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2. [bookmark: _Toc31976653]eXECUTIVE sUMMARY

· The purpose of the report is to identify the strengths of German born Lidl, and assess where the weaknesses and areas for development lie
· The report finds that Lidl have developed a unique hybrid strategy that has allowed growth to the point where the international company poses genuine threat to larger competition
· The strengths of Lidl hybrid strategy are that it has been able to develop unique products while still delivering them at a cost-effective price
· A weakness of this strategy is that it is open to imitators. Not only this, the report has recommended that an online presence and delivery network need be established for continued growth. If a competitor is able to imitate the cost-effective strategy that Lidl offers, and does so with an established home delivery network, Lidl competitive edge may be at risk
· The report concludes that the strategy, while effective, leaves gaps for improvement
· The report recommends investment into an online presence and an assessment in to whether outsourcing be required for larger quantities of distribution.
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3. [bookmark: _Toc31976654]Introduction

Lidl have been able to penetrate the supermarket industry by offering a cheaper but high-quality alternative to competitors. They have been able to do so by following the classical belief that maintaining the plan to maintain the low cost, high quality alternative will continue to succeed with persistence. Lidl have been able to identify an optimal hybrid strategy. Pursuing a cost-leadership approach but at the same time differentiating from competitor own brands, by offering a higher quality product. While successful so far, increasing the market share by a record amount in 2019, Lidl must remain aware to the threats that are increasing in the market.

3.1 [bookmark: _Toc31976655]Report Remit


This report seeks to evaluate the current market position of the Lidl brand. This report will assess the brand’s beliefs according to theorists, alongside business and corporate level strategies and will use Ansoff’s matrix to determine potential areas of improvement. Recommendations will be made at the end of the report, should the brand agree with the findings.

3.2 [bookmark: _Toc31976656]Background of the organisation

Lidl is a German based company that has established itself within the supermarket industry in the UK, Europe and the USA. Founded in 1930, Lidl has grown from a local grocery wholesaler into international competition for well-established supermarkets. (Ward, 2019)
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Definitions of Major Concepts

Strategy
	[image: Whittington's schema of strategy approaches | Download Scientific ...]
Figure 1.1 Generic perspectives on strategy (Whittington, 1993)
Porter, as cited in Whittington (1993), believes there are four general perspectives on theory, as shown in figure 1.1. These four separate approaches emerged because the theorists behind them hold differing views on optimal strategy. Below is a brief description on the views:
Classical
	The classical belief in strategy is that success is found through calculation, analysis, and rational thought. The classical theorists believe that they can create a master plan that will allow them to gain advantage over the internal and external environments (Ansoff 1965,1991) (Porter 1980, 1985).
Evolutionist
Evolutionist beliefs fall in line with the ‘law of the jungle’ (Whittington, 1993), stepping away from designing a master plan as they believe that survival and success comes from the natural ability of the firm to survive. Evolutionist theorists believe that firms that can maximise profits do so because they are quicker to adapt to the competitive nature of the industry that they are in. This rapid evolution of competition weeds out the weaker competition due to their inability to adapt, leaving only the ‘naturally selected’ to survive (Hannan and Freeman 1998) (Williamson 1991).

Processual
Processual beliefs oppose the long-term planning of classical beliefs, deeming it as ‘futile’ (Whittington, 1993), but have more optimism regarding small business speed to adapt than the evolutionist. Cyert and March (1963) show that a unified plan is impossible to follow, given that people have differing views and beliefs. Mintzberg (1987) believes that creating a long-term plan is infeasible and that the plan changes as the circumstances do. Using this example, it is seen that to have a rigid plan that managers would be reluctant to change, could have a detrimental effect if the circumstances change too heavily. Processual belief is that there is no optimal strategy, and that trial and error is required for adaptation.
Systemic
	Systemic belief lies in the social aspect of the environment in which the firm operates. Granovetter (1985) focuses on ‘social embeddedness’ of activities, showing that the strategists focus on social class and country to make informed decisions. Whittington (1983) shows that the processual belief focuses on social interests leading strategists away from the ‘normal methods’ that other strategies tend to adopt.
	From the above theories, it is evident that Lidl strategist tend to lean more toward… this will be explained in further detail using examples throughout the report.

