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1. [bookmark: _Toc25697640]Executive summary
This report aims to inform and identify the competitive strategy utilised by the German retail discount Lidl and how they improved their competitive position.  Lidl is German discount retailer that have a huge growth in the retail industry, and has over 760 stores in the UK and has over 22,000 employees and compared to the competitors they offer living wage instead of the minimum wage. The author of this report, will investigate and critically analyse the data found and he will evaluate cost leadership strategy utilised by Lidl and brief description and evaluation of Porter's generic strategies will be discussed in the document to understand the difference of each competitive strategy. There will be a depth analysis and identification of the benefits and risks of the cost leadership strategy in the current environment. The main findings on how the company implemented the strategy are that they have few suppliers and their products are privately labelled and they try to reduce their overheads by reducing labour cost, and other costs and offer the best customer service to their customers. The company can deliver their skills whenever they launch a new product, they have to control and erect barriers for new entrants and have increased their buying power. Another benefit could be the high profitability of the business, Lidl could earn more profit with their cost leadership strategy compared to other business that applies other strategies. The risks are that the company could face price war most of the time, despite there is a winner at the end, the results could be considered unsatisfying because the margins of profitability are low. Cost leadership could be seen as a perfect strategy for Lidl because they receive more advantages than limitations. It should be mentioned that no models are considered perfect and not all the businesses could apply them. The author believes that Lidl could design new high-quality products to target another type of people and have the power to compete with its competitors. Lidl could open more stores in the UK to tackle the new businesses and construct new barriers and develop more its competitive position.

2. [bookmark: _Toc25697641]Introduction 
[bookmark: _Toc25697642]2.1 Report remit
The purpose of the report is to critically analyse and investigate the competitive strategy used by Lidl to develop their competitive position. There is an executive summary where it summarises the whole document, a brief background section where it gives a brief background of the company, and some other information on what the report is going to investigate and there is a section where definitions are given. The model applied by the author in the report will be Porter’s Generic strategies and there will be a figure where it will illustrate and simplify the understanding of the discussion. In the main body, the strategy utilised by the company Lidl will be identified and how the company implemented the cost leadership strategy and how it made Lidl so successful. The advantages and disadvantages of the cost leadership will be analysed with examples to understand the benefits and risks of applying the cost leadership strategy. A conclusion will be included to summarise the findings and few recommendations will be also included.








[bookmark: _Toc25697643]2.2 Background of the Organisation
[bookmark: _Hlk25657362]Lidl is a discount supermarket chain based in Germany and is one of the largest retailers in Europe. Lidl was a small grocery store in 1930, then 1977, it began to focus more on discounts markets, cash and carry wholesale markets and larger markets (Lidl GB a, 2019). In 1980, the company became a household. The first Lidl GB was opened in 1994 and 20 years later Lidl became the leading discount retailer in the UK and have over 760 stores (Lidl GB a, 2019). The company has over 22,000 employees in the UK and they work in the stores, warehouse and offices. In 2015, Lidl GB has been recognised as the first supermarket to adopt the living wage rate instead of the minimum wage and this enabled them to have a high number of job application; few years later the supermarket increased the living wages of which over 5000 employees benefited (Lidl c, 2019).
As reported on Lidl GB website, Lidl is proud of providing high-quality products at a low price to their customers and their close working relationship with their suppliers in order to provide the products to their customers. Lidl GB is also sustainable because they source two-third of their products in the UK (Lidl, 2019).
Lidl vision is to improve the lives of their customers by offering quality products and services at market leading value and making sure their customers are satisfied. Their mission is:
· provide the best customer service, 
· investing in training, recruitment and developing the skills of their staff,
·  work with their suppliers and distributors sustainably in order to have a good impact on the local communities (Lidl b, 2019).





