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1. [bookmark: _Toc496043657]eXECUTIVE sUMMARY

Throughout this report, the main aim is to establish an organisation, in this case Lidl, and apply academic theory to discover what strategy they use when marketing, buying, producing and selling their products. Firstly, I found some brief background information on Lidl, including the fact that they were first founded in 1930, before becoming an established German supermarket by the 1980’s. I also mention how Lidl first came to the United Kingdom in 1994 and the current success it is achieving within the UK. It is also discussed how Lidl has began expanding to the US with mixed success, but with a plan on how to establish themselves in the future. The report then discovers that Lidl are using the Cost Leadership strategy that comes from Porters Generic Strategies, alongside how they have implemented it through economies of scale, bulk buying and more. Also, the advantages and disadvantages are then discussed, advantages include being one of the best priced in the industry, whilst also being the most operationally efficient. Lidl also benefit by setting up barriers to entry that reduce the risk of competition, alongside the fact that they are not spending a lot on overheads means they have a reduced risk of financial difficulties. Disadvantages include potential price wars, the risk of having a reputation for low quality goods and risk of other organisations copying their methods. The report is then concluded, giving a brief overview of the findings throughout. Finally, I end by giving a few recommendations on how Lidl can continue to successfully use the cost leadership strategy, through things such as increased marketing to enhance reputation of Lidl by displaying their goods as higher quality, which will hopefully also improve brand loyalty.
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2. [bookmark: _Toc496043658]Introduction

2.1 [bookmark: _Toc496043659]Report Remit

Throughout this report, I will take a deeper look in to an organisation that has recently become more of a market force. The organisation is Lidl, who as a company are gaining a good reputation for providing quality goods for lower than the average price in the supermarket industry. I will take a deeper look in to the background of Lidl, looking at statistics for Lidl, how many stores they have, financial information and more. I will then look to find definitions of key concepts and link this in to the report, alongside discussing Porters Generic Strategies model. Next I will focus on the specific approach taken by Lidl and how they have implemented this. Finally, I will look at the advantages and disadvantages of the strategy, followed by a conclusion and recommendations. 

2.2 [bookmark: _Toc496043660]Background of the organisation

The organisation I will talk about in this report is Lidl. Lidl has been at the forefront of a big change in the supermarket industry. Lidl was founded in 1930’s Germany as a small local grocery, however, it didn’t start rolling out its larger stores until 1973, with the first store being in Ludwigshafen, just south of Frankfurt (Lidl US, 2019). At this stage they had just 3 employees and had around 500 products. By the 1980’s, Lidl was a well known organisation within Germany, and by the 1990’s had began to spread their stores across Europe. The first UK store opened in 1994 and now Lidl has over 600 stores in the UK (Lidl UK, 2017). Lidl’s expansion is continuing at a very fast rate, as they have now began expanding over to the US, with their first store opening in 2017. The plan now for Lidl is to open up 25 new stores within the US on the East Coast in states such as Maryland and New York (Meyershon, 2019). As mentioned, Lidl have contributed to a major change in the industry, alongside discount rivals Aldi. Although competitors, they have both been responsible for removing the previous opinions of the “Big Four” supermarkets, with their collective market share growing from 2.8% in 2000 to 12% in 2017 (MarketLine, 2017). Lidl currently holds a UK market share of 5.9%, whilst a recent news article shows that Lidl received a sales growth of 7.7% in the 3 months leading to August (Makortoff, 2019). Lidl have also managed to attract 500,000 new customers due to the opening of new stores (Makortoff, 2019), such as the one recently re-opened in Parc Tawe, Swansea. Lidl currently estimates it has around 210,000 staff employed, across 10,000 stores within Europe (Lidl UK, 2017). 

