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1.0 EXECUTIVE SUMMARY

This report mainly studies the competitive and growth strategies of Lidl. The discussion includes how those strategies are implemented and achieved by the firm. Lidl is a German retailer company that started operating as a wholesaler in 1973. The firm has grown exceptionally for the past four decades and currently have approximately 10,000 stores across 28 countries. Moreover, Lidl had its first store opened in the Great Britain in 1994, and has about 760 stores currently. 
Through detailed research, this report defines three major concepts which include strategy, business level strategy and competitive advantage. Furthermore, Porter’s Generic Strategies are introduced to help evaluate the competitive and development strategies employed by Lidl. Under the strategy, three generic strategies are identified which include cost leadership, differentiation and focus. Focus is divided into two parts namely cost focus and differentiation focus. 
Next, the report identifies that Lidl utilises the cost leadership strategy and further discuss on the measures that Lidl has taken to achieve this strategy. The firm implements this strategy by having limited product range, minimal store design and ambience as well as cutting back on non-essential factors. Moreover, the advantages and disadvantages of cost leadership are critically evaluate. The advantages comprises of the firm’s ability to outperform its rivals and to erect barriers to entry. On the other hand, the disadvantages talk about the possibility of price wars and how it would be difficult for the company to sustain in the long run. Lastly, a few recommendations are given for Lidl to consider in overcoming their disadvantages in using cost leadership strategy. The recommendations deliberately suggests 
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2.0 INTRODUCTION
2.1 REPORT REMIT
This report aims to study the competitive and development strategies of Lidl (a global supermarket chain) as well as how those strategies are implemented and achieved. The discussion will be in the context of contemporary strategic management issues where a combination of theoretical work and practical applications will be applied to Lidl in the current environment. Additionally, the report will also critically evaluate the advantages and disadvantages of the strategies used. Lastly, a few recommendations will be suggested for Lidl to examine. 
2.2 BACKGROUND OF THE ORGANISATION
Lidl Stiftung & Co KG is a German company that operates as a global grocery wholesaler (Lovemoney, 2017). The company began in 1930’s and was rebuild in 1973 by Dieter Schwartz (Lidl UK, 2017). Lidl’s first store had three people working with 500 product lines and as of today the company have expanded worldwide, having more than 315,000 employees working across 10,000 stores in 28 countries including Europe and America (Bloomberg.com, 2019).
By 1994, Lidl had opened its first ten UK stores and had grew tremendously. Twenty five years later, there are over 760 stores with 22,000 people working across Great Britain (Lidl GB, 2019). The company offers limited range products of grocery, clothing, home furnishing, electrical, gardening, promotional products and others (Bloomberg.com, 2019). Additionally, Lidl takes pride in their selling proposition which is to provide the best quality with the lowest price for its customers. This is aligned with their mission to deliver great satisfaction to customers, to provide top market quality and values through innovation, to establish sustainable business relationships as well as achieving long term success through investing and training their people (Lidl GB, 2019). 
Moreover, Lidl highly values and support their colleagues and believes in the importance of retaining its employees. In 2015, Lidl was the first supermarket to adopt the living wage recommended by the Living Wage Foundation (Lidl GB, 2019). Recently, it was reported that 19,000 of Lidl’s UK staff is to receive an increase in their wage from £9.00 to £9.30 and from £10.55 to £10.75 outside London and in the capital respectively (Wood, 2019). Next, with great success, Lidl has reported to have a strong sales growth in the financial year 2017/2018 with a revenue growth of 8.8 percent which amounts to EUR74.6 billion (Retailanalysis.igd.com, 2018). 
2.3 DEFINITIONS OF MAJOR CONCEPTS
2.3.1 Strategy
According to Tregoe and Zimmerman (1981), a strategy is defined as the structure that guides the choices and direction of an organisation. Moreover, in 1985, Michael Porter states that “a strategy is a broad formula for how a business is going to compete, what its goals should be, and what policies will be needed to carry out those goals”. While Nickolas (2008) mentions that strategy refers to a general plan of action that helps achieve individual goals’ and objectives’. 
2.3.2 Business Level Strategy
Business level strategy is described as how a firm takes advantage of its resources in a given market or product as compared to its competitors (Hatten et al., 1978). Moreover, it is how a firm focuses on how to reach and please its customers, offer goods and services that satisfy their needs as well boost operating profits (Garcia, 2018).
2.3.3 Competitive Advantage
Jurevicius (2013) states that competitive advantage is a situation that puts one firm in a greater position than its competitors in the same industry. In other words, it is when a firm has greater performance than other relative competitors. Additionally, it could also mean to create a product or service of similar value at a reduced price or in a more desirable manner (Twin, 2019).
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2.4 PORTER’S GENERIC STRATEGY
This assignment will be applying Porter’s Generic Strategies to help identify Lidl’s competitive and development strategies. 
[bookmark: _GoBack]In 1985, Michael Porter developed three generic strategies for companies to adopt in order to gain competitive advantage (Porter, 1985). Porter believed that these strategies would encourage firms to position themselves in order to achieve higher profitability than the industry’s average as he believes that a firm is able to generate great profitability through great positioning (Ormanidhi and Stringa, 2008). Furthermore, he explains that a firm may position itself in such a way that encourages its strengths which could be done through cost advantage and differentiation (Porter, 1985). Thus, he ultimately argued that when these strengths are applied in either broad or narrow scope, it results in three generic strategies which include cost leadership, differentiation and focus. Focus is divided into two parts namely cost focus and differentiation focus (Porter, 1985). This model is shown in Figure 2-1.    
[image: ]

