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[bookmark: _q4gqvrv6yfrg]1. EXECUTIVE SUMMARY	
The objectives of this report is to identify Lidl’s competitive strategy, examples that Lidl has taken and critically evaluate Lidl’s development. Lidl was established in the 1930s in Germany and became a discounter on 1970s. Lidl was introduced to the UK in 1994 and now has around 450 stores in the UK. Lidl competes with four big retailers such as Tesco, Asda, Sainsbury’s and Morrisons. Lidl has around 10,00 stores worldwide, 210,000 employees and 135 warehouses. 

Lidl’s strategic choice is the Cost Leadership strategy from Porter’s Generic Strategies. Cost leadership’s goal is to attain a competitive advantage by cutting the costs. The way that Lidl has implemented the cost leadership is by selling private label brands. Lidl is able to cut the distributor, removing any additional costs from a supplier. Moreover, Lidl as well keeps its labour costs low. Lidl stores employed few staff in order to keep labour costs down.  Lastly, Lidl only supply fast-moving items. Lidl favours everyday items that purchasers frequently buy. 

EXECUTIVE SUMMARY
The advantages of the cost leadership are higher profitability and increased market shares. While the disadvantages are lack of innovation or new products and as well less recognition due to less marketing, market research and R&D can be expensive in the long run. Recommendations for Lidl should reposition its brand. In the future, customers are going to expect better quality. Lidl should also impose home delivery services in order to compete with the bigger supermarkets. 
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[bookmark: _olikf4iyll2o]2.0 INTRODUCTION
[bookmark: _fdol4dbxze0f]2.1 REPORT REMIT
The objectivity of this report is to classify the competitive strategy that Lidl has utilized in order to develop their existing competitive positions. This report will also show examples of steps that Lidl has taken to achieve this strategy. The study will also illustrate the critical assessment of the competitive strategy used by Lidl in improving its competitive position.

[bookmark: _8821b7vt68r4]2.2 BACKGROUND OF THE ORGANISATION 

	Lidl is a German chain of discount supermarkets that operate worldwide, including the UK.  Lidl was established in the 1930s in Germany and became a discounter on 1970s. Lidl was introduced to the UK in 1994 and now has around 450 shops in the UK. Lidl competes with four big retailers such as Tesco, Asda, Sainsbury’s and Morrisons. Lidl has around 10,00 stores worldwide, 210,000 employees and 135 warehouses that ship some 1,600 products to nearly every European country (Lidl, 2019).  

	Their mission is to bring high-quality customer satisfaction, sustaining market leading quality and value by continuously advancing and upgrading their efficient processes, powered by the technology and individuals, working within the cooperation partnerships with business partners, to ensure positive contributions to local communities and attaining long-term success through venturing in the recruitment, training and development of their people. (Lidl, 2019). 

Although Lidl were introduced to the UK market in 1994, the country, however, is not as engaged in discounters as Germany. That is because of the big four supermarkets’ effective marketing such as Tesco, Asda, Sainsbury’s and Morrisons. They present pleasurable retail experiences that convinced the customers. 
2

Thus the domination of larger supermarket groups in the UK in 2007, Lidl’s market was approximately 1.5% compared to Tesco, the market leader of 27.6% market share (Dyer, 2018). In 2007, Schwarz had an approximate market share of 18.4% in Germany, encouraged by ownership of the hypermarket chain Kaufland, putting it ahead of its discount competitor, Aldi. Lidl major achievement in the share market was when they managed to obtain 5.9% of the grocery market share in the UK during 2019 (Makortoff, 2019). 	

[bookmark: _6fl9hrmfwa8q]2.3 DEFINITIONS OF MAJOR CONCEPTS
[bookmark: _37nsgv8if1mx]2.3.1 DEFINITION OF STRATEGY

According to Johnson et al (2011), a strategy is a long-lasting guidance and range that achieves benefits through the configuration of resources and capacities in a changing environment in order to meet the expectations of stakeholders. Business strategy is an integrated set of policies and guidance describing a company's area and purpose. (Ansoff, 1965).
	
[bookmark: _qk7ael1hf2n3]2.3.2 DEFINITION OF BUSINESS LEVEL STRATEGY

	The strategy of an organisation, despite environmental challenges, opportunities and resources and potential, outlines how it will achieve its objectives (Rue and Holland, 1989). The business level strategy is the most important element of the practitioners ' study, namely the practical analysis of their relation to organisational achievement (Hambrick, 1980). The business strategy provides consumers with value and achieve a competitive edge by leveraging core skills in products and services, in particular. Strategy at business level addresses the role of an industry organisation in relation to rivals and five different competitive forces (Starr, 1999).
3
[bookmark: _wiv0x564om88][bookmark: _9yvqzkhy8gx4]2.3.3. DEFINITION OF COMPETITIVE ADVANTAGE

	The competitive advantage is gained by developing or acquiring a variety of capacities that allow an organisation to perform better than their rivals (Wang, 2014).The competitive advantage is to try a desirable industry competitive advantage, a key area of competitiveness. The aim is to promote a competitive and viable situation against the industry that decides to compete in the industry (Porter, 1985).
4
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2.3.4 PORTER’S GENERIC STRATEGIES

Michael Porter identified three common categories of approaches commonly used by companies for the purposes of gaining and retaining a competitive advantage. In particular, Michael Porter identified two of his main competences, product differentiation and product cost (Tanwar, 2013).