2.3 [bookmark: _Toc25697644]Definition of major concepts 
According to Johnson, Whittington and Scholes (2011), a strategy is a long-term direction and scope of a company, where they could achieve benefits in a challenging environment using their competence and their configuration of resources with the purpose of satisfying the expectations of the stakeholder (Porter, 1996). A strategy is about understanding what a business is trying to achieve in the long-term, and in which markets a company should compete and operate better than its competitors. Strategy is also understanding the resources needed to perform well and all the factors that could affect a company’s performance (Johnson et al, 2017). 
[bookmark: _Hlk25576750]Strategic management involves understanding the strategic position of a company by planning future strategic choices and managing the strategy in action (Johnson et al, 2011). Strategic position is interested in the external environment, companies’ strategic capability, the internal resources, and the expectations and the influence of stakeholders (Johnson et al. 2011).
Business level strategy concentrate on how to satisfy customers by providing good services and products and increase their profits. The business-level strategy focuses on staying up-to-date on the technology development, markets trends and compete with the competitors (Porter, 1989). This approach includes various types of business strategies such as cost leadership, differentiation and Focus (Johnson et al. 2011).
Competitive advantage enables businesses to beat their competitors by achieving more operating margins and produce value for the business and their shareholders. According to Pirayesh and Forouzandeh (2016), competitive advantage has to be difficult to duplicate, if it is easily imitated then is not considered a competitive advantage. To create a competitive advantage, a business has to be able to identify the benefits that they could provide to their target market in a way to perform better than their competitors (Porter, 1985).
The author of this report will use Porter’s Generic Strategy, there will be an explanation of the strategy and a diagram will be illustrated to have a clear understanding of the model. Porter’s Generic Strategy was designed by Michael Porter in 1980 and he identified three main elements of competitive advantage and are known as Cost leadership, Differentiation and Focus (Porter, 1985).
[image: ]
[bookmark: _Toc25697650]Figure 2 Porter's Generic strategies   Source: (Porter, 1985)
Cost leadership is utilised when a business identifies itself as a low-cost provider and sells a particular product in a competitive market. Companies which use the cost leadership have the aim to become a lowest-cost manufacturer in their industry (Johnson et al. 2011). Consumers are regularly trying to increase their buying power through an increment in their wages, if that cannot be accomplished then they purchase their products by the low-cost producer. Companies that adopt the cost leadership strategy take advantage of this situation and offer consumers the best products at the best price (Hooley et al, 2015). An example of cost leadership could be EasyJet, they offer high-quality service at a low-cost (Johnson et al, 2005). In order to cover their cost, EasyJet flies more than other airlines and they land in airports where taxes also cheap and enables to offer cheap tickets to their customers (Thompson et al, 2014)
[bookmark: _Hlk25582757]Differentiation focuses more on providing a service or a product with unique features and makes it look more appealing than the other companies offering similar service or products and this will enable the company to achieve competitive advantage (Thompson, et al 2014). This strategy requires market research to understand the customers and discover what their competitors are doing to achieve what the market wants (Hooley et al, 2015). Differentiation is considered a high-cost strategy because it provides a distinctive product and might make the business to spend more money on research and development of a product or service (Johnson et al. 2011). Pandey (2017) believes that Nike utilises differentiation strategy due to the fact they provide athletic wear and they focus on their product and produce high-quality products to meet customers predictions. Nike has restricted product lines such as trainers, clothes and a very limited-edition product (Mahdi et al, 2015).
According to Thompson et al (2014), focus is when a company designs a product or a service that could satisfy the needs of a particular set of people. Businesses demarcate focus strategy by making use of a wide variety of preferences and the type of consumers that exist in that market. Focus might have few competitors in the market but it allows a company to have higher prices and loyalty from the customers, the products could be perceived that the brands satisfy their needs and taste (David, 2014). There are also cost focus and focus differentiation; the first one is when organisation want to develop products at a low-cost in a small market segment, while focus differentiation is when organisation develop products differentiation but within one or a limited number of market segments (Porter and Heppelmann, 2017). An example of cost focus could be the Redbox where vending machines are utilised to sell cheap DVDs for just $1 (Chopra and Veeraiyan). Rolls Royce could be an example for focus differentiation, they offer premium cars that are differentiated to a limited consumer segment (Keiningham et al, 2019).