Business Level Strategy
	Porter (1985) argued that there are four main fundamental strategic options, that have since become known as Porter’s Generic Strategy Options. While the options have been challenged, they do help to develop market-based opportunities. Porter’s economic starting point requires establishing price and costs of a firm compared to the competitors. Below is a diagram of the options:
[image: Porter's Generic Strategies | Porter's generic strategies ...]
Figure 1.2 Porter’s generic strategies. (Porter 1980)
	From figure 1.2, it can be noted that there are two options that are based on competitive advantage: Cost Leadership and differentiation, and two that are based on competitive scope: Narrow and Broad target. Cost leadership focuses on having the lowest industry costs, whereas differentiation focuses on creating a distinctive product that can attract higher prices. The scope is broken in to narrow, where a niche product is the aim, whereas broad aims to target a wider range of target.
 	Cost leadership focuses on cost reduction, rather than having the lowest price, with a continual focus on reducing the costs. This can be done by becoming more operationally efficient than competitors, capitalising on economies of scale when they become available. By focusing on the lowest costs, a firm can charge equal price as competitors, but by reducing the bottom line the profit margin is higher (Porter 1980).
	Sloman et al (2010) supports Porter’s thoughts targeting cost reduction through the value chain and believes that a successful cost leadership strategy must focus on efficiency and a ‘no-frills’ attitude. Porter (1985) establishes that firms that set out to be the best in cost leadership seek to set the market’s price floor as ‘the low-cost producer.’ Stead and Stead (2014) show how cost leadership is a strategy that focuses on low differentiation and a product that appeals to a mass market and a low segmentation. 
Hill and Jones (2009) identify how Walmart has been able to capitalise on selling the fewest number of products that are desired by the most amount of people, successfully achieving the economies of scale that cost leadership strategies can offer. Porter (1980) outlines two methods that can create value for the strategists seeking cost leadership. Despite there only being two methods, the two are not ‘mutually exclusive’ and firms do not always draw advantage from the same points in the value chain (Porter 1985). Due to this, it is important t for accompany to continually assess the competition, to see if there are any unexploited points in which value can be created and costs lowered.
Risks to cost leadership can arise from easy to imitate value chains, or already established companies being able to develop lower cost technologies (Porter, 1985). Like the ability to create advantage, the company must be aware of potential value chain exploits, as to leave them unexplored can lead to higher costs and reduced profits.	
Differentiation aims to offer a unique product, positioning itself to meet the unique needs that have been identified within that industry (Porter 1985). Differentiation succeeds as long as the price premium that can be demanded for being unique exceeds the cost of being so. This is ana rea where firms that pursue differentiation must look to reduce the costs not related to being unique as far as possible.
	To establish the strategy required for differentiation higher costs may be the result in the short term, as the company seeks to find the competitive edge through innovation and research (Gillespe, 2007). The costs associated with finding differentiation must be considered in the price of the product, as too high of a price may deter the targeted market, as market prices are set on what the market is willing to pay (Porter 1985). Furthermore, the company must seek to continuously adapt to the changes in the market, as tastes can change quicker than the brand’s ability to develop new products (Sloman et al, 2010). 
Focus strategies take cost-leadership and differentiation and target toward a niche market (Porter, 1985). Hill and Jones (2009) show how companies use the focus strategy to deliver better products, whether at a much lower cost or higher variety of differentiation, than their competitors. By focusing in certain areas, and targeting a much smaller market segment, companies can reduce costs and offer better prices (Stead and Stead, 2014). Such strategies may focus on ‘geographic uniqueness, capitalising on keeping costs low within a certain area and reducing them through the value chain (Sloman et al, 2010)
Risks that may fall upon the focus strategy come from competitors ability to imitate the offering, or create technologies that can create products at a lower cost, thus nullifying the focus strategy benefits (Dess, Lumpkin and Eisner, 2008). Restrictions to growth can also be a problem for focus strategies, as by nature, they target small markets (Sloman et al, 2010).
While Porter’s generic strategies can be applied quite broadly across firms in separate industries, there are criticisms that can arise. These criticisms stem from the scope aspect applying to solely customers, and not factoring product, firms not fully applying themselves to one strategy, and how strategy applies over time.
	The scope element, as described by Porter (1990), places emphasis that there are certain products that fit within the segments of the generic strategies. The traditional model has since been expanded to include variety based and needs based elements, providing a better fitting template for application. The traditional model splits products into individual categories, within individual industries, which themselves then fit in to a segment. This insinuates that each individual sector holds distinct competition and a unique competitive advantage within the sector but what needs to be considered, is that competition can cross border depending on companies’ strategy (Porter 1996).
This cross-border situation can also be of a narrower focus in the sense of a stuck in the middle hypothesis. This is where companies do not solely focus on a certain segment, and failure to do so can, as believed, lead to a detriment in performance (Moon, et al 2014). Murray (1988) believes that cost leadership and differentiation can both co-exist in strategy, as cost leadership is industry structure focused and differentiation caters to customer tastes.
Moon (1993) identifies a third criticism, this is where a firm may change its strategy over time. This evolution is not identified in the framework, as the framework assumes a generic strategy segments certain industry. Growth cycles and competition can lead companies to seek differing strategies to compete, and this dynamic nature of strategyis not catered for within the generic strategy model.

