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1.0 Executive Summary

This report has been conducted to analyze the business strategy that Lidl is using and how it is being used within its industry and to evaluate its effectiveness while also giving recommendations to the organization based on the findings of the report. Lidl is a German food retailer which has 6% of the market share in its industry and is one of the leading food retailers in Europe. Since 2015 Lidl has expanded to have stores from Ireland to Cyprus that employs 260,000 people. Using Porter’s generic strategies to identify Lidl’s strategy it is obvious that the organization uses cost leadership. From the evidence provided, you can see that Lidl implement their strategy in many ways from having 90% of its produce in stores being home brand to partnering with local agriculturalists to give a quality product that is also sourced local and low in price. The advantages of using the cost leadership strategy can be an increase in profit margins, lower production costs or other areas that become more efficient when producing the low cost product; however, the disadvantage to the cost leadership strategy are that it can cause organizations to cut costs in important areas and does not give an organization that safety net when there are environmental shifts in the market which ends with many organization that do not use the strategy effectively to go out of business. The recommendations for Lidl are to continue the current strategy implementations as they are showing to be effective, however, to not saturate their produce to much and work on other partnerships as the small percentage of the produce that is not food could have more variety for differentiation purposes.































2.0 Introduction

This report will discuss various strategies that contribute to competitive advantage and the model created to assess what strategy an organization is taking to gain their competitive advantage in the respected industry, while also analyzing Lidl’s strategy and how the organization implements their strategy to gain their competitive advantage in the food distribution industry. From the analysis the report will address the advantages and disadvantages of the strategy while providing recommendations based on the findings within the report.

2.1 Report remit

This report has been assigned with the aim to evaluate the effectiveness and efficiency of the competitive strategy implemented by Lidl. The report will be conducted to provide recommendations from its main findings.

2.1 Company Background	

Established in the 1930’s, Lidl started its beginnings in Germany as a small wholesaler. The modern version of the Lidl store opened its doors in Ludwigshafen in 1973 and only supplied a limited number of products; however, by the mid 1980’s the company expanded to 300 stores across Germany. In the 1990’s, Lidl decided to broaden their reach in the market and transition into an international retailer by opening stores across many European countries including the Italy, France and the United Kingdom. The company became one of the top five largest retailers by 2015 and currently employs 260,000 people and provides their quality services from the Ireland to Cyprus (Lidl, 2019). In 2019, Lidl is one of the leading food retails in Europe and now has 6% of the UK market share with a network of 760 stores, 13 distributions centres and 22,500 employees that deliver quality produce across England, Scotland and Wales (Lidl, 2019). 

2.3 Major Concepts

2.3.1 Strategies

2.3.2 Business level strategy

Strategy has various definitions, business strategy can be defined as “A business strategy is a set of guiding principles that, when communicated and adopted in the organization, generates a desired pattern of decision making” (Watkins, 2007). On the other hand, some define it as “the definition of strategy is a long-term plan of action designed to achieve a particular goal or a set of objectives” (Baylor University, 2016). 

2.3.3 Competitive advantage

In simple terms a competitive advantage is an attribute that allows an organization to outperform its competitors on various levels. The achievement of superior margins compared to its competition and generated value for its shareholders helps an organization maintain the competitive advantage; however, the competitive advantage must be a complicated process to duplicate or the organization has not obtained what is considered a competitive advantage in its industry (Corporate Finance Insitiute). Competitive advantage cannot be understood by just looking at the organization as a whole. The competitive advantage an organization has stems from the various activities the firm involves itself in. These activities range from the design, production and marketing to the product support, each activity contributes to an organizations’ cost position and creates the basis for other strategies such as differentiation. For example; a cost advantage can be attained from many areas of an organization such as superior sales force utilization, low-cost distributions systems or highly efficient manufacturing processes (Porter, 1985, p. 33). 
 
2.4 Porter’s Generic Strategies

M. Porter (1980) says that there are five generic strategies, these strategies can be used as a base strategy for an organization depending on what industry the organization is operating in. These strategies are as follows:
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Figure 1 Porter's Generic Strategy Model

