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INTRODUCTION


Lidl  has been around for almost 90 years now, initially starting up in Germany  then proceeding to quickly expand over Europe. Strategy has been around for a long time with even great strategists such as Sun Tzu around the 6th century B.C wherein he produced many strategies, that while meant to be applied to war, can also be adapted to fit a business. A prominent model of strategy, Bowman and Faulkner’s (1997) Strategy clock, can be used to identify and help analyse the strategy adopted by Lidl. Firstly the Strategy clock is made up of many segments; no-frills, low price, hybrid, differentiation, focused differentiation and the areas that are known as  destined for failure. Of these, Lidl would fall under the category of a low pricing strategy. They do this in order to attract larger volumes of customers  and thus increased number of sales. They are able to afford to charge such low prices by ensuring that their own costs are kept at a minimum, this is done by having non branded, or lesser known branded products that would not have the increased price tag that comes attached with the brand. Another such way in which they keep costs low is stocking only singular brands of products so not to split their buying power thin and instead focusing it allowing them to get a better deal. The advantages of this sort of strategy are that it leads to an increased level of efficiency within the business as employees become well versed in carrying out numerous tasks rather than just the one such as tending to customers or stocking shelves. However, it does have its major disadvantages such as price wars with their competitors in which prices can be driven so low that some suppliers are put out of business due to it no longer being economical to manufacture that product anymore. Overall however,  it would appear that Lidl’s adoption of the low price strategy has turned out quite well for them with  plans to expand even further afield as well as being able to continue to compete with the supermarket giants of Tesco and Asda. Potential recommendation that they could take on board is adopting the style of Amazon Go stores, in which there are no check outs and all transactions are tracked via a mobile app as they walk in, pick up products and then out of the store.
2
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3. [bookmark: _Toc496043658]Introduction

3.1 [bookmark: _Toc496043659]Report Remit
The purpose of this report is to look at the various strategies mentioned in Bowman and Faulkner’s (1997) strategy clock, reviewing what is meant by each aspect of this theory, their application on a business level as well as the advantages and disadvantages. Following this, it will be discussed as to how this theory can be applied to the supermarket chain, Lidl, in order to pinpoint the exact strategies they use and how they go about implementing it. Finally, recommendations will be made as to what Lidl might be able to do in order to improve on their current strategy based on the findings of this report.

3.2 [bookmark: _Toc496043660]Background of the organisation

Lidl was founded in Germany 1930 and has in recent years become one of the leading food retailers, not just in Germany, but also in the UK. After it opened its first stores here in 1994, which now employ over 22,000 people in their over 760 stores across the country (Lidl, 2019), they now have plans to expand even further abroad. They currently have their eyes set on the US market with a view to competing with the likes of Walmart (Marketline, 2017). Lidl prides themselves greatly on the low pricing of their products while still ensuring that they are of great quality compared to the price paid.

3.3 Definitions of Major Concepts

2.3.1. Strategy

Rue and Holland (1980), describe strategy as how someone will go about meeting the goals they have set for themselves. The use of strategy has been around for eons, Sun Tzu (2014), a great strategist from China during the B.C. period, discusses strategies in great detail pertaining to their uses in war, however, these can be interpreted in such a way that they can instead be applied in a business sense. For example, Sun Tzu (2014) stated  “Know thy self, know thy enemy. A thousand battles, a thousand victories’’. In a business application this could mean that if you know your own business well enough, as well as your direct competitors, then you can easily outdo them, be it in customer loyalty, sales numbers, or profit generated. Porter (1996), defines business level strategy as the various actions carried out by a business that go into the creation, production, selling as well as delivery of a product and or service.

2.3.2 Business Level Strategy

Business level strategy is a defining factor as to how a business will go about deploying the resources that it has at its disposal, within a specific market or place, in order to respond to the actions of their own competitors (Nandakumar, et al, 2010).

2.3.3 Competitive Advantage

Competitive advantage can be seen as how a business is able to provide value for its customers, be it by having a more attractive price point, a higher quality product/service, or an overall recognisable brand that people can associate as a status symbol (Ma, 2000). However, competitive advantage does not necessarily equate to a higher performance as  even with competitive advantage a business can still struggle. There are various models of competitive advantage, however, the one that will be looked at in more detail, is the Bowman and Faulkner’s (1997) strategy clock.












