
Report for Strategic Management Assignment 1 2019 –Strategic Management and Sustainability     

[image: Crest of TSD.png]

November 2019

MODULE NAME:		STRATEGIC MANAGEMENT AND SUSTAINABILITY     
NAME:				YONGGANG GENG
STUDENT NUMBER:		1800063



Table of content
Introduction	3
Report remit	3
Definitions of the key concepts	3
Theoretical frameworks	4
Model’s frameworks	5
Porter’s Generic Strategies	5
Main findings	7
Implementation of the strategy	7
Advantages and disadvantages of Cost Leadership Strategy	9
Advantages	9
Disadvantages	10
Conclusion	10
Recommendations	11
Reference	12


[bookmark: _GoBack]


[bookmark: _Toc25705172]Introduction 
This report is principally aiming to explore three key points for Lidl’s strategic approach in the market. Firstly, the context will be placed on Lidl’s strategy in the UK and EU market. Hence, the corresponding competitive strategy applied by Lidl and its competitive position will be provided through examples and model analysis. Secondly, the critical evaluation will be based on this proposed strategy engaged by Lidl. This evaluation will be on advantages and disadvantages basis by evaluating exist profits and interests and potential limitations and constraints.

[bookmark: _Toc25705173]Report remit
To carry out a more comprehensive business report, a recommendation based on the proposed disadvantages will be contained in the final section. In addition, this report will also apply some essential concepts to form a theoretical framework to analyse Lidl’s examples. The key concepts, such as strategy, strategy in business context and competitive advantages will be explained based on reliable academic sources.  

To develop a competitive strategy competing global market share, a comprehensive research report will be the most essential element. Hence, to build a solid foundation for this, this report aims to tackle three key issues for Lidl: a) strategy identification for Lidl’s current competitive position in global market b) a critical evaluation will be carried out for this identified strategy for Lidl c) appropriate recommendation will be contained based on the evaluation section.  

[bookmark: _Toc25705174]Definitions of the key concepts 
In this report, there are several key definitions for Lidl’s strategy for international market. Except theoretical frameworks, there are also some models which will be engaged to critically evaluate Lidl’s strategy (Lidl, 2019). Therefore, the advantages and disadvantages of different concepts and models will also be acknowledged to evaluate Lidl’s strategy in different perspectives. 

[bookmark: _Toc25705175]Theoretical frameworks
Strategy, published by Harvard Business Review, there are two major concepts of strategy, the first is a technique to take status quo to a desired future by improving some objective conditions. The second is mainly referring a kind of science or art of planning and allocating limited resources in the most effective way (Porter, 1996). In this Lidl’s strategic management field, this strategy refers two fields mainly: improving current conditions and allocating resources (Ovans, 2015). Therefore, it is a synthesised concept for Lidl’s case by having two concepts of strategy. 

Strategy in business context, on the other hand, strategies for business organisation are more compatible with Lidl’s situation to explore a new market in an international market. Basically, focusing on customer’s needs would be the key in terms of an organisation’s competencies (Schmidt, 2019). Customers’ satisfaction should be fulfilled via the strategy in a business level. Therefore, in this in level, strategy ought to be detailed actions and moves to provide good value to customers in product and service dimensions. Fulfilling customer’s needs would be the core at this stage. Therefore, to build a good foundation by engaging strategy in business level, Lidl has to identify key characters: who will be their customers, what they demand, and how to satisfy their demands.

Competitive advantages refer that company obtained conditions (economy of scale, lower price asked by suppliers and etc.) allow company become more competitive. Those conditions will able to provide customers with greater value and generating more sales compared with same provider in the market (Turnbull, 2001).  
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[bookmark: _Toc25705177]Porter’s Generic Strategies  
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Figure 1.1 Porter’s generic strategy 

Refer to the figure 1.1, in order to obtain competitive advantages in business environment, Porter has offered four generic strategies to achieve business success. In addition, Porter’s matrix is a universal analytical tool which is compatible with all industries (products and services) (Hendry, 1990). There are generally four grids and two dimensions (scope and competitive advantage) to evaluate market and to achieve a sustainable and reliable competitive advantage. For different scopes and different advantages, this matrix allows company to identify their position within the matrix. The four key strategies are following:
Cost leadership refers that a company will become the lowest-cost provider within whole industry. To achieve this, extremely large production and great volume of productivity have to be obtained already to achieve economy of scale (Feach, 2008). Normally, this provider only provide product with little differentiations.   

Cost focus shows that the lower-cost advantage for one or a small number of segmentations in the market. Cost focus providers will provide only basic products (similar products, featured products and higher price products) (Murray, 1988). 