2.4.1 Cost leadership

Cost leadership is perceived as the clearest of the three generic strategies as its main goal is to become the low-cost producer in its industry. Organizations using this strategy usually have a broad scope and cater to many industry segments and may have operations in related industries, the broad coverage of the industries is an important to its cost advantage. The sources that generate cost advantage for an organization can vary and would depend on the structure of the industry and if the organization decided to pursue economies of scale or proprietary technology this would also attribute to the cost advantage (Porter, 1985, p. 12). Companies such as Unilever and P & G are currently dominating in their market by using economies of scale and low costs of raw materials to gain their cost advantage in the Fast-Moving Consumer Goods (FMCG) (Bhasin, 2018). M. Porter (1985) states that “Low-cost producers must find and exploit all sources of cost advantage”. A low-cost producer would normally sell a standard or no-frills product while placing considerable attention to gaining a higher return or cost advantage over all sources. If an organization can maintain overall cost leadership then it will become an above-average performer in its industry considering it can control the prices and keep them at or near the industry average. Maintaining the low-cost leader position converts to higher returns; however, the cost leader must acknowledge the basis of differentiation. Even though the organization relies on cost leadership to gain competitive advantage the organization needs to achieve a basic level of differentiation; if the product or service provided is not perceived as comparable or adequate to the consumer, a cost leader would have to lower prices below its competitors to generate an increase in sales. With the cost leadership strategy there is ordinarily an importance for the organization to be the cost leader and not one of several other organizations that aim for that position in the market (Porter, 1985, pp. 12-13).

2.4.2 Differentiation

The differentiation strategy relies on the organization having a unique product in their industry along with some dimensions that are perceived as valued by the consumer. The organization selects one or more attributes that is perceived as important to the consumer and uses these attributes to develop their product into something that can position itself within the market to meet those needs; in turn if those needs are sufficiently met the organization is rewarded with the ability to give the product a premium price. The way an organization implements differentiation is distinct to each industry (Porter, 1985, p. 14). We can see differentiation at work in many organizations; take Lush as an example, they differentiate themselves from the many other cosmetic companies by taking a fresh approach to the way their products are created. The company makes all products that are sold in store and online by hand and uses organic products where possible; essential oils and safe synthetics to maintain a unique product that is also 100% vegetarian (Whyhellosweet, 2016). This approach to their market gives them a unique product that aligns with many values that consumers consider important today which benefits them greatly as the increase in environmental awareness gathers more momentum. An organization that can maintain this differentiation will become an above-average performer within their industry; however, this is only true if the premium price outweighs the additional costs incurred from producing a unique product. It is vital that the differentiator does not ignore the importance of maintaining a premium price greater than cost of differentiation and because of this the differentiator must seek the best ways to differentiate its product as the premium price would become nullified by the markedly inferior cost position; this in turn means the aims of the organization is to maintain a price consistent with its competitors by reducing all costs that do not affect differentiating (Porter, 1985, p. 14). 

 2.4.3 Focus

This final generic strategy is very different to the previous strategies as it focuses on the choice of a narrower competitive scope within an industry. The organization taking this approach would segment the market into groups within the industry and tailor the product to the specified needs of said market. Optimization of this strategy for the target segment or group of segments will give the focuser the ability to achieve a competitive advantage within the target segment even though it does not have a competitive advantage overall. The focus strategy also has two variants; these are cost focus and differentiation focus. The cost focus variant aims to achieve a cost advantage within the selected segment while the differentiation focus variant aims to become unique within its market. Both variants reside on the differences between the focusers selected segment and the others within its industry. The cost focus exploits the differences in cost behavior within some segments; however, the differentiation focus aims to exploit the specific needs of the consumer in certain segments. The differences hint at the possibility that the segments are being dealt with inadequately by the broader targeting organizations who serve the segment at the same time as other segments or markets. The focus strategy is the exploitation of a narrow target’s differences to the industry, the narrow focus is not enough for organizations trying to achieve an above average performance. The focuser must exploit any subpar market coverage in either direction by broader targeted competitors (Porter, 1985, p. 15). An example of the use of focus strategy can be seen with Tentree, the organization caters to a segment of people within the clothing industry (tentree, 2019). They aim to reach environmentally conscious people who want to have sustainable clothing while also having some beneficial impact on the environment. The company focuses on building the links between its segment in the market by touching on the important values of the consumer by pledging 10 trees per purchase and even provide information on all planted trees; and their locations (tentree, 2019). If an organization can achieve a sustainable cost focus or differentiation focus in its segment and the focused segment is engaging enough, the focuser will be able to achieve an above average performance in the industry. The structural attractiveness of the segment is an important condition as there are many segments in an industry that are not profitable enough compared to others. An organization can take on more than one sustainable focus strategy in one industry, providing the organization focuses on varied target segments. In most industries there is a variety of segments for an organization to approach, each segment has a different type of consumer within it that the organization wishes to reach; difference in optimal production and varied delivery systems which need to be considered when approaching a new focus (Porter, 1985, p. 16).  

3.0 Main Body

Lidl uses the cost leadership strategy to gain a competitive advantage in the food retail industry. Lidl’s maintained low cost strategy allows the organization provides a low-cost product while also catering to the consumer values within the segment they choose to market to. The segment Lidle approaches is the consumer segment that takes price into consideration when buying a product; this focus on the segment enables Lidl to be more efficient with the balance of supply and demand (University of Warwick, 2019). 