2.3.4 Strategy Clock
[image: ]The strategy clock proposed by Bowman and Faulkner (1997) consists of a graph identifying levels of value perceived by the customer as well as the price point with various categories for businesses that would fall in those positions on the graph.
Figure 2.1 Bowman and Faulkner Strategy Clock 
When a company places its products at a low price and their customers have a low perceived value for them then they are known as no frills, this form of strategy aims to keep its prices lower than its competitors in order to attract customers who are looking for a better deal yet have no qualms over the quality of what they are receiving. They are typically able to afford to do this by cutting their own costs elsewhere, be it through the quality of their product, the rent of their premises, or other such daily running aspects (Gilbert, et al, 2001). However, this method can fall victim to changes in people’s perception of a product as it can easily fall to a point where it’s perceived as only those with very little money would ever shop there and with that group mentality less people would be inclined to shop there.. 

Having a low price and a moderate perception of value from customers means that they simply have a low pricing strategy, like no frills they would have to make up for their low pricing by having ways of lowering their overall costs. Also like no frills they garner most of their customers from their low price own as,point but unlike no frills they are not as affected by the shift in how people perceive the quality of product/service as the initial perceived quality is moderately higher. This approach however can lead to price wars between the company and its competitors (Klemperer, 1989).

A perceived level of high quality paired with a moderate price however is known as differentiation. The business can use aspects such as the products branding to stand out from its competitors thus making it highly recognisable and sought after. (Stefanovic, Milosevic, 2012). 

There is, however, a strategy that falls between low pricing and differentiation. This is known as a hybrid strategy due to aspects being taken from the aforementioned strategies by trying to be different from its competitors while also attempting to maintain a relatively lower price point (Baruto, et al, 2012). 

Focused differentiation is where, like normal differentiation, a company tries to be different to stand out. They do so in a way that targets only a specific demographic with a luxury or timed exclusive product (Shakshir, 2014). 

The other three sections of the clock are considered exceedingly difficult or impossible to enter into in a competitive market and thus are known as businesses that are destined for failure (Hales, Mclarney, 2017).

2.3.4.1    Advantages and Shortfalls

Currently there are no studies into the shortfalls of this strategy. However, since it was created in response to criticism of a strategy called Porters generic strategy (1980), the strategy clock addresses the issues raised within this model and thus has a number of advantages over it. The strategic clock method opens up to more strategic options than those outlined in Porters generic strategy allowing a business to take on board a more precise approach to how they target their customers.  

4. Main Body

Lidl would be considered to fall within the low price segment of the strategy clock. However, it can be argued that they are starting to align more with the hybrid strategy due to their branding becoming well known and accepted by the public. As mentioned previously, the purpose of a low price strategy is to attract customers with prices that undercut those of similar or higher quality products (Carlisle, Faulkner, 2005).

4.1 IMplementation of the strategy

Lidl is able to implement such a strategy by ensuring that its own costs are kept low in order to compensate for being able to charge the lowest prices that it possibly can. It is able to do this by the various actions that it carries out.
. 
4.1.1 Own Brand Label

Lidl primarily sells ownbrand products that are typically created by manufacturers that produce specifically for Lidl and so don’t have their own brand or one that is well known. This ensures that Lidl do not have to pay the premium price tag that is normally associated with the likes of well known branded products such as Kellogg or Cadburys (Steenkamp, Kumar, 2009) as well as cutting out the supplier from the equation who would make the cost higher by having to get those products via them rather than directly from the source. While this particular action may be attractive to those who are on a budget, it would not necessarily sway those who are more focused on the brand of the product. This is because they could deem Lidl’s own brand product to be inferior due to the perception that it is priced lower and thus must be of lower quality than that of branded products. This also does not inspire much loyalty from customers and thus more likely to go elsewhere if a better deal presents itself. 



3.1.2 Buying Power

Lidl, thanks to its size and having manufacturers that solely deal with Lidl, are able to have a much higher level of buying power with the manufacturers of their products. This is because they are able to purchase more of a single product at once, thus likely getting them a bulk discount from the manufacturer that they buy from, this is one of the most common ways in which a larger type of business such as Lidl will attempt in order to lower their own costs. It can also be because the supplier is heavily reliant on the deal made with Lidl and thus must accept the terms set by them or else risk struggling to find another buyer for their products.