	Cost leadership, differentiation and focus are three common methods for generating above-average business results. The two most important competences of Porter are paired with a range of activities to accomplish them in an enterprise (Porter, 1985). The generic strategies are shown in Figure 2-1. 
 [image: ]
            Figure 2-1 - Three Generic Strategies (Porter, 1990)
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Cost leadership strategy is defined as a cost efficient method reflecting less expensive selling of goods and services than rivals for development and design (Wheelen and Hunger, 2002). This strategy seeks to achieve a competitive advantage by reducing R&D, businesses, sales and marketing prices (Rugman and Hodgetts, 2000). Enterprises could achieve a competitive advantage in economies by using efficient systems, in order to reduce the cost of human capital, to reduce the cost of cheap raw materials, large scale manufacture and distribution (Eraslan, 2008). 

Differentiation is the second generic strategy. In a differentiation approach, a business aims to be distinctive in its field along with some attribute that consumers usually like them. This identifies one or more traits that are relevant and special to many buyers in the industry (Porter, 1985). Factors such as brand name, technology, customer support, distribution system, including different other dimensions may be used in the differentiation methods. The best solution is to separate the company into several areas (Porter and Victor, 1985).

Ultimately, the focus is on the third generic approach. This approach varies significantly from other approaches as it relies on selecting specific business situations on the market. In order to adapt to other segments or groups in the industry, the focuser selects and customises (Porter, 1985).The focus strategy has two components, focus differentiation  and focus cost leadership. Both forms of the strategy are focused on the opposing views between the target market of a focuser and other branches of sectors. Cost focus makes the most of price behavior discrepancies in some segments, while differentiation focus takes advantage of buyers’ special needs in some segments (Tanwar, 2013).

According to Datta (2009), he critiqued Porter’s strategy by claiming that the error is not in Porter’s reasoning, but in his fundamental premise which blends distinction with individuality and premium prices. A condition that usually inconsistent with high market share.
 
5
A business with such a generic strategy but without any of the achievement from the strategy is "stuck in the middle." It has no strategic advantages. This strategic position is generally a less average performance guidance (Porter, 1985).A "stuck in the middle" business competes with a downside and is better placed to contend for the price leader, differentiators or focus points in any category. If a company "stuck in the middle" is fortunate enough to find a successful goods or customer, the spoils will be quickly eliminated by rivals with a sustainable competitive advantage (Porter, 1985).

6



5
9







[bookmark: _j4eemembonlz]

[bookmark: _27sihhet3qva]3. MAIN BODY

Lidl has chosen Cost Leadership as their company’s strategy based on Porter’s Generic Strategies. This strategy highlighted efficiency. Companies can manufacture their goods at a cheaper cost than their rivals (Marangu et al, 2007). The company intents to  take advantage of economies of scale and undergo curve effects by processing high quantities of systemised goods. This creation is often a fundamental commodity that is manufactured at a relatively inexpensive and made accessible to a very large base of customers (Tanwar, 2013). 

	Maintaining this policy includes ongoing research in all aspects of the business to reduce costs. The related distribution method is to obtain the widest possible distribution. The marketing approach also involves trying to use low-cost product features to build a virtue (Tanwar, 2013).
	
According to Porter (1980) as a cost leader, they are able to assist the market in the cost of production. Cost control is a technique that contains a number of processes that are designed to manufacture goods with certain characteristics in order to match up with the needs of consumers with regard to quality and value but in the meantime, delivering at a lower cost compared to the rivals of the company.

The purpose of strategy according to Ramaswamy and Namakumari (1996) is taking advantage of the unique advantages of the company facing environmental challenges. A plan begins with a concern and a responsibility on how best to use the organisation’s limited resources. Successful companies are putting their strategic focus on developing their core competencies and long-term competitive advantages to provide the real back-up for the business-level strategies of the corporate units. 
MAIN BODY
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[bookmark: _7nilb8dz17yd]3.1 IMPLEMENTATION OF THE STRATEGY

	Lidl is devoted to selling excellent products at the lowest possible cost. This is suggesting that they are using and implementing a cost leadership strategy with incredible efficiency (Morschett, et al., 2006).

	Lidl is pursuing the cost leadership strategy with a  price minimization, and effective processes. Most of the products that can be found in Lidl are private label brands. Approximately 90% of Lidl’s items in the store are private-label brands. The products are produced exclusively for Lidl (Hanbury, 2017).  The perks of selling private-label brands are twice as great. Lidl eliminates the source, withdrawing any additional costs from a vendor. Lidl also has more leverage over production costs and it would be possible to set its own prices. Consecutively, meaning that the initial costs are significantly lower as goods can be marketed at higher margins than home brands (Hanbury, 2017). Lidl also displays products from brands that are less familiar. Most of their store area is allocated to the sale of non-food items, such as electronics or household products. Departments of the in-store bakery are a point of difference when it comes to the product range of Lidl (Hanbury, 2017).