2.3 Definitions of Major Concepts

In this section I will now look to find key academic definitions of major concepts that are linked to Lidl, which will then be explained in greater detail further on in the report. The first key concept is strategy. A definition of the word strategy given without business context is as follows; ‘a detailed plan for achieving success in situations such as war, politics, business, industry or sport, or the skill of planning for such situations’ (Cambridge Dictionary). When linked specifically to business however, you get a similar definition; ‘a long term plan of action designed to achieve a particular goal or set of goals or objectives’ (Stewart, 2018). When looking at the two definitions, it shows how strategy plays a big role in businesses and this should be important to Lidl as they look to continue their strategy that has got them so far to this date. The second key concept is Business Level Strategy. This concept takes the first definition of strategy and expands upon it to make it more business focused. ‘Business-level strategy focuses on how to attain and satisfy customers, offer goods and services that meet their needs, and increase operating profits’ (Garcia, 2018). In relation to Lidl, it could be argued that they are successful in their business level strategy, due to the statistics given earlier in the report surrounding the background of Lidl, which showed that the operating profits would be going up, alongside a larger market share and an increase in customers. The final key concept is competitive advantage. ‘Competitive advantages are conditions that allow a company or country to produce a good or service of equal value at a lower price or in a more desirable fashion’ (Twin, 2019). It is important, especially for a smaller organisation in comparison to the “big four” supermarkets, that they establish techniques in which they can gain a competitive advantage. Lidl need to find something that helps them to stand out from the competition, in order to gain a competitive advantage, Lidl must first establish what potential benefit they can provide customers, who are there target market, and what are their competition doing wrong so that they can improve upon this and gain customers (Amadeo, 2019).  Previously, Lidl was not as popular despite it being a much cheaper alternative, as many consumers were worried about the reputation of the store as it was previously known as somewhere you shopped if you had a low income. However, with the growing reputation of Lidl, they have used their form of competitive advantage wisely, as due to low prices, clever marketing and increased quality of goods, Lidl has seen its market share grow far greater than what would have been expected 25 years ago when they first opened stores in the UK. This has led to Lidl becoming serious competition to the “big four” as it continues to eat away at their market share. 

I will now look to apply a model that shows the strategies available to different kinds of organisations and how they can be implemented. The model I have chosen is Porters Generic Strategies, which was developed in the 1980’s by Michael Porter. This model looks at the costs and prices of an organisation and argues that there are 4 strategic approaches available in terms of strategy. 
[image: Porter's Generic Strategies Diagram]
Figure 2-1 – Diagram of Porters Generic Strategies (MindTools). 

As shown above, the four approaches are differentiation, focus differentiation, cost leadership and focus cost leadership. The approach an organisation will take is dependant on things such as the size of the organisation, the value of goods they produce and sell and the target market. Cost leadership is all about having the lowest prices in the industry (within reason) and looking to gain market share in this way whilst also reducing the cost of producing goods. Differentiation occurs when a company is producing goods with the aim to be unique and attract customers in by offering something that no other company offers (University of Cambridge, 2016). In order to then distinguish between overall or focus strategies, it depends upon whether the scope of who they are aiming their product at is for a wider audience or a smaller, “niche” pool of potential customers. 
Although there is a general consensus that this is a useful model when discussing market based strategies for a company, there are some negatives. The negatives of the strategy are spoken about in the Business Process Management Journal, in which each leg of the model is critiqued, and it is argued the model is not specific enough and instead managers of organisations may look to craft strategies through other methods (Allen and Helms, 2006). Another disadvantage of Porters model is that it is argued that other models and analytical tools should be considered first, including situational analysis and Porter’s five forces. (Partridge and Perren, 1994) Without the input from other models and a lack of research, a company such as Lidl could potentially choose the wrong strategy for them, which would be highly detrimental to their long term profits and business performance. 
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3. Main Body

I will now look to find which strategic approach has been chosen by Lidl, explaining it in more detail and why it is useful to an organisation like Lidl. The strategy which I believe best fits Lidl is Cost Leadership. A company that uses cost leadership is defined as one ‘that tries to beat competitors by offering a product for a lower price employs the cost leadership strategy’ (Huebsch, 2019). It is apparent from the information previously used in the report that Lidl’s aim is to provide goods to the same quality as the big four supermarkets, but whilst doing it at the most cost effective rate in order to make as much profit as possible and to keep prices as low as possible for customers. Lidl are able to operate in this way due to their utilisation of economies of scale. ‘Economies of scale occur when increasing output leads to lower long-run average costs’ (Pettinger, 2019). 
[image: ]
Figure 2-2 – Diagram of Economies of Scale (Pettinger, 2019). 

Above is a diagram showing economies of scale in action, if used correctly, this can be of great use to an organisation implementing it, ways of implementing this can be done through division of labour, bulk buying and division of overheads. In terms of Lidl’s competitive advantage, they achieve their version of this by being the most operationally efficient in terms of the production of goods and the goods they purchase from their suppliers. Lidl do not use the typical same suppliers as the big four supermarkets and instead get a lot of their goods imported from countries such as Germany which brings down their overheads. ‘If a firm can achieve and sustain overall cost leadership, then it will be an above average performer in its industry, provided it can command prices at or near the industry average’ (University of Cambridge, 2016). It is apparent that Lidl alongside discount supermarket Aldi are likely to have the lowest costs in the industry, thus making them effective users of the cost leadership strategy. By under-pricing their competitors, Lidl have been able to take away market share from the big four without increasing their spending, allowing them to invest that money in to other important topics such as opening new stores and expanding, also money can be invested in to advertising and promotion. 


