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Executive Summary

[bookmark: _Toc25701261]Executive Summary
This report is about analysing Lidl's strategy. Lidl is a German discount supermarket chain, in the 1980s Lidl is very famous in Germany. In 1994 Lidl entered the UK to open its first store, and now Lidl has more than 760 stores, 22,500 employees and 6% market share in the UK. Become the seventh largest grocery in the UK. Lidl's vision is to provide high quality and low-price products. 

[bookmark: _GoBack]Before analysing the strategies used by Lidl, strategy, business-level strategy, and porter's generic strategies are introduced. After reading a lot of academic information and analysis, Lidl is considered to use a cost leadership strategy. Lidl keeps prices low by reducing costs. Cost reduction is mainly reflected in providing self-owned brand products, reduce labour cost, display product directly in the shipping box and controlling the area of the store.

The cost-leading strategy has brought more profits to Lidl, a large market share, and a clear competitive advantage. Lidl is also facing threats from competitors. Competitors are also trying to reduce prices. Lidl also has fewer product categories than competitors because of cost control.

Lidl is currently developing very well in the UK. For the better development of Lidl, it can increase the variety of goods, strengthen online sales channels, expand the sales market and avoid irrational price wars.



[bookmark: OLE_LINK7][bookmark: OLE_LINK8][bookmark: _Toc25701262]1.0 Introduction
[bookmark: _Toc25701263]1.1 Report Remit
The objective of this report is to understand and explain Lidl's business strategy, the reasons for the Lidl’s success, and learn how Lidl uses the cost leadership strategy, and throw out some recommendations based on the analysis of its strategic advantages and disadvantage.
[bookmark: _Toc25701264]1.2 Background of the organisation
Lidl is a global discount supermarket based in Germany, which mainly offers food and non-food products such as kitchen ware, furniture, consumer electronics items, auto spare parts and apparel. Additionally, Lidl has more than 760 stores and 13 regional distribution centres across the United Kingdom, with over 22,500 employees and 6% of UK market share. The vision of Lidl is to make excellent food and quality products accessible to everyone (Lidl, 2019). Ronny Gottschlich served as CEO of Lidl UK from September 2010 to September 2016 who was replaced by Christian Hartnagel in September 2016 (Halliwell, 2017). Lidl in the United Kingdom reaches £474.5 million of revenue in 2018 (Statista, 2019). Additionally, Lidl opens a new distribution centre at Euro central by spending nearly £70 million, covering an area of 58,500 square metre, which is the largest warehouse of Lidl in the United Kingdom and will be fully operational by November 2019. Even more, Lidl announced to open another 12 stores in Scotland over the next three years (BBC, 2019). Moreover, Lidl GB donates over 250,000 meals to local charities and community groups during this Christmas. Besides, each Lidl store will cooperate with local charities and community groups that can give the surplus food to the people who need it (Lidl, 2019).
[bookmark: _Toc25701265]1.3 Definitions of Major concepts
This section will introduce some definitions involved in theory, such as strategy, business level strategy, competitive advantage and Porter's generic strategies that will be used in this report.  
Introduction

[bookmark: _Toc25701266]1.3.1 Strategy	
Strategy serves as the long-term direction of a company. Porter (1996) considers that strategy focuses on how to choose and strategic differentiation as well as competitiveness. Chandler (1974) illustrated that strategy focuses on how to establish goals as well as objectives and allocate resources. The purposes of strategy are to facilitate employees and stakeholders to understand what the organization is working on, the vision and values of organization and its core principles (Johnson et al, 2017). There are three strategic levels, namely, cooperate-level strategy, business-level strategy and functional strategy. 
[bookmark: _Toc25701267]1.3.2 Business Level Strategy
To be more specific, based on the use of a company’s core competencies, the business-level strategy focuses more on how to satisfy existing customers’ needs, predicting their potential needs and establish a competitive advantage over industry competitors so as to increase the profit (Garcia, 2018). It is illustrated in the paper that Lidl uses a business-level strategy in the UK retail market competition, thus giving it an edge in the industry competition.
[bookmark: _Toc25701268]1.3.3 Competitive Advantage
Porter (1985) illustrated that companies can achieve competitive advantages over other industry competitors in two ways, that is, cost advantage and differentiation advantage. More specifically, cost advantage means that the company offers lower-price products while differentiation advantage means that the goods or services provided by the company are better than its competitors. Particularly, in the article, Lidl obtains the competitive advantage based on its strong business structure, which contributes it to providing consumers with products with high quality but low price. 

[bookmark: _Toc25701269]1.3.4 Porter’s Generic Strategies
Porter's generic strategies illustrate how a company can achieve competitive advantage in the market. For example, Michael Porter (1980) specifically classified the generic strategies into four strategies, that is, Cost Leadership, Differentiation, Cost Focus and Differentiation Focus. Cost leadership strategy refers to that a firm becomes a low-cost producer in its industry. Differentiation strategy represents that a firm provides products or services different from those of competitors to meet the needs of different customers. The cost focus means that the firm provides products with a lower price in a niche market, while differentiation focus means that the products or services provided by the company have unique features in the niche market (Porter, 1985). Particularly, the cost leadership strategy is used by Lidl in the article.