Differentiation focus strategy is capable to aim one or a small market segmentations. This provider will provide completely different products or services to the customers compared with its competitors. This can be regarded as placing on a niche market which only focuses on a small number of customers.   

Differentiation leadership strategy reveals that a company is tending to obtain the competitive advantage via its product differentiation within the whole industry. This kind of products is normally priced extremely high to reflect its value to the customers (Murray, 1988). 

To analyse this model, it is useful for a business organisation to find its position in the market by evaluating its product and strategy. In addition, for a company, to comply with Porter’s generic strategy would help them to survive in the market (Pretorius, 2008). 

There are many limitations constraining Porter’s generic strategy at this stage. The most obvious disadvantage is the segmentations of different strategies. Unlike Strategy Clock providing numbers of different strategies for company, Porter’s generic strategy only provides four girds. It is hard for the real business organisations to completely fit themselves into a particular gird (Pretorius, 2008). Therefore, Porter failed to mention some hybrid strategy to gain competitive advantage. 

One of the most classic criticisms is from the aspect of stuck in the middle. To apply Porter’s generic strategy, it is very likely for a business organisation to apply cost-leadership strategy and differentiation strategy at same time (Sederberg, 2018). This can cause tremendous hazards in company’s operation, which means company cannot gain any competitive advantages at all.  















[bookmark: _Toc25705178]Main findings
Lidl is a German retail seller, a global discount groceries chain. The headquarter is located in Neckarsulm, Germany. There are more than 10,000 stores across the EU and the US (Lidl, 2019). The history of Lidl’s supermarket business is initiated in 1994, the first UK branch in London (Górska-Warsewicz and Czeczotko, 2016). Afterwards, the competitive strategy tends to setup supermarkets across the EU. The particular price strategy engaged by Lidl is also applied by Lidl’s competition Aldi which is adapting “no frills” strategy in the UK (Unilever, 2006). In 2012, Lidl has firstly launched its bakery stores in the EU. By following the online store business pattern, Lidl has also providing its online shopping store (Górska-Warsewicz and Czeczotko, 2016). Therefore, Lidl is offering low-price product to compete market share against market leaders in other countries, the UK market for example. 

Generally, “cost-leadership strategy” is applied by Lidl to compete market share at this stage. Based on Porter’s (1985) statement, “standard, or no-frills” products will be widely represented this strategy. Normally, this strategy is a combination with aggressive pricing strategy. In business context, cost leadership strategy refers that business organisation tends to establish a competitive advantage by obtaining the lowest cost in the market (Walleigh, 1989). To obtain cost leadership in the market, company’s high efficiency in product has to be achieved including size, scale, scope and economic performance (Gerardi and Dominiquini, 2009). Hence, Lidl will be placed in “cost-leadership” grid in this model. This strategy also requires company to have high level of productivity and utilisation, strong bargaining power is also required (Datta, 2010). 

[bookmark: _Toc25705179]Implementation of the strategy 
In this section, a more detailed strategic analysis will be carried through real world examples by referring Lidl’s current case studies. To apply Porter’s Generic strategy, Porter’s Generic Strategy would be the most representative compared with other type’s model (Gorrell, 2008). Therefore, “cost-leadership” would be the core at this stage to refer Lidl’s current case studies. There are three examples to suggest this strategy implementation (Viltard, 2017). Those three examples will represent three different requirements to achieve cost leadership strategy. The first example would be forming a standardised product line to achieve high volume of production. Secondly, large production has to be distributed into different sales channels to gain large amount of revenues. Thirdly, those revenues have to gain large number of margins to cover the expense in labour cost and other fixed cost (land cost for example). 

As a hard discounter, Lidl had joint an industry alliance to form a standardised product line to provide similar and standardised products in the UK market (Sedex, 2019). To choose suppliers with low-cost, Lidl has to consider the transportation costs, distribution costs and other costs that likely happened during the transportation phrase. To secure the transportation, Lidl has decided to corporate with FoodCloud which provides the low-cost and safe transportation and warehouse (Lidl, 2019). In addition, to select a supplier in manufacturing consideration, economies of scale have to be achieved to distribute costs. However, labour cost should be lower than market as well. Therefore, for Lidl’s textiles, the most suppliers are located in Southeast Asia with lower labour cost (Lidl, 2019). However, this can be criticised through Corporate Social Responsibility (CSR) aspect by arguing that Lidl might engage modern slavery in the region of Southeast Asia.