 Another way in which Lidl is able to keep their cost low when it comes to their buying power is that unlike Tesco or Asda, they only have one or two different varieties of each product, such as mustard or chocolate (Corsten, et al, 2005). This allows them to sink more money into this single brand of products instead of spreading the money across various different types of the same product. This also allows them to save money on these products due to the bulk discounts that they would receive for buying so much at once.

3.1.3 Fast Moving Stock

Lidl also focuses its product range on those that are fast moving, perishables that are used on daily basis, or have a short expiration period so that customers will come back more frequently for them when they do expire or run out, which would typically consist of items such as cereals, juice and general produce (Schmid, et al, 2018). This is to ensure that the stores stock turnover is kept high, reducing the amount spent on reserving storage space for their products in warehouses as well as the amount of money being spent on staff employed within these warehouses in order to manage and watch over the stock yet to be distributed and sold. 



4.2 Advantages & Disadvantages of the strategy

4.2.1 Advantages

A key advantage of the low price strategy is that due to having to cut costs in order to achieve this, they have also come to be more efficient at what they do (Akan, et al, 2010). In terms of Lidl this was done with their staff being trained in multiple areas and not just one aspect such as on the tills and trained on how to get them done in a timely fashion as well. This in turn leads to shelves being stocked quicker thus the turnover of their products is quicker and the rate at which they are able to service customers increases.

4.2.2 Disadvantages

The low pricing strategy draws in customers seeking a good deal, however, those customers simply shopping at Lidl due to these prices would more than likely shop elsewhere if the price was just as good and so have no loyalty to the brand itself. This then leads to the potential for what are known as price wars. Price wars are where competitors will attempt to match or undercut each other to attract customers, in this instance the likes of Tesco or Asda (Sotgiu, Gielens, 2015). These price wars can have detrimental effects on suppliers, especially those who are much smaller than the retailers they are providing goods for, wherein the large supermarket chains apply pressure on their suppliers to provide a better deal (Martin, 2018). An extreme case of this is where one such price war had almost bled the dairy industry dry, with more than 50% of farmers within the UK industry giving up on milk production due to the price on milk being forced so low by the retailers that it became uneconomical for them to produce (Independant, 2015). 

The low pricing strategy tends to come with a stigma in which the public’s opinion is that it is a store only for those who are struggling to make ends meet, thus making it difficult to attract those who are better off and prefer products of a quality that they perceive to be higher. However, in recent years that stigma is lessening for Lidl, with more people from the middle class of society, who are not on a budget, are now simply looking for good deals (Express, 2014) or potentially the brand name has become one that has inspired people to give them a try. 

Another potential downside of low pricing is the heavy reliance on volume sales, for example, if Lidl normally sells an average of 500 of a particular product a day at £1 each, while Tesco sells the same product at £1.50 but at 250 on average a day, when there is a drop in overall sales for that product, for this example lets say 50% then the 250 sold by Lidl works out at as more has been lost in revenue than the 125 sold by Tesco. However, the opposite could also be said to be true and that it can also be considered advantageous, for example if Lidl sells 50% more, then it would work as having made more money on their sales that day than if Tesco sold 50% more with the same values. This shows that the low cost strategy can potentially be more heavily impacted by the overall level of demand. 




5. [bookmark: _Toc496043664]Conclusion
Overall, it would appear that Lidl has made some interesting decisions in their plan of cutting costs in order to keep their own prices low. These have been critical in allowing Lidl to quickly become a driving force in the supermarket sector, competing with the other giants such as Asda, Tesco and Sainsbury’s. While things have been good for Lidl the introduction of their low pricing has led to the odd price war with the others. This is only natural within retailers who are at odds with each other through their own desire for market share and the increased sales that come with it. All in all, it would seem that Lidl will continue to be successful with this low price strategy into the foreseeable future.

5.1 Recommendations
One potential recommendation for Lidl however, would be to take on board the walk in, walk out style of Amazon’s own supermarket, Amazon Go (BBC, 2018), which tracks a customer’s shopping basket phone as items are picked up and put down, carrying out the transaction through your phone as soon as you leaving the door. This would however be an expensive investment initially due to the technology required in order to refit the stores, yet it would heavily decrease their own costs as they would no longer need to pay staff to attend to the checkouts, or at the very least allow them to efficiently use their time elsewhere, as well as reducing the delay in which transactions are completed, as people would simply grab what they need and walk out rather than having to wait in a queue.
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