Competitive Advantage 
 Porter (1985) identifies how competitive advantage can be derived from the value chain, competitive scope, and the organisational structure.
	The Value Chain
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Figure 1.3 The Generic Value Chain. (Porter 1985)
	The value chain represents all of a firms activities and can be seen in diagram for in figure 1.3.Gluck (1980), Bauron (1981) and Bower (1973) show that the concept of a value chain is not directly linked to competitive advantage or to competitive scope. What the concept does provide is a breakdown of activities within the firm, that can be utilised to generate competitive advantage. Porter (1985) shows how firms operating within the same industry can have completely different value chains, in which they utilise to create value.  While not being linked to competitive advantage, the value chain can identify areas in which managers can create value for customers (Johnson et al, 2010). Sloman et al (2010) shows how the value chain shows how value is added at each stage of the operation.
	Value, as described by Porter (1985), is the ‘amount that buyers are willing to pay’ and is the measure of the firm’s product ‘demands.’ Value is used as a measuring tool for competitiveness, as opposed to cost, as differentiation strategies include increased costs to achieve (Porter 1985).
Competitive scope
	Porter (1988) shows how competitive scope can be broken down in to four areas:
1. Segment scope: Product varieties
2. Vertical scope: activities performed in house as opposed to outsourcing
3. Geographic scope: range of regions or countries that a firm competes in
4. Industry Scope: range of related industries that a firm competes in 

Segment scope
	Attention must be paid to the segment scope, as firms can find themselves offering a wide variety of products that utilise different value chains but share similar linkages. While a firm can capitalise on using the same linkages for separate products, it is important to note that value is being maximised and costs kept low. Because of segment scope, managers need to be aware of the factors that relate to where linkages are being utilised (Grant, 2016). 
Vertical scope 
	Porter (1985) shows how vertical scope can create value by identifying sources that can be outsourced rather than completed in-house. Porter (1980) identifies how exploiting vertical scope can lead to value creation by questioning whether vertical integration may be the best solution.
Geographic scope
	Geographic scope can be exploited by firms that are able to find locations in which manufacturing costs can be kept minimal. Johnson et al (2008) shows an example of how Canon produces their product in Japan, but then sells them internationally for maximised profit margins. By identifying potential for geographic scope within the value chain, the firm can reduce the bottom line for products.
Industry scope
	Porter (1985) shows how relationships between firms within the industry can reduce costs and achieve economies of scale. Not only beneficial for the firm, but sales forces can create differentiation for buyers by offering a wider variety of product. Firms can reduce costs such as logistics by sharing distribution sites through relationships with other firms.
Organisational structure
	While the value chain can identify areas for improvement regarding the product, it can also serve as a tool for management to identify what the certain areas within the organisation are. By separating the overall company into segments, management can utilise each section optimally by collating segments that are similar in to certain departments. This allows for a smaller overall value chain, and less work for managers to identify areas for improvement.
MAIN BODY


MAIN BODY



4. [bookmark: _Toc31976658]Main Body

	There is a seven P’s analysis that can be conducted to establish how a firm executes the strategy in the market. Originally a four P analysis (CIM, 2009), this was expanded to seven to accommodate areas that were not previously covered (Booms and Bitner, 1981; Lusch et al, 2007).
	For this report, the analysis will focus on three key areas from within the seven P framework and combine it with the theory explored within the previous section.
	The three key areas that will be explored for this report are:
· Product
· Price
· Place.
Product
	Bosshart (2006) shows how Lidl have created a ‘solid brand’ from focusing on private brands that make up the majority of their product range. Siro et al (2008) shows that as the supermarket sells cheaper private name brands, a negative perception of the product could be the result. Bhasin (2009) has a contrasting view to this, showing that private brands account for 90% of Lidl sales.  These products have also won retail awards, showing Lidl’s desire to offer high quality products at a competitive price. 
	Lidl (2020) shows how 70% of Lidl product range are sourced from British farms and suppliers and shows how Oakland is Lidl’s exclusive fruit and veg brand. Both show how Lidl is attempting to create value, one in being a differentiated product in being home grown in the Uk and another in reducing the costs associated in sourcing products.