3.1 Implementations  

Lidl implement its strategy in various ways. 90% of Lidl’s produce are under the Lidl private brands, as it Is relatively cheaper for the organization to create their own brand and test these products which eliminates an unwanted expense while also bringing in the ability of brand loyalty as most of the produce is the Lidl home brand. The diversification of their products allows a good variety to the consumer; the varied produce and different approach to the variety stands out as Lidl does not only diversify their food, they also try to provide other items such as appliances, gadgets; and clothing which also bring more value to the consumer. A key point for Lidl is their involvement with local farms, the organization makes sure to partner with regional and local farms, this helps the community while also giving the perception that if you buy from Lidl you are a contributor to your community also. The main implementation of their strategy comes from the pricing strategy they have. This low pricing keeps their products at an affordable rate for the customer which brings more purchases, the reason that Lidl can maintain a competitive price is because of the aforesaid home branding. This home branding allows them to reduce the costs that are transferred to the consumer once it has been taken through the quality testing before being packed and shipped to the stores worldwide (Bhasin, 2019).

3.2 Advantages & Disadvantages

3.2.1 Advantages

There are several advantages to a cost leadership strategy, these advantages can include the following points:

· Better Profits: Cost leadership focuses on creating a low-cost operation within the market and industry; by reducing the development and production costs it gives the organization the ability generate more profit margins. When there is competitive price that has better margins than its competitors there grows a stronger value proposition to your customers over time. 

· Sustainability: When costs are kept low for the organization there are fewer threats to the organization that would cause them to close from financial issues. This sustainability becomes an asset if financial circumstances change or there is instability within the organization’s costs. If a price or trade wars were to begin then the companies with the lowest cost of conducting business will have the best chance of survival as these wars can cause economic downturn.  

· Reduces competition: Successful Implementation of the cost leadership strategy will provide a future advantage as well as a current cost advantage. As the organization provides a superior pricing model to its customers, the competition trying to enter the market has a limited amount of room to become the low-cost leader. It forces competitors to decide whether it is possible to cut costs without risking the organizations stability, this eventually means the organization that implements it correctly first will over time have market domination. (Regoli, 2019)

3.2.2 Disadvantages

The Disadvantage to cost leadership can include the following point:

· Disregards the importance of market research: Unfortunately, the cost leadership strategy only looks at one value transaction which is cost. Cost leadership assumes that the goods produced are in demand within the local market which means there is a low amount of time spent on created a detailed research of the market and what response will be given to the offered product or service. Other factors include the susceptibility to environmental changes due to cost cutting and market changes causing issues when organizations have minimal maneuverability when issues arise.

· Easily copied by competitors: while there are a number of benefits from using the cost leadership strategy, one of the main issues is that the competitive advantage from cost leadership is usually short lived as the competitors in the market will always look at the benefits that you have brought in from it and decide to copy the strategy in an attempt to gain higher profit margins also. No matter how much research one organization puts into their strategy to differentiate from their competitors and develop new technologies, there will always be a time where the new technology becomes obsolete. The only way to make cost leadership work is to always have an active advantage with it.

· Reduces innovation: The usual cuts from the cost strategy cause lack of funding in key areas such as research and development as many organizations consider these as a high cost. Unfortunately, the lowered funding to key areas of product development causes a fewer services or new products being able to reach the market.

· Can harm an organization financially: As the organization decides to cut costs in areas of the organization there can be a risk of leaders lowering funding in the wrong areas that cause more harm than good to the organization. Areas such as customer service are crucial areas to an organization and its brand value to customers, cuts to this department can cause consumers to consider using their competitor’s product and service instead as the cuts to customer service means there is a low quality of service. Many customers consider customer service as an important part of the organization and if there is a lacking in this service then many customers would refrain from using the brand because of the poor support (Regoli, 2019).

4.0 Conclusion 

To conclude, we can see from the findings that there are various levels of strategy an organization can take to provide a possible competitive advantage in its industry; however, it is not always guaranteed to work as many industries have several leaders in its market making it hard for organizations to gain a complete competitive advantage. Also from the evaluation of Lidl, we see the organization use a cost leadership strategy and implement its strategy well through various areas within the organization from its home brands to its varied product line which generates value for its customers and creates a different experience that is attractive to its market. Lidl has focused well on its key areas to create the value its customers see and continue to grow within their market. It is possible in future that Lidl could have complete advantage within the market but for now it is rising through the industry and has some time to go before it peaks. 

5.0 Recommendations

The recommendations I would put forward to Lidl are: 

1. Continue its cost leadership strategy as it currently working well for the organization within its industry.
2. Maintain the partnerships the organization currently has with local farmers while also branching to other local businesses to add a little more variety to its produce in the areas that are not food orientated.
3. Do not over complicate the current state of the low pricing strategy by adjusting it too far, as it could cause issues later.
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