	Lidl also keep their labour costs low. Lidl shops are poorly staffed in order to reduce labour costs. Lidl has systemised technology and automation in the backroom to limit the amount of human interaction (Hanbury, 2017). Customers must weigh their items in the store and pack their own grocery items. According to Lidl’s managing director Ronny Gottschlich to The Daily Mail, with the use of the motion sensor energy, Lidl keeps the costs down. Employees don’t move fast enough, so they wouldn’t spend money on anything that the consumer can’t grasp or taste. It seems like the philosophy is working (Steiner, 2014). The employees are as-well cross-trained in order to be able to work in any zone. Therefore, the employees are more versatile and productive (Hanbury, 2017).
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Lastly, Lidl only stocks products that move fast. Lidl prefer everyday items mostly bought by shoppers (Hanbury, 2017). According to Kantar Retail, the collection is restricted to the fastest-moving products that are generating gross profit. Higher-speed products is equivalent to less inventory-bound cash. The products that Lidl has in stocks are dairy, meat, eggs, fresh fruits and vegetables, baked products, and alcohol. Such products are known as lines in the food industry and produce more than 80% of sales in a typical supermarket store (Ladd, 2018). 
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3.2 ADVANTAGES AND DISADVANTAGES OF THE STRATEGY

	Every generic strategy offers benefits that businesses could exploit in order to improve its positive results as well as its disadvantages that can minimize their affluence. High productivity is one of the benefits of the cost leadership. One of the benefits that is accessible to low-cost management in the industry is even a high-profit margin. If they are able to sell low-cost and competitive pricing products and services, their margins would be greater than firms that are investing more than producing goods of identical quality (Hassan, 2015). 

	Other than that, an increased market share is also known as one of the benefits of Cost Leadership. Cost leadership leads to a higher profits and uses it to increase  the desire and the market share of customers. Companies that can come up with products at a lower price than the usual market price will attract more business from customers that are on a tight budget  (Hassan, 2015). 

	Cost leaders are likely to maintain low costs by cutting down the advertising, market research, and research and development. This method, however, proved to be costly in the long run. A moderate lack of research on the market would cause the cost leaders to be lack of skilled than other firms in detecting important environmental changes. Simultaneously, deemphasizing the research and development that can cause the ability of the cost leaders’ to respond changes once they are perceived. It has been proven that detecting and reacting to external changes can be a mortal mix that leaves cost leaders out of contact within the market and out of responses (Ketchen and Short, 2016).

8
In addition, cost leadership is lacking in innovation or new products. Research and development costs are needed for a company to initiate new products or new attribute in products. Nonetheless, these additional costs should be removed for the low-cost strategist. The lag in innovation, therefore, has a negative results on consumers who fancy technology in the products (Hassan, 2015). Therefore, in the end, it has fewer market shares equals fewer sales, which is less turnover, therefore less profit for the company. 
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4. CONCLUSION
	
	In conclusion, Lidl that was established in the 1930s has been implementing cost leadership strategy into their business which was pointed out in the model of Porter’s Generic Strategic. The cost leadership strategy that is being applied by Lidl is helping the organization to achieve its efficiency in order to develop its current competitive positions and compete with other supermarkets.The cost leadership strategy attempts to achieve a competitive edge over their competitors. Therefore, in order to keep their business going with the strategy, Lidl applied it through selling private label brands, lowering its labour costs, and stocking fast-moving items. Although there are a few strengths and weaknesses of the cost leadership strategy, Lidl is still known as a successful discount supermarket and their business is still doing well. 

[bookmark: _i0jdnqn69lmk]4.1 RECOMMENDATIONS

	Although Lidl is successful, there are still flaws within the company that Lidl can still improved. It is very important for Lidl to note some recommendations in order to improve its business in the future. 

One of the recommendations is that Lidl should note is repositioning its brand. This action is to ensure that Lidl will always make substantial market gains. Although Lidl can make significant gains, but in order to be successful in the long run for the long term, Lidl must improve their brand’s image. Improving their brand image would gain them more consumers in the long run. If Lidl repositions its brand, it might become the store where consumers purchase all their groceries at. This would also create brand identity to that Lidl can be well known to the consumers.

CONCLUSION
	Furthermore, Lidl can upgrade their online shopping with home delivery on online shopping. Customers would order the products through the website and would get it to send at their doorsteps. Lidl could also apply the “click and collect” services. Where a customer would click on the website the products of their choice, and collect it at the stores. This would save up so much of the consumer’s time. As technology is very important in this era, Lidl should develop these services in order to compete with larger supermarkets. This is an opportunity for Lidl to gain more recognition as Lidl have less marketing.
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