3. [bookmark: _Toc25697645]Identification and Implementation of the strategy
[bookmark: _Hlk25693806]Utilising the information collected in the previous section, it becomes evident on what strategy Lidl are applying. Lidl have a focus on providing quality products at the lowest cost possible. This would indicate that Lidl is using cost leadership strategy; as described by Schmid (2018) Lidl incredibly applied the strategy making them successful in the retail industry.  
There are many reasons behind the low-cost products that are been provided in the Lidl stores, Lidl products are private labelled and most of them are produced only for Lidl (Gielens, 2018). Lidl eliminates every unnecessary cost such as middlemen and this shows the ability of the controlling production costs and place their prices (Lidl, 2019). The company can sell its products at a higher price and receive a high margin of profit because the initial cost might be very low. Lidl have limited number of staffs in each store in order to reduce labour cost, and the employees are fully trained in order to be flexible and work in any department of the store (Dressen and Durand, 2018). Lidl has efficient technological machines to reduce human interaction and make the environment fast. The company also promote its products mostly to local social media sites and local radio to advertise its products (Lidl, 2019). Another aspect that should be considered should be that Lidl does not spend much in-store merchandising to promote their products or services because they stock a few products (Hanbury, 2017). Lidl presents most of its products in the original packing they were transported in and this helps to improve and accelerate the refilling process and less workforce will be required (Erceg and Trauzettel, 2016). Milk is restocked easily because they are left in the wheeled carts which were set by the suppliers. This method is used by Lidl to reduce the cost as much as possible (Gielens, 2018).
Steenkamp (2018) suggest that Lidl has a restricted selection of products. The supermarket might only have might have three types of eggs and this limited selection enables Lidl to have more purchase power with their suppliers because they are ordering huge volume of the same product (Lidl, 2019). Lidl offer limited selection of products and the company believes that a limited product offering is important to be successful in business. The strategy of the company is planned around the concept that Lidl could attain excellently low cost operating effectively, so having restricted number of similar products could enable customers to decide and purchase more products because of the low price (Gielens, 2018).
[bookmark: _Toc25697646]3.1 Advantages and disadvantages of the strategy 
The advantages of cost leadership could be to erect barriers to entry, resist the five forces and the ability to perform better than the competitors (Porter, 1989). Lidl is an important discount retailer and brand loyalty is one of the most important parts of Lidl success. When there is a high brand loyalty the marketing cost will reduce, and develop Lidl’s skills to provide new products to the market successfully and consequently erect barriers to new entrants and reinforce the company’s negotiating power against the competitors (Steenkamp, 2018). Companies that are able to apply the cost leadership successfully have the ability to a future advantage, they are capable of presenting a higher pricing model to their customers and this will prevent the competitors to accomplish the same price (Dressen and Durand, 2018). The only way competitors could achieve the same pricing model is by reducing the company employing cost leadership and it would be hard for the company not to fail (Steenkamp, 2018). 
Another benefit of applying cost leadership strategy is that company that adopts the cost leadership strategy receive higher profitability (Schmid, 2018). If a business could sell its products and services at low cost and competitive price, there is a high chance that the company will have greater margins of profitability compared to their competitors who invest their capital to produce similar products of the same quality (Johnson et al, 2011). Basically, one of the advantages of cost leadership is to earn more from their low-cost products than their competitors with higher cost (David, 2014). As reported by The Guardian (2019), Lidl achieved its biggest UK grocery market share at 5.9% and the competitors had a significant fall but Tesco remains the leader in the market with 27% of market share. Asda had a fall of 1.5% and the other competitor Aldi who is also utilising the cost leadership had a growth at 6.2% in the UK market share (Makortoff, 2019). This means that the advantages of cost leadership are high and convenient for the companies to perform better of their rivals.
