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2. [bookmark: _Toc25614069]eXECUTIVE sUMMARY
In the 21st century economic changes and events happen very fast and it can be said that in the retail industry, grocery stores are emerging in an endless stream. In this new environment, retailors have to exercise effective leadership and the optimal business strategy to ensure their continuous profitability.
According to the theory of competitive strategy put forward by Porter, enterprises can gain competitive advantage by implementing cost-leading strategies, which are often the most commonly used strategic means for enterprises to enter or compete for markets.
This paper takes Lidl Stiftung & Co. KG (Hereinafter referred to as Lidl)- a German retailer as an example to explore how to improve competitive advantages and defeat competitors by the utilization of cost leadership strategy. In order to reduce costs, Lidl has put a lot of efforts into the operation of stores, such as: providing private-label brands, offering limited selection of products, controlling labor cost and running small stores. It has suggested that these actions do bring benefits to Lidl. For example, in 2006, Lidl, together with Aldi, which is another German cheap retailor, drove the international retail giant -Walmart- out of the German market. But at the same time, there are some disadvantages emerging in the operations of cost leadership as well. The biggest adverse effect is the price war among similar retailers followed by low customer loyalty.
	EXECUTIVE SUMMARY

CHAPTER 1 – ABSTRACT


For this, some feasible suggestions for disadvantages are put at the end of the article. One is establishing strategic partnership with other grocery stores. Another is improving the quality of private-label brands.
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3. [bookmark: _Toc25614070]Introduction
3.1 [bookmark: _Toc25614071]Report Remit
According to Wang (2013, p.115), if firms want to stand on their own, they must improve their competitive advantages and obtain a higher level of profit than the average market profit, and the main factor affecting the profits of enterprises is cost. To better understand how business strategy plays a role in the retail industry, the paper will analyse the operations of Lidl, discuss the advantages and disadvantages of Lidl’s business strategy and give some reasonable recommendations directing against the disadvantages.
3.2 [bookmark: _Toc25614072]Background of Lidl
Lidl, which was founded in Germany in 1930, was initially a food wholesaler. In 1977, they turned their development goals to discount and wholesale markets. In 1994, Lidl began to enter into the UK market and 25 years later it has grown into one of the leading groceries across Europe (Lidl, 2019a). Nowadays, Lidl owns over 760 local stores and 13 distribution centres across GB, owning employees more than 22,000 people (Lidl,2019b). However, Lidl still just plays a relatively small part in the UK grocery market, with a market share about 5.6%(Statista, 2019).
Let’s go back to 2012, Lidl launched bakeries in their Europe stores (Chipperfield, 2019) and now they have also started online shopping services which aims at creating customer value as well as promoting customer experience (Borland, 2019).
As a rapid expanding German retailer, Lidl has a nickname: “supermarket for the poor” because of their low price. This is the main advantage of Lidl over their competitors and such advantage is usually expressed as a profit above the industry average. (Hollins and Shinkins, 2006, p.15).
3.3 [bookmark: _Toc25614073]Introduction of Main Concepts
[bookmark: _Toc25614074]2.3.1      Strategy
According to Porter (1996a, p.10), business strategy is a set of rules that made by the enterprises’ managers in order to deal with the rapid market changes, so as to obtain the best benefit of enterprises. Barney (2002, p.55) noted that a firm can obtain strategic competitiveness only when it finds and implements the most suitable value creating strategy for themselves. Otherwise, it’s just a copy of rival’s market position Porter (1996b, p.10).
[bookmark: _Toc25614075]2.3.2      Business Level Strategy
Unlike corporate level strategy, which focus on developing long-term solutions for problems (Teeratansirikool et al. 2013, p.170), business level strategies are the management of specific business units. (Beard and Dess, 1981, p.663). It’s all about how to outperform other opponents in a particular competition. 
[bookmark: _Toc25614076]2.3.3      Competitive Advantage
A competitive advantage is a firm performs better than its opponents providing goods or services unique to its customers (Porter, 1998, p.3). Nowadays, many managers are trying to improve their competitive advantage. However, what they do is just simply imitate and follow the steps that their rivals already walked (Hamel and Prahalad, 2010, p.2).
[bookmark: _Toc25614077]2.3.4      Porter’s Generic Strategies 
Porter’s model contains three strategies: cost leadership advantage, differentiation advantage and focus advantage.
[image: ] 
Figure 2-1 Porter’s Generic Strategies
The former (Cost Leadership) occurs when an organization is capable of providing products similar to its competitors at a lower cost, hence resulting in higher profits. The latter (Differentiation) occurs when the organization distinguishes itself by providing unique competitive products. However, differentiation strategies sometimes contradict the pursuit of greater market share. The cost of developing a company's differentiation strategy is always high. Not all of them are willing or able to pay the high price required by the company. The third one is focus strategy. In this strategy, a firm applies cost leadership or differentiation to a specific target market in a particular way, which provides an advantage over a firm in which it applies its general strategy in a broader market.
However, there is a fatal defect in Porter's Generic Strategy, that is, there is only competition but no collaboration between two firms in the same market. But in reality, things are more complicated. What is more, this strategy is only suitable for an ideal and stable economic environment (Marlin Lamont and Hoffman, 1994, p.229). However, the changing market environment requires the competitive advantage to change accordingly. Otherwise, this may bring serious economic recession to those who pursue cost leadership strategies, ruining what they have worked so hard to obtain. (Miller, 1988, p.284).
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4. [bookmark: _Toc25614078]Main Body
Firms taking cost leadership always intend to suppress their competitors with the lowest cost (Porter, 1998, p.12). Therefore, when cost becomes the main consideration, cost leadership strategy becomes the first choice of firms (Mwangi and Omhui, 2013, p.18). Those who choose a cost-leadership strategy always have the capability of providing relatively standardized products at a lower and competitive price (Open learning world, n.d.). In addition to controlling production costs, there are other ways to reduce costs. Three main sources for Lidl to compress costs will be introduced below.
4.1 [bookmark: _Toc25614079]Implementation of Cost Leadership
[bookmark: _Toc25614080]3.1.1      Private-Label Brands
Private brands basically have a complete production chain, from design, sales, procurement and distribution. (Dive and Ambade,2016, p.14). According to Hanbury (2017), about 90% of Lidl’s groceries come from private-label brands and the benefits of selling these brands are obviously. One of the most significant advantages that a private label allows Lidl is that earning a higher level of margin than what is offered on other brands that they choose to retail. The other benefit is that Lidl has cut back on middlemen, thus, the goods can be directly delivered from the manufacturer to the distribution point, which avoids unnecessary Logistic and saves a lot of advertising and promotion costs.
[bookmark: _Toc25614081]3.1.2      Limited Selection of Products
Lidl has about 2000 products in its local shop, including a large number of limited products. This is significantly lower than 20000 unique products in stock at an equivalent grocery store or 60000 at a super centre (Hanbury, 2017).
Compared with the sales mode of providing an enormous variety of products, Lid ensures the sales volume of its own brands by providing limited selection of products. Customers may only find two types of a product in a Lidl store: Lidl’s brand and a national brand. Limited choice makes Lidl more cost effective. Because it reduces the purchase cost and logistics cost of Lidl to some extent and give Lidl an absolute advantage in quality control and price when having negotiation with suppliers.

[bookmark: _Toc25614082]3.1.3       Low Labour Cost
At the end of 2019, Lidl raised staff pay in £10m investment, which makes the minimum wage of Lidl 13% higher than the statutory minimum labor remuneration (Farrell, 2019). Compared with 40-50 employees in a Walmart store, Lidl can have only 6 employees as the minimum in one store(Lidl,2019b), taking care of everything, far less than the average number of 15 employees in the general supermarket. Because unlike other stores, where there is a clear division of labour – some retrieve trolleys, some ring up customers and others stock shelves - Lidl employees are cross-trained to perform every function. Therefore, although Lidl pays employees relatively high salaries, it also saves labor costs in the overall sense.
[bookmark: _Toc25614083]3.1.4       Small Stores
Compared with Walmart supercentre and Costco warehouses, which average around 178,000 and 145,000 square feet respectively (Acosta, 2018). Lidl’s small box stores, however, take up just a small part of that space, at 10,000 square feet on average (Ladd, 2018), which greatly reduces the cost of rent and water and electricity. In the summer of 2020, Lidl plans to open its first central London store. As a retailer that adheres to providing low-price products with low cost, Lidl needs to control their cost more strictly if they want to survive in London, a city of high cost of land. Hence, downsizing will help Lidl develop new markets, where real estate prices are very high, but there is also a lot of traffic.
4.2 [bookmark: _Toc25614084]Cost Leadership-- A double-edged sword
[bookmark: _GoBack]
[bookmark: _Toc25614085]Positive Effects of This Strategy
[bookmark: _Toc25614086]3.2.1      Increased Market Share
Helms, Dibrell and Wright, (1997, p.702) claimed that competitive low prices will increase consumer demand and thus broaden market share. Firms who are able to provide lower-priced products usually gain more market share, considering some customers low-income level (Li, and Li, 2008, p.13). According to Stern (1964, p.42), customers' satisfaction can shake a firm’s market share overnight, and higher prices are more likely to lead to lower price satisfaction (Cao, Gruca and Klemz, 2003, p.47). Therefore, for a low-cost supermarket like Lidl, providing low price products is conducive to their continuous expansion of market share. 
[bookmark: _Toc25614087]3.2.2       Higher Profitability
Basically, cost leadership strategy is an approach for managers generate customer demand and market share and thus achieve higher profits (Kokemuller, 2017). In an industry, the most significant advantage coming from cost leadership is higher profit margin. According to Phillips, Chang and Buzzell (1983, pp.27), this strategy can lead to richer financial gain because firms’ strict controlling of production costs and utilisation of low labour costs (Aulakh, Rotate and Teegen, 2000, p.353). 

[bookmark: _Toc25614088]Negative Effects of This Strategy
[bookmark: _Toc25614089]3.2.3       Price War
Cost leadership aims to pursue low cost under the condition of the same product performance, so that products can be sold at a lower price to defeat the competitors. However, according to Rao, Bergen and Davis (2000, p.113), blind pursuit of low price may lead to a price war. In order to dig potential customers, firms often take different measures to beat competitors. Gradually, price becomes the main focus of the battle and frequently small friction exacerbates into a price war (Klemperer, 1989).  Providing low prices to attract customers is often the goal, but repeated retaliatory price cuts often leads to a sharp decline in industry profits. Although one side will win in the end, economic losses will on both sides (Rao Bergen and Davis, 2000, p.109).
[bookmark: _Toc25614090]3.2.4      Lower Customer Loyalty
	MAIN BODY
MAIN BODY

MAIN BODY

Low cost is not low price but it can bring about low price, which may cause lower customer loyalty as well. It’s like a double-edged sword. Lee and Ulgado(1997, p.50) find low price affect customer loyalty. It is instrumental in attracting customers by providing low-price products, but at the same time, it is also quite easy to lose customers if competitors provide similar products with lower prices. Let’s go back to 2006. Lidl, together with Aldi, drove Walmart out of Germany by taking advantage of low cost, which made Lidl spring into fame. However, competitors can easily imitate this model to succeed. Nowadays, there are many other low-priced grocery chains in the international market that adopt the cost leading strategy, such as: Mere, Netto, Norma and