Figure 2-1: Porter's Generic Strategies (source: Porter, 1985, p.12)

Furthermore, Porter (1985) strongly suggests that firms should only use one of the strategies as he consider that adopting multiple strategies would lead firms to a failure. In this situation, a firm may be seen as to be “stuck in the middle”. He believes that each type of competitive advantage is independent and definite, and any effort to incorporate both low cost leadership and differentiation skills may lead to conflicting directions in the management of the company (Gurau, 2007). The conflicts may arise between cost minimisation and the additional cost of value-added differentiation (Tanwar, 2013). 
However, there are empirical studies that criticised and disagrees with Porter’s generic strategies. Recklies (2001) mentioned that all businesses should reap the benefits of all strategic advantages in order to establish meaningful relationships with ever more educated customers. Next, Wagner and Digman (1997) stated that the coexistence of the two main generic strategies, low cost and differentiation are possible when the industry characteristics and market characteristics are the determinants of cost and differentiation respectively. Thus, Porter’s rule of only choosing one strategy seems to be irrelevant. Dawes and Sharp arrive at a more extreme conclusion, arguing that Porter’s universal strategy scheme does not suit the empirical reality, and there is no evidence for these generic strategies to be a path to extraordinary benefit (Mekić and Mekić, 2014).
Despite its limitations, Porter’s model is still a valuable tool to help managers examine the competitive market environment and construct competent strategies for the firm. 
	


INTRODUCTION


3.0 MAIN BODY
		According to Morschett et al., (2006) Lidl uses cost leadership as its competitive advantage strategy. Cost leadership strategy is accomplished on the basis of Porter’s model when businesses can achieve the lowest operating cost per unit of output relative to others in the same industry (Porter, 1985). In addition, it is when a business can provide a certain range of consumer services at a lower cost than its rivals (Muasa, 2014). Cost leadership requires skilled cost minimisation techniques. Typically this can be achieved by various means, including increased operational efficiencies and economies of scale, exclusive access to raw materials or special relationships with manufacturers, suppliers or customers (Muasa, 2014).  
An overall cost leadership strategy concentrates on a company’s value chain resulting in low cost products and services. Generally, there would be little to no attempt to differentiate products or services from those of competitors, and it would address the whole potential market. By offering the lowest possible cost, companies such as Lidl are able to gain market share through price alone (Porter, 1980).

3.1 IMPLEMENTATION OF THE STARTEGY 
3.1.1 Limited Product Range
Lidl manage to lower its cost by having a limited product range. The company is thus not only able to establish greater relationships with its suppliers, but also has more buying powers. This is due to the fact that Lidl would be ordering larger quantities of fewer products. Therefore, the company is likely to obtain discounts on the bulk purchase (Hanbury, 2017). 
MAIN BODY
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According to Koontz (2007), Lidl only sells a range of 2000 product lines. This is considerably less compared to other correspondent grocery stores that sells ten times the amount. Besides that, approximately 90 percent of the products in Lidl are private labelled. Therefore, this cuts their costs even more as they do not have pay distinguish brands in order to sell their products
14

(Whelan, 2007). Hence, Lidl is able to reduce its distribution costs as it produces its own products and works with limited suppliers.

3.1.2 Minimal store design 
In order to cut cost, Lidl only invests a minimum amount in its store design and ambience (Morschett et al., 2006). Generally, Lidl stores are relatively small where the size would be between 14,000 and 26,500 square feet whereas its competitors would be four times bigger. Subsequently, Lidl stick to simple displays where most of its products are in the packaging they were shipped in (Hanbury, 2017). This not only reduce the need of having fancy shelves and cupboards to display their products but also quickens the restocking process. This means that less workforce are involved. Therefore, staffing is kept at a minimum, hence this help on saving labour costs (Lake, 2019). Lidl uses simple tags and layout as the firm believes in the efficiency in designing the bare essentials for its store layout as this helps reduce costs (Boyd, 2011). 

3.1.3 Cutting back 
Next, according to Chambers (2019), Lidl cut costs by fully utilising the spaces on its receipts. Blank spaces are minimised and the details of each customer’s purchases are squeezed into as small as a receipt can be. By doing so, Lidl claims to have saved more than £150,000 a year on paper (Chambers, 2019). Aside from that, Lidl also cut costs on lighting and would encourage stores to make use of natural light whenever possible (Hanbury, 2017). The company believes that unnecessary lighting should be reduced in order to conserve earth’s natural resources. This shows that Lidl can be both cost effective and environmental friendly. In addition, the firm also manage to cut costs by not having a warehouse. It is disclosed that most of their stores are located near distribution centres and, this not only improves efficiency but also helps reduce stockholding costs. It is said that stockholding costs can be very expensive especially when the firm’s inventory turnover is not as efficient as it should be (Akan et al., 2006). 


