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Executive summary

This report will help lidl analyze its competitive strategy and make recommendations. First, it will give lidl's company background so that readers can better understand the company. Lidl is a German global discount supermarket chain lidl offer a limited range of growers a s well as having weekly non food offers that include everything from home, sports equipment, electronics and themed food products to name a select feed Open the market. From Porter’s Generic Strategies, it is easy to find that Lidl's competitive strategy is cost leadership strategy. For example, to rent the facade rather than directly purchase the facade and reduce unnecessary equipment other than commodities. The advantage of such a strategy is that lidl can reduce the cost and the price of the goods, so that the price of the goods is lower than that of its competitors. So as to bring more profits. But doing so will also bring some negative effects, such as the first impression that the price of goods is low to customers may be that the quality of goods will be relatively low. Lidl is aware of these problems.

For these problems, the suggestion to lidl is to expand the usability of its website and increase the publicity to achieve a positive effect. And develop and implement high-end brand products to face new consumer groups.

Introduction
Report remit

This report is written for other company managers who do not know lidl. It provides Liddell's information, as well as an analysis of the shortcomings of the company's strategy, and makes recommendations. This report will use theories and models to help better analyze lidl company. Finally, some suggestions are put forward to help lidl develop better.

Background of the organisation

Lidl Stiftung & Co. KG is a German global discount supermarket chain, based in Neckarsulm, Germany, that operates over 10,000 stores across Europe and the United States It  is privately owned and currently belongs to Dieter Schwarz. The company began in 1930 and was initially a food wholesaler. In 1977, the company began to focus on discount markets, larger supermarkets, and cash and carry wholesale markets. Lidl offer a limited range of groceries as well as having weekly non food offerings that include everything from homeware, sports equipment, electronics and themed food products to name a select few.  In January 2012, Lidl launched bakeries in their stores across Europe. They consist of a small baking area with a number of ovens, together with an area where bread and pastries, such as croissants, are displayed for sale. The company also offers online shopping services.Lidl is part of the Schwarz Group, the fifth-largest retailer in the world with sales of $82.4 billion. (Loeb, 2015)

The four missions of Lidl:

To deliver outstanding customer satisfaction.

To ensure market leading quality and value by constantly innovating and optimising our efficient processes, driven by technology and people.

To work with business partners in sustainable relationships, contributing positively to local communities.

To achieve long term success by investing in the recruitment, training and development of our people. (lidl.co.uk)

Defintions of major concepts

Definition of strategy: A method or plan chosen to bring about a desired future, such as achievement of a goal or solution to a problem. (Porter, 1985)

Definition of business-level strategy: Business strategy can be understood as the course of action or set of decisions which assist the entrepreneurs in achieving specific business objectives.It is nothing but a master plan that the management of a company implements to secure a competitive position in the market, carry on its operations, please customers and achieve the desired ends of the business. (Porter, 1985)

Definition of competitive advantages: In business, a competitive advantage is the attribute that allows an organization to outperform its competitors. A competitive advantage may include access to natural resources, such as high-grade ores or a low-cost power source, highly skilled labor, geographic location, high entry barriers, and access to new technology. (Matilda, 1990)

Definition of Porter’s Generic Strategies: A firm's relative position within its industry determines whether a firm's profitability is above or below the industry average. The fundamental basis of above average profitability in the long run is sustainable competitive advantage. There are two basic types of competitive advantage a firm can possess: low cost or differentiation. The two basic types of competitive advantage combined with the scope of activities for which a firm seeks to achieve them, lead to three generic strategies for achieving above average performance in an industry: cost leadership, differentiation, and focus. The focus strategy has two variants, cost focus and differentiation focus. (Joyce, 1995)  
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Figure 2.1 fundamental strategic options of Porter’s Generic Strategies

(From:https://www.businessballs.com/strategy-innovation/porters-generic-competitive-strategies/)

A. Cost Leadership

In cost leadership, a firm sets out to become the low cost producer in its industry. The sources of cost advantage are varied and depend on the structure of the industry. They may include the pursuit of economies of scale, proprietary technology, preferential access to raw materials and other factors. A low cost producer must find and exploit all sources of cost advantage. if a firm can achieve and sustain overall cost leadership, then it will be an above average performer in its industry, provided it can command prices at or near the industry average. (Karen, 1989 )

 

B. Differentiation

In a differentiation strategy a firm seeks to be unique in its industry along some dimensions that are widely valued by buyers. It selects one or more attributes that many buyers in an industry perceive as important, and uniquely positions itself to meet those needs. It is rewarded for its uniqueness with a premium price. (Colin, 1990 )

 

C. Focus

The generic strategy of focus rests on the choice of a narrow competitive scope within an industry. The focuser selects a segment or group of segments in the industry and tailors its strategy to serving them to the exclusion of others.

The focus strategy has two variants. (Edwin, 1988)

(a) In cost focus a firm seeks a cost advantage in its target segment, while in (b)differentiation focus a firm seeks differentiation in its target segment. Both variants of the focus strategy rest on differences between a focuser's target segment and other segments in the industry. The target segments must either have buyers with unusual needs or else the production and delivery system that best serves the target segment must differ from that of other industry segments. Cost focus exploits differences in cost behaviour in some segments, while differentiation focus exploits the special needs of buyers in certain segments.

(Porter, 1985)

Main body

3.1 Implementation of the strategy

To enhance the lives of our customers, by providing quality products at a market leading value, whilst ensuring that customer satisfaction is at the heart of everything Lidl does.

3.1.1

Lidl deleted some things that the company does not need to reduce the cost

3.1.1.1

Lidl uses minimising blank spaces and squeezing the details of each customer’s purchases into as small a receipt as possible, the German-owned chain claims to save more than £150,000 a year on paper. (Chambers, 2019)
The initiative is part of a “continuous drive” to identify the tiniest details in the retail process that might reduce the company’s overheads and keep its prices low, according to Christian Härtnagel, Lidl’s UK chief executive.

This initiative has many advantages, on the one hand, it reduces a lot of costs. As we all know, customers usually just check the bill and discard it after buying goods, and some customers will throw away the receipts directly. Only a few customers keep their receipts. So lial thought that the receipt was not particularly important in the company's cost, so he took corresponding measures. On the other hand, it also protects the environment.

3.1.1.2

Most supermarkets offer the option of a full-size trolley for customers' weekly shop or a basket if they are just doing a quick top-up shop. 

Lidl does have regular trolleys - but the only other option now is large 'trolley baskets' that have wheels and handles so customers can trundle around the store like they do with a suitcase at the airport. (Chipperfield，2018)

It definitely stops customers' arms aching from trying to carry a full basket but these pull-along baskets are large and deep so it looks like it's also a crafty way of getting you to spend more money.
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3.1.1.3

Around 90 per cent of the products at Lidl are own-label brands specifically made for the company. (Dyson，2019)

That means Lidl can become a wholesaler of its own brand. As a wholesaler, lidl will be able to offer limited opportunities to other retailers who are willing to pay additional acquisition costs for the right to sell your brand. This will generate more revenue and will also help make lidl's brand a broader market.

Compared with the resale products, the profit margin of private brand is higher. This is because the cost base for making lidl products is usually much lower. Of course, the lower the cost of lidl in production, the higher the profit.

For instance, it is founded that W5 dishwasher tablets priced at just £2.95 for a pack of 60 - and they had been reduced to just £1.99 in one recent weekend discount event, compared to £7 for 60 tablets in Tesco's own brand.
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3.1.1.4

Most of the goods at Lidl are displayed in the boxes they arrived in. That means it's easier to restock and doesn't need as much manpower to transfer items on to shelving.(Brown，2018)
Lidl's approach can first reduce a lot of labor costs, because it will take a lot of time and labor to take the goods out of the box and put them on the shelf. Secondly, when carrying goods, it is inevitable that there will be loss of goods. In the case of reducing manpower, lidl's approach also indirectly reduces the cost of commodity loss.
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3.1.2

lidl’s strategy from the beginning has been to find the best market location that has smaller lease sites rather than having a build and own locations. The main advantage of the leasing facade is that it allows assets to be acquired with the lowest initial expenditure. Since the lease rarely requires down payment, the required facade can be obtained without significant impact on cash flow. And lease payments can usually be deducted as business expenses in tax returns, thus reducing the net cost of leasing. Leasing is usually easier to obtain and has more flexible terms than buying a facade loan. This may be a significant advantage, if the other party has bad credit or needs to negotiate a longer payment plan, the cost of lidl can be further reduced. This can greatly reduce the company's cost and ensure the sales volume of goods.

3.2 Advantages and disadvantages of the strategy

Advantages:Cost leadership has several benefits. First, companies that follow a cost leadership strategy tend to have a high return on investment in production facilities and distribution channels. Profit margins are high for a cost leader because the market tends to set prices far higher than the low manufacturing and distribution costs of these companies. Obviously, another advantage is to use market share because these companies can offer lower prices to consumers while maintaining good returns. As mentioned earlier, the cost leadership strategy will reduce the strength of suppliers. (Bosshart, 2018)

Disadvantages: Cost leaders often focus on improving existing products, services, and projects. As a result, a threat to this strategy is technological progress in the industry, which makes old technologies or products obsolete. New technology can also bring cost-effectiveness to new buildings, making companies find their sunk costs in research and development very high. Another risk of a cost leadership strategy is that competitors may be willing to take on lower margins. This leads to price wars between companies seeking cost leadership in the same industry. The result of this price war is less competition and innovation. Consumers lose the diversity of products and services. The company suffered heavy losses as profit margins were forced down. (Butler, 2018)

Conclusion

Lidl reduces costs according to Porter's generic strategy. Cost reduction means that the price of similar products is lower than that of lidl's competitors. As a result, their sales lead the competitors, which can make lidl more profitable. But at the same time, this strategy will also make lidl lose some customers, because low price will lead to customers' disapproval of the goods. Customers will think that if the price of lidl is lower than other similar products, it may be because of the discount in the quality of the goods. So if lidl can not solve this problem well, it will lose a large part of customers who pay attention to the quality of goods. And it's going to be hard to win their approval again.

5. Recommendations

Lidl can increase publicity and do more promotional activities. And expand the availability of its website to accept hits and collect orders, even deliveries. Develop and implement high-end brand products to face new population groups and compete with major supermarket retailers in a more even environment. 

Increasing public and do more promotional activities can let more customers know the company's information and have the intention to buy lidl’s products.

Expanding the availability of its website can provide convenience for those special customers who have no time to go shopping or do not want to go out because of work. This has played a role in expanding the target market.

Development and implementation high-end brand products can let those customers who question the quality of lidl products because of the low price of goods believe in the quality of lidl products, so they can have the desire to buy lidl products again. These suggestions will expand lidl's influence in the market.
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