3.1 IMplementation of the strategy

I will now look at how Lidl specifically have implemented this cost leadership strategy. Firstly, with the expansion of Lidl across the globe and in to the US, Lidl has found new competition apart from the big four supermarkets, in the form of Walmart and other big supermarkets in the US. Lidl is currently shaking up the markets in the US as well as the UK, as a recent study found that in a basket price check of 20 items from both Lidl and Walmart, the items bought from Lidl were 9% cheaper than Walmart (Hanbury, 2017). One way in which they are able to enter a new market and instantly offer cheaper than any alternative is due to the fact that Lidl has private-label brands for about 90% of it’s products. (Hanbury, 2017). This means that Lidl has suppliers who manufacture solely for them, allowing them to “cut out the middleman” and save a lot of money that way. It also allows Lidl to take advantage of economies of scale through bulk buying what they need for a set period of time (e.g. 1 month) and getting discount from their suppliers that way, ensuring they keep their overheads as low as possible. Also, because the manufacturer is supplying solely to Lidl, it allows them wriggle room in terms of manufacturing costs, as they can potentially negotiate much lower prices as it is more beneficial for the manufacture to agree as it is their only source of income. These two factors ensure Lidl continue to offer some of the lowest prices in the industry. 
The second way in which Lidl have implemented this cost leadership strategy is because of their ability to be the most operationally efficient in the industry, acting as a form of competitive advantage. When you go in to a Lidl store, you will notice that there is a less diverse range of products than in a Tesco or an Asda. As mentioned before, doing this allows them to offer their products at a very competitive price, as they are only purchasing from one supplier, where as a Tesco would have to negotiate with multiple suppliers, trying to get the best deal on each which would increase their overall spending and make them less operationally efficient. Working closely with their suppliers reduce supply chain cost again reducing overheads. Lidl also use promotions on a WIGIG basis (when it’s gone it’s gone), using this method keeps demand from their stores at a relatively stable rate as all other products remain cheap all year round, with exception of the few being sold on the WIGIG basis. Doing this allows Lidl to purchase from their suppliers on a “slightly short” basis which can reduce the risk of being left with null and void inventory that won’t sell (University of Warwick, 2019). When doing this, it ensures that Lidl will continue to be the most operationally efficient and continue to offer some of the cheapest prices. 
Finally, Lidl focus on constantly reducing costs in every way possible. Little ways of doing this include their stores making use of natural light when possible (Hanbury, 2017). They do this in order to reduce the costs of electricity again showing their operational efficiency. Lidl will also hire just the right amount of staff for each of their stores in order to cut down on labour costs (Hanbury, 2017). However, this could lead to problems if they begin to have problems with sickness or a high staff turnover, which in the long run could increase overheads. 


3.2 Advantages & Disadvantages of the strategy

There are both advantages and disadvantages of the Cost Leadership strategy that Lidl must acknowledge when using it. Firstly, one of the advantages of it is that ‘having low cost can bring the business above-average returns even in a niche where there are a lot of competitors’ (Levine, 2017). Also, if the products are being sold at a very low rate, it will reduce the risk of competition and set up barriers to entry as it would not be worth companies entering with lower prices as they would not make substantial profit. ‘Barriers to entry are the obstacles or hindrances that make it difficult to enter a given market ‘(CFI, 2019). An example of this is economies of scale. Finally, operating in this way can increase sustainability for the business, as lower costs reduce the risk of possible financial threats (Regoli, 2019). 
However, there are also potential negatives to cost leadership. Firstly, there is a threat that if there is profits to be made below the threshold set by Lidl, a company looking to enter the market may imitate Lidl’s strategy and cause a threat to them and their profits. Also, this strategy can lead to price wars. A definition of this is as follows; ‘a period of intense competition among enterprises, especially retail enterprises, in the same market, characterized by repeated price reductions rather than advertising, brand promotion etc’ (Collins Dictionary, 2019). This is damaging to the industry as a whole and if Lidl were to be involved in this, due to their already low prices, they could potentially be forced in to financial difficulties due to them having to undercut the competition. Finally, this strategy can lead to lower customer loyalty. Alongside this if Lidl are selling their items at a low price, it could potentially be perceived as bad quality items which is detrimental to Lidl’s reputation and could reduce sales. (Regoli, 2019). 




4. [bookmark: _Toc496043664]Conclusion

To conclude, if Lidl are going to keep using the cost leadership strategy, they must continue to be competitive in terms of price whilst also maintaining the good quality goods they currently offer. If this was to change it could negatively impact the reputation of Lidl and lead to them losing customers to their rivals such as the big four supermarkets and Aldi. 
4.1 Recommendations

In terms of recommendations, I would firstly suggest that Lidl continue with this strategy as it has been working as of yet, due to the increase in customers and the fact they are consistently taking market share from the larger supermarkets. I would also recommend that Lidl potentially increase their marketing, as this would increase their brand reputation and potentially grow their profits. Doing this would enable them to continue to close the gap on the larger supermarkets and would eradicate the previous reputation that Lidl provides lower quality goods.
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