3.2 ADVANTAGES OF THE STRATEGY
3.2.1 Ability to Outperform Rivals 
Lidl’s profit margins are often slimmer than the margins enjoyed by other firms as a price leader on the market. Nonetheless, the company has the ability to make a little profit from each of a large number of customers, ensuring that its total cost leaders profits are high (Geng and Chen, 2017). Cost leadership strategy gives the opportunity to attract large market shares because a large portion of potential customers find paying low prices for goods and services of acceptable quality to be very appealing. Therefore, firms such as Lidl have the benefit of outperforming their competitors because they manage to cut costs efficiently and sell others on the market at a lower price point (Geng and Chen, 2017). Thus, able to outperform their rivals as a whole. 

3.2.2 Erect Barriers to Entry 
Next, taking cost leadership as the competitive strategy of the company would benefit Lidl in a way that prevents other competitors from easily entering the markets. This is said because the existence of a cost leader in a market appears to discourage new entrants from joining the sector, as a new company will fail to attract customers by matching or even undermining the prices of cost leaders (Geng and Chen, 2017). Even when they do, they will not be able to survive for long.
When barriers to entry exists, existing firms do not have to worry about using other strategies to gain advantage. Entry barriers allow companies to make their rivals insignificant and dissuade them, rather than later attempting to beat the competition (Kumar, 2018). When there are no competitors who can survive in the company’s landscape, using other techniques and resources would be irrelevant (Kumar, 2018). Thus, cost-leadership strategy helps create barriers to entry that protect the firm and its existing rivals from new competition.

3.3 DISADVANTAGES OF THE STRATEGY 
3.3.1 Price Wars 
Companies tend to be more ambitious in order to compete among their rivals when they are a player in the market of cost leadership. Every company wants to expand its market share by attracting more customers into buying their products. Companies would therefore begin to cut their price in an effort to attract more short-term customers. Continuously, this would invite aggressive price-cutting by competitors which will lead to a price-war and result in lower profitability in the long run (Kenton, 2019). Not only that, price wars may reduce innovation and creativity. A firm might arrange with its suppliers to acquire materials or finished products at a deep discount, compared to the prices charged by the suppliers to rival companies. This allows the company to drastically cut its prices to customers. The suppliers may, however, have to bear the costs and suffer the loss rather than the company involved in the price war (Kenton, 2019).

3.3.2 Difficulty to Sustain in the Long Run
Having to cut costs in the long run is not an easy process. Cutting costs just to make the products cheaper may eventually be associated with having lower quality.  Lower quality can be in terms of opting cheaper set of ingredients or raw materials to create a higher profit margin (Geng and Chen, 2017). Moreover, cost leaders tend to cut costs by minimising advertising, market research, and research and development. However, this approach can prove to be expensive and essential in the long run. A relative lack of market research can lead cost leaders to be less skilled than other firms at detecting important environmental modifications (Kumar, 2018). Meanwhile, lack of research and development (R&D) can result in a slow ability to respond to changes once detected, resulting cost leaders to be out of touch with the market (Kumar, 2018).


4.0 CONCLUSION
To conclude, Lidl utilises cost leadership strategy to position itself in the retail market. The model used was employed from Porter’s Generic Strategies. After thorough research, it can be seen that Lidl manage to employ this strategy by having a limited product range, minimal store design as well as cutting back on unnecessary aspects such as long receipts and store lighting. Furthermore, it was highlighted that the model has a few advantages and disadvantages. The advantages include Lidl’s ability to outperform its rivals and put up barriers to entry for other competitors while the disadvantages examine the chance of having price wars with other rivals and how it would be difficult for the firm to sustain in the long run as it may result in being associated with lower quality and have poor skills in detecting and solving problems. 
4.1 RECOMMENDATIONS 
		There are two recommendations for Lidl to consider in order to overcome its disadvantages. Firstly, in order to deal with potential price wars, Lidl could employ complex price actions for its marketing strategy. The firm may achieve this by offering bundled prices and price promotions to its customers. It is clear that, contrary to some of its rivals, Lidl does not offer bundle rates for its products. This could therefore help to attract more customers to purchase their products as the offers are attractive. Hence, making the firm to be at a competitive advantage during price wars. 
		Next, to promote sustainability of the company, Lidl should maintain the quality of its products. Being in a price war does not mean that the company should neglect its quality in order to reduce prices on its raw materials. The firm must recognise the value associated with a brand and acknowledge the importance of market research. R&D should be carried out consistently overtime instead of investing heavily in one shot. Learning how critical these factors might be will lead the company’s management to take Lidl on a better path and improve valuable skills along the way.
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