidl’s low prices, it is forcing ‘big four’ supermarkets into price wars (Poulter, 2014; Doughty, 2014).

(ii) Customers are Less Loyal
It is a problem when customers are only attracted to the low prices offered (Johnston, n.d.). If they can find a lower price, they will switch shops immediately which makes the company struggle (Stiving, 2011).  The probability for this to happen increases when there is a price war going on. 

(iii) Perception of Low Quality
MAIN BODY

Low prices are often associated with low quality (Andrews and Valenzi, 1971; Tuttle, 2012) and this makes people perceive the brand as of low quality no matter how hard they try to upscale themselves. If companies introduce a premium product and charge it at a premium price, customers will be sceptical as to how good the product can be.
[bookmark: _Toc25685775]4. Conclusion
[bookmark: _GoBack]It is identified that Lidl practices Michael Porter’s cost leadership strategy as it uses multiple ways to keep its costs down whenever possible. It carries its own brands, provides limited options, focuses on everyday product range that has a fast-selling rate, sources locally, reduces labour and unnecessary costs, and uses energy-efficient equipment. This gives Lidl a leverage on other supermarkets as this strategy promotes an increase in market share and profit. This can be proven by Lidl’s increase in market share over the years. The adoption of this strategy also makes firms more sustainable in times of a financial crisis as they are able to offer low prices to customers. Though, Lidl has to be careful as this strategy will cause a price war, which is already happening between them and the ‘big four’ supermarkets. Customers are also less loyal and often associate low cost as to of low quality. They are only attracted to the low prices offered. If there is a cheaper option, customers will switch brands immediately. Since Lidl has already positioned itself as a low-end budget supermarket, there is a possibility that customers associate their products with low quality and no matter what they do, it will be hard for them to upscale themselves.
[bookmark: _Toc25685776]4.1 Recommendation
It would be recommended that Lidl launch an “order online” service where people can order and pay for their groceries online. This would enable them to further compete with other supermarkets that offer home delivery. Since it is already looking to hire a digital project manager that will hopefully deliver a new online platform and drive online sales, this will be a great idea.

This “order online” service is different than a typical online shopping service where people get their items delivered to their doorstep. If Lidl starts offering delivery services, its cost will increase as they would have to hire drivers and get delivery vans. The idea is to let customers order their groceries online, have their items packed at the store so they can just pick it up at the nearest Lidl store by driving through or at the counter. Doing so creates value and convenience for customers because customers can save time browsing in the shop while still getting a bargain because Lidl can still manage to keep its price relatively low thanks to its low cost.
CONCLUSION
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