The large distribution channels allow Lidl to sell its product swiftly to grant its healthy cash flow. As a global brand, Lidl did not put all resources in only one country. By considering economics, some countries may experience economic recession and lead to loss for Lidl. To hedge this risk in global uncertain environment, Lidl’s business has involved the US and 28 European countries and nearly 10,000 offline stores in the world (Lidl, 2019). Hence, Lidl has obtained huge number of the distribution channels in the US and EU, nearly 315,000 employees are working for Lidl (Icmrindia, 2019). Therefore, the sufficient number of distribution channels has granted Lidl’s cost leadership strategy. 


















The general turnover of Lidl has achieved a considerable high volume of turnover in the UK. By checking the histogram, Lidl’s turnover in the UK market is increased from 2012 to 2018 between £202.7 million to £474.5 million. 
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Figure 1.2 Lidl’s general revenue in the UK market between 2012 and 2018 (Unit: GBP Million) (Statista, 2018)

By having fewer margin and profit compared with other market competitors, Lidl has achieved greater accelerated speed on sales and turnover (Icmrindia, 2019). In 2018, Lidl’s sales in the UK market is almost doubled compared with in 2012. Therefore, the strategy implementation of cost-leadership is high compatible with Lidl’s situation in the UK. 

[bookmark: _Toc25705180]Advantages and disadvantages of Cost Leadership Strategy
For Lidl’s situation provided by above examples, cost-leadership strategy applied by Lidl has some advantages and disadvantages at this stage. In this section, the key advantages and disadvantages to implement this strategy will be illustrated to maximise profit and to minimise cost. 

[bookmark: _Toc25705181]Advantages
Cost leadership strategy is usually concentrated on ultra-low-cost strategy in industry. To reduce the cost generated by research and production, a particular product provider is very likely to provide ultra-low-cost products to the potential customers. Considering the economics aspect, some of grocery products, some daily essentials for example, can be regarded as Giffen good which is selling to customers with very high price-sensitive (Towill, 2005). To explain this, low-income families or middle-low income families will choose to buy Giffen good. In the UK market, populations’ buying behaviours are tending to consume limited budget to supermarket (Wise, 2010). 

In addition, the other advantage is based on risk-aversion in international markets (Wang and Kimble, 2010). Compared with high-price products provider, cost-leadership style has facing significantly lower financial threats. The sustainability and reliability have been granted by the low-cost strategy. Compared with other market competitors, Lidl is faster to sell their product to turn products into cash. In other extreme situation, once the price war or economic downturn was triggered, companies with lost-leaderships will be more likely to survive (Gerardi and Dominiquini, 2009).

It is obvious for Lidl to apply cost-leadership strategy for generating more profit
(Ackoff, 1999). As market penetration strategy, Lidl’s cost-leadership strategy will achieve huge number of sales with lower margin. However, there are significant amount of units with low margin. Therefore, to achieve high profit overall is other advantage for Lidl to apply cost-leadership. 
 
[bookmark: _Toc25705182]Disadvantages 
For Lidl, the most obvious disadvantage is cutting cost in research and development. To cut selling price and to reduce cost, product differentiation is paused in Lidl’s situation. There is only limited budget for R&D department to develop new differentiated products selling to the customers (Gorrell, 2008). In a long-term perspective, it is extremely hazardous to stop new product’s development. Company will be eliminated due to insufficient innovations. This is because that newly emerged demands from customer cannot be fulfilled by out-dated products (Gerardi and Dominiquini, 2009).

[bookmark: _Toc25705183]Conclusion 
This report has evaluated Lidl’s strategic approach in the UK market. Firstly, the cost-leadership strategy has been defined through model analysis. According to Porter’s generic strategy, Lidl has applied this strategy to define its position in the market. On the other hand, the provided examples of Lidl and its strategy implementations have exemplified Lidl’s strategic approach. By evaluating advantages and disadvantages, the corresponding recommendations for compensating disadvantages have been offered in the final section. 

[bookmark: _Toc25705184]Recommendations 
For Lidl’s disadvantage to adapt cost-leadership strategy is focusing on R&D perspective. However, by using the business model to be a franchisee or a licensee or a patent buyer would swiftly obtain innovative product by using limited budget. It is also possible for Lidl to invest in R&D through outsourcing method. Investing on some research institutes or universities or independent research lab would solve the problem in R&D aspect.   

In order to obtain stronger competitive positioning in the UK market, Lidl has to participate in more industry alliance to build a barrier for new market entrant in the field of supermarket chain. It is an effective method to eliminate competitors and to limit new entrants.

Finally, improving efficiency between employees and customers would be other significant point to advance competitive positioning in the UK for Lidl. It is possible for Lidl to purchase the cutting-edge IT system (software) for employees communicating with customer more efficient. For example, to solve some technical difficulties for customers, this IT system can share some profession knowledge for staff to solve problems. 
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