With cost leadership, there could be a price war among companies. A price war is when an exchange between rival businesses who reduce the price of their products in order to weaken one another and take over the market share (Price, 2015). A price war could be utilised for a short-term to increase profit or used for a long-term. In 2018, there was a price war among the four giants’ retailers (Tesco, Sainsbury, Asda and Morrison) in the UK and Lidl and Aldi; the Christmas vegetables dropped at a low price and this created a problem for the four supermarkets because customers preferred shopping in Lidl and Asda because the price of the vegetables was cheaper and it was a bargain for customers (Munbodh and Andrews, 2019). According to Rao et al (2000), a price war could create an economically disturbing situation that might an impact on customers, companies and the profitability of the industry. It is not important who wins the price war because all the companies that joined will not benefit much (Steenkamp, 2018).
Although, cost leadership when is unified with low prices could be a disadvantage which leads to have less customer loyalty. Basically, low price could influence the mindset of the customers by creating a negative perception regarding the quality of the products or service (Aschemann-Witzel et al, 2017). Customers’ perception regarding the products or service will persuade them to purchase a product that might have a high price but considered a high-quality product. Some customers might perceive that the products in Lidl are poor because in other supermarkets like Tesco there are more choices, the prices are based on the brand of the products, while in Lidl there are few limited selections at a low price (Gielens, 2018). In 2015, Northern Irish farmers obstructed a Lidl distribution centre to protest the low price of milk. Lidl sold milk as a loss-leader, the farmers were not earning from the milk they sold and Lidl wanted to persuade the customers with this offer to shop in the store. As stated by the farmers, the company was selling the milk for one-third of the original cost and the farmers were obliged to produce the milk (BBC News, 2015). Not only there will be less customer loyalty but the relationship with the suppliers or distributors could be affected with this low pricing system (Fonseca et al, 2016).
4. [bookmark: _Toc25697647]Conclusion
To conclude this report, there should be mentioned that there are various factors in which Lidl’s strategy should be considered. Due to word count limitation, the author of the report could not give additional detailed discussion. The German company have been benefiting the cost leadership strategy and had significant growth in the second semester of the year 2018 in the market share, on the other hand, the risks are should not be ignored in order to prevent any disaster. 
[bookmark: _Toc25697648]4.1 Recommendations 
[bookmark: _Hlk25689669]It is noticeable that Lidl has applied the model in best way they could to achieve their purpose and develop their current competitive position with Porter’s Generic strategies. Lidl could develop and produce some upper-class branded services and products in order to attract other demographic group and have a major impact to compete with the four giants in the retail industry. These might seem like a differentiation strategy rather than cost leadership but some situation, this could help the company to combine some of the strategies to strengthen their competitive position. Lidl could open more store in order to create barriers for the new entry in the retail industry and they could prevent other foreign retailers from entering the British grocery market so that they would not disturb Lidl’s growing market share.
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than competitors or equivalent bengfits or providing unigue benefits that more than offset @ higher price.
There are two basic types of competitive advantage: cost leadership and differentiation.
Michael Porter, Compeitive Advaniage, 1985, p.3

‘The figure below defines the choices of "generic strategy” a firm can follow. A firm's relative position
within an industry is given by its choice of competitive advantage (cost leadership vs. differentiation) and
its choice of competifive scope. Competitive scape distingvishes between firms targeting broad industry
segments and firms focusing on a narrow segment. Generic strategies are useful because they characterize
strategic positions at the simplest and broadest level. Porter maintains that achieving competitive
‘advantage requires a firm to make a choice about the fype and scope of its competitive advantage. There
are different riks inherent in each generic strategy, but being "all things to all people” s a sure recipe for
‘mediocrity - getting "stuck in the middle’.

Treacy and Wiersema (1993) offer another popular generic framework for gaining competitive advantage.

In their framerork, a firm typically will choose to emphasize one of three “value disciptines ” product
leadership, operational excellence, and customer infimacy.

Porter's Generic Strategies (zource: Porter, 1985, p.12)
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