Price
	Dolgui and Proth (2010) show how one of the competitive advantages for Lidl lies within its pricing strategy. Lidl have successfully established themselves within the supermarket industry by focusing on being value driven. Nazir (2019) reflects this in the market share of Lidl, with Lidl revenues climbing 9.2% in 2019 and its market share climbing to six percent.
	With Walmart being a leader in the cost leadership strategy, Lidl would be ideally trying to emulate the success of the company but in Lidl own unique way. Hanbury (2017) show how Lidl products are 9% cheaper than Walmart in a comparison of a basket consisting of 20 items. It is thanks to Lidl private branding strategy that they have reduced the costs associated with sourcing products from big name manufacturers, exploiting a key area within their value chain.
Place
	Butler (2014) shows how Lidl operate internationally, exploiting geographical scope, but at the same time offer a variety of products depending on location, addressing segment scope. Lidl have shown adaptability and the ability to capitalise on geographical location, diversifying their product range where necessary to increase value.
	Brown (2015) addresses that Lidl maintain efficiency through stock control. As the brand utilises a strategy like Walmart, fewer product range demanded by higher amounts of population, it is crucial that stock levels are maintained to ensure requested product ranges are available on demand. Hanlon (2019) shows how the brand have 760 stores in the UK, and over 10,000 stores around the USA and European regions. While brick and mortar stores have proved successful to this point, Lidl are considering a technological advancement to online shopping to maintain growth. 
	Lidl have been able to keep costs low through creating a business model that can be cut and pasted in any country, maintaining low cost and offering their high-quality private brand. To remain competitive, or continue to grow, Lidl needs to address a service that is offered by high market share competitors, home delivery. 

4.1 [bookmark: _Toc31976659]IMplementation of the strategy

From the theoretical view, Lidl appear to have adopted a classical approach. Hanbury (2017) show how Lidl focuses on efficiency, reducing the need for excessive employees on the shop floor. By reducing the amount of human input needed, the classical approach is strengthened by ruling out processual belief. Systemic theory may be applied as Lidl have shown that they adopt their product range per country and evolutionist theory may also be applied as the brand is looking at adopting online shopping to remain competitive. Overall, it appears that Lidl have a plan that has worked so far, increasing market share to a record amount in 2019, and has not shown any signs of slowing down.
 The plan for Lidl is to deliver a quality product at a low price to penetrate the global market. Lidl have identified key areas within the value chain to reduce costs to be able to provide products at the prices they do, with a cost leadership mentality.
Cost leadership strengths and weaknesses have been identified within the definitions of major concepts. To penetrate the market with low pricing requires Lidl to reduce costs associated with producing the product. Lidl brand strategy of private brand sales allow for two benefits, greater control of manufacturing and reduced supplier costs. These benefits allow for higher margins (Hanbury 2017).
	From this, Lidl have shown that they can exploit the procurement, operations, and service elements of the value chain. Their inbound logistics may suffer as they would not be able to synergise with other supermarkets by splitting the cost. Marketing costs have increased as Lidl have had to increase marketing strategies to remain competitive (Bhasin, 2019). Price wars have led cost leadership becoming less profitable as the strategy itself is open to competitor imitation. Lidl must keep assessing where costs can be reduced in the value chain to maintain growth. Service is another segment of the value chain where Lidl has exploited. Lidl displays products in the packaging they were shipped in, lowering the input required by stockers. Operations is another are of focus in efficiency as Lidl have built stores that that reduce overhead costs by capitalising on natural light (Bhasin, 2019).

4.2 Corporate Level Strategy

Hanlon (2019) shows how the Ansoff Matrix can be used to determine risk for potential changes in strategy. By assessing the existing product and market and analysing the potential new product and market, a risk assessment can determine the value that can be created.
Ansoff Matrix
Market Penetration
The cost leadership strategy combined with selling the same product to the same market is called market penetration (Hanlon 2019). Lidl (2020) shows that despite the brand being able to cannibalise market share from leaders within the industry, the brand suffered flat sales through the 2018-2019 period. Kossowski (2007) shows how Lidl has started to gain a foothold in the United states, with an estimated 127 stores to be opened by the end of 2020, showing that the brand has been successful where UK competitor Tesco has failed.
Market Development
	Grant (2016) identifies Market Development as the ability to develop the internal market of the firm. By constantly developing and creating the ideal brand and internal components, Lidl are able to subsidise poorly operating branches with the successful ones. This allows for the company to cmaintain market presence until it has identified the ideal product offerings for the markets. Lidl needs to address, the home delivery aspect, as competitors with high market share in the industry offer the service. 
Product Development
	Lidl’s product development strategy lies alongside abiding to the UK Government’s salt initiative (Lidl, 2019). Lidl aims to reduce the salt in all of its private brands to fall in line with legislation. Alongside the salt, Lidl aims to reduce the sugar in its products by 20% by the end of 2020. While changing the product, Lidl needs to still develop the same consistency that customers have become familiar with or risk losing customer base.