[image: ]
[bookmark: _Toc25589549]Figure 1 : Porter's generic strategies (Porter, 2004)
[bookmark: _Toc25701270]2.0 Main Body
As a discount supermarket, Lidl has gained a competitive advantage in the UK grocery market. Lidl focuses on providing quality products at a low price, indicating that it uses the Cost Leadership strategy (Lidl, 2019).
[bookmark: _Toc25701271]2.1 Implementation of the strategy
This section gives a brief introduction of the cost leadership strategy and how it is implemented by Lidl. 
[bookmark: _Toc25701272]2.1.1 Cost Leadership Strategy
The cost leadership strategy means that a company establishes a competitive advantage through turning itself into a lowest-cost producer in the industry. (Stahl and Grigsby, 1997). A company can implement a competitive advantage using two ways. The first one is to reduce costs and increase profits so that the average price of its products can be the same as that of its competitors. The second one is to increase market share by lowering prices and maintaining profits by economies of scale (Friederichsen, 2018).

In this case, Lidl increases market share by providing lower-price products of high quality. For example, Milk is available in every supermarket. Tesco's 4 litres milk is priced at £1.35 and Lidl’s price is £1.09 (MySupermarket, 2019). Besides, each egg of Tesco's brand costs £0.12, while that of Lidl's brand costs only 9.9p. The daily necessities products like milk eggs show little difference between different brands, thus making the price a main factor affecting consumers. Clearly, Lidl achieves its business leadership strategy by using a lower price than its competitors to attract consumers and thus increase sales. Additionally, the products provided by Lidl are not only cheaper than those in other supermarkets, but also of high quality. For example, the Barolo DOCG of Tesco is priced at £16.75, while that of Lidl is priced at £11.99. Lidl's Barolo DOCG won the international wine challenge Silver Award at 2018, indicating that Lidl offers products with good quality as well as reasonable price, thus giving it an edge in the industry competition.
[bookmark: _Toc25701273]2.1.2 Implementation of cost leadership strategy	
Lidl mainly provides self-owned brand products, the first benefit of which is that it can cut out the middleman, thus allowing it to control the costs of products as a supplier. That is to say, Lidl can control the costs of products, thus contributing Lidl to providing products with a lower price but still make more profits (Bentley, 2018). In addition, private label brands can fill a gap in the marketplace and help Lidl meet the differentiated needs of local consumers. The benefits of private label brands lie in that private label brands of good quality can contribute Lidl to building customer loyalty (Friederichsen, 2018). Clearly, the private label brands, with exclusivity, allows Lidl to offer something distinct to customers, thus helping distinguish Lidl from its competitors.

However, Lidl provides limited product options. More specifically, the mainstream grocery stores can stock over 20,000 product lines, but only about 1600 products are available in Lidl’s store. For example, instead of providing 20 different lines of mustard, Lidl provides the most popular product within high sales volume (Vasquez-Nicholson, 2016). Therefore, Lidl does not need to stock a large number of products from different suppliers, which can thus reduce the cost of storing goods and operating costs. However, the limited product options promote the sales of Lidl's products and then allow it to order a larger quantity of products from suppliers at lower prices.

Moreover, the labour costs of Lidl are relatively lower. Many supermarkets, such as Tesco, Sainsbury's and Morrisons, have around 100 employees but Lidl only has about 30 in each store. For example, the salary of staffs in the supermarket of London area is £8 per hour (Glassdoor, 2019). The employees trained by Lidl are comprehensive employees who understand the job content of each position. Although Lidl employs a small number of employees, each employee can help other busy positions to complete their work during their free time. (Lidl, 2019) Lidl employs about 60 fewer people than other supermarkets, thus saving about £7,000 of labour costs per day. In the Lidl, most tasks are completed by customers themselves (Hanbury, 2017). For example, customers have to weigh their products and package their foods by themselves, helping explain why Lidl has very low labour costs. In addition, Lidl cross-trains employees to ensure that they can work in any position.

Lidl's products are displayed directly in the shipping box while other supermarkets always unload the products in the warehouse, and then the staffs have to put the products on the shelves. All products, displayed in shelf-ready packaging, can be taken directly from the lorry to the shelf, thus making it much easier to restock and requiring less labours (Hanbury, 2017). For example, milk in Lidl is usually placed on the carts, and employees can take it from the truck to the designated area, which can greatly reduce labour costs and product storage costs.

Different from many supermarkets with vast superstores, Lidl's stores are relatively small.  For example, Tesco Superstores cover over 20,000 square feet, thus making a huge trolley essential for a consumer to install the products he wants. Because of the too large stores, consumers only buy the planned items. However, the Lidl’s store covers only about 14,000 square feet (Vasquez-Nicholson, 2016). Lidl also offers customers ‘trolley baskets’ smaller than Tesco trolley, whose smaller and more convenient shopping baskets make it easier for consumers to move around the store while shopping. Smaller and more convenient shopping baskets make it easier for consumers to move around the store while shopping. Consumers will spend more time buying products, thus possibly buying more products. The size of trolley baskets is smaller than a traditional shopping cart and when consumers carry a full basket, they actually have bought a lot of things, although they do not think so. (Daniel and Amardeep, 2019)
[bookmark: _Toc25701274]2.2 Advantages & Disadvantage of the strategy
[bookmark: _Toc25236708][bookmark: _Toc25701275]2.2.1 Advantages of the Cost Leadership Strategy
The cost leadership strategy provides more profits for the company. Particularly, Lidl provides customers with competitively priced products through reducing production and operating costs. For example, Lidl promotes self-owned brand products to increase profits by reducing production costs. This strategy not only increases the company's profits but also attracts more consumers (Kokemuller, 2017). Hence, the advantage of the cost leadership strategy is to increase the company’ profits by increasing the profitability of the products.

Also, the cost leadership strategy can increase a company’s market share. Opening its first store in 1994 in the UK, Lidl become a leading retailer in 2008 in the UK retailer market, and the seventh largest grocery in the UK with a market share of 6% in 2019. This shows that Lidl's strategy helps it gain a competitive advantage in the fierce market competition and a huge market share (The Guardian, 2019). The advantage of the cost leadership strategy is to increase market share by offering consumers products with more affordable prices to attract them.

Furthermore, cost leadership strategy can help gain a competitive advantage in the industry which is the main benefit of the cost leadership strategy. For example, Lidl rise annually in number of stores in the UK, the number of employees and market share. Lidl has a competitive advantage in the industry, suggesting that Lidl can create more profits for shareholders, and creating a sustainable competitive advantage is Lidl's most important goal (Strategy-Train, 2009). The advantage of the cost leadership strategy is that it can give the company a competitive advantage in the industry based on price advantages.
[bookmark: _Toc25701276]2.2.2 Disadvantage of the Cost Leadership strategy
[bookmark: OLE_LINK6][bookmark: OLE_LINK5]The benefits of the cost leadership strategy are temporary, because competitors can do the same thing. For example, Tesco has also expanded its new discount chain, Jack's, to compete with Aldi and Lidl. Products provided by Jack's stores are far fewer than those in Tesco supermarket and it has over 1,800 private label products. Because the objective of Jack's stores is to provide the lowest cost for customers (Jordan, 2018). Thus, Lidl will lose its competitive advantage in the industry when competitors start to use the cost leadership strategy. So, the disadvantage of the cost leadership strategy is that its technical threshold is low and can thus easily be imitated by other competitors.

Lidl uses the cost leadership strategy successfully based on a large volume of sales. Lid can maintain overall profitability if it is able to get a large volume of sales. Total value of UK retail sale is £381 billion in 2018 (ONS, 2019) while the revenue of Lidl is £474.5 million in 2018 in the UK. Consumers will have more purchase options, and Lidl’s cost leadership strategy will lose its competitive advantage if there are more competitors in the market who provide customers with low-price products of good quality. So, the disadvantage of the cost leadership strategy is that it requires scale to achieve a competitive advantage in the industry.

[bookmark: OLE_LINK3][bookmark: OLE_LINK4]Moreover, the disadvantage of the cost leadership strategy is that it can lead to price wars with its competitors because competitors may sell products at a lower price. This price war will reduce the company’s profits until it begins to lose money. For example, in the UK retail market, Lidl's competitor Aldi sold vegetables at a lower price during Christmas 2018 when consumers can buy six Christmas vegetables in Aldi for only £1.98, while for 2.53 in Lidl (Munbodh and Andrews, 2019). Therefore, the cost leadership strategy has risks to cause price wars.
Main Body

[bookmark: _Toc25701277]3.0 Conclusion
Overall, Lidl used the cost leadership strategy to become a price leader in the UK retail market by implementing the cost leadership strategy in many ways, such as using a lot of private brands, lower labour costs and reduce the limitations of product options. Additionally, Lidl provides consumers with low-price products of high quality. Besides, Lidl also constructs a good reputation. For example, according to Lloyd's data, houses near cheap supermarkets, such as Lidl, are 15% more expensive than regular homes. Meanwhile, Lidl is more and more popular with affluent shoppers (Butler, 2019).
[bookmark: _Toc25701278]3.1 Recommendations
Firstly, Lidl can develop more new products and increase investment in the UK to gain a higher market share. Because UK's four biggest supermarket chains such as Tesco, Morrisons, still have a high market share, Lidl has a huge development potential in the UK market.

Secondly, it is not reasonable for Lidl to have a price war with other supermarket chains, for which will seriously affect Lidl’s profits and make Lidl lose competitive advantage in the industry competition.

Thirdly, Lidl should develop the online store because more and more people choose to go shopping online, which can help it increase the sales volume and reduce the cost for opening stores. 

Fourthly, Lidl's main market is in Europe. It should expand new markets such as the Asian market, and its value of Asian retail market will reach $2 trillion by 2020 (SIS, 2018). Expanding a new market can bring more benefits to it. 




Conclusion
[bookmark: _Toc24485770][bookmark: _Toc25236714]
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