Diversification
	When managers aim to introduce new products or expand sales, it is done so through diversification. Grant (2016) identifies diversification with growth and risk reduction. Makierman (2017) shows how Lidl have struck a deal with Nordic Investment Bank and will use the investment to penetrate the market in Lithuania. By constantly diversifying and utilising the same plan, Lidl can continue to gain market share using a popular brand name.

4.3 Internal & External Analysis
When assessing internal strengths and weaknesses, alongside opportunities and threats, a simple SWOT analysis can be conducted. Porter (1985) describes a SWOT analysis as a strong tool that can be used to effectively, nut the tool itself is weak to subjectivity, depending on who carries out the analysis.

1. Capabilities
Lidl have a limited but strong portfolio of product. By minimising the product range to essential and products that are bought quickly, along with adopting a cost leadership approach, Lidl would theoretically be able to penetrate global markets with ease. A weakness of the brand, however, is that it has held itself back, limiting itself to Europe, UK, and the USA. Where Lidl can find opportunity, is if it were to lift these self-imposed limitations and explore the emerging markets as new segments become available. If Lidl choose not to act in time, threats from competitors may gain a strong foothold in these areas and make it harder for Lidl to penetrate in the future.
2. Assets
One of the main assets that Lidl have is a an already wide-reaching company that is established in Europe and America (Lidl, 2020). By having these already set up with distribution centres, the company can set up further individual stores with ease. Another is where Lidl competes well, is the private brand products. Through success with these, Lidl has successfully forced competition to lower prices to match their offerings, and Lidl have then successfully lower competitors profit margins.
3. Resources
Lidl have a free-flowing internal cash structure that would allow them to grow with minimal need for external interference, unless it was a large-scale operation such as the Lithuania venture (Bhasin, 2019). The free-flowing cash structure allows Lidl some area for mistake ass higher profit regions can support them until optimal product ranges can be established.  A weakness that can arise here is if the cash is not used fast enough to maintain competitive advantage. Competitors may be able to seek investments from other firms that will help them to grow their market share or penetrate foreign markets before Lidl.
	Lidl need to ascertain whether they will continue to develop their current business model or whether they will slow down physical store growth to grow an online presence.
4. Strategic Capabilities
Lidl have the strategic edge in that they can produce high quality goods at competitive prices. Due to this the competition has had to seek diversification in their own product lines, or other areas in the value chain to maintain growth and profits. Due to their unique hybrid between cost leadership and differentiation, Lidl have created a strong and efficient production and sales business. Lidl need to maintain a dynamic approach to their current strategy in order to fend off imitation from firms with high cpital. Firms that already have a strong market share also have potential to create price wars that they can afford to lose short term profit for long term market share gain.


For the external opportunity and threats, it is a good idea to address the following:

1. Microenvironment
a. Customers
The customer segment for Lidl is one of low loyalty. The target market is middle-class who aims to shop for the lowest price. Lidl main strategy is private brands at low cost, that can have negative brand image. This opens up the potential for competitors to offer branded products at a similar price, which would cannibalize Lidl sales.
b. Suppliers
Lidl has cornered the market for its private brand supplier and as a reward, supplier power has been reduced on Lidl overall strategy. Lidl oversee manufacturing and supply for their own stores.
c. Competitors 
Similar to customer. A threat that can arise is if competitor retailers start offering brand products at a lower price than Lidl private brand.


5. [bookmark: _Toc31976661]Conclusion

To conclude, 
Lidl have penetrated and established themselves in the supermarket industry throughout the UK, Europe, and USA, by developing market penetration. This is supported by establishing a plan through classical theoretical strategy and having developed a unique hybrid strategy. While the strategy has successfully increased the market share to record amounts, Lidl must seek to adapt to customer needs and demands or risk losing market share back to the bigger brands. The recommendations in this report address the area of creating an online presence that can be used to further Lidl performance in the market. With the identification of cash within the business, and investors that are prepared to inject further support, Lidl have the financial base in which they can offer the service.

5.1 [bookmark: _Toc31976662]Recommendations

· Develop technology for an online shopping platform
· Assess whether there is potential for an internal logistics for delivery or whether outsourcing is required
· Continuously assess product ranges to ensure that optimal stock ranges are being offered and that maximum value is being created


6. [bookmark: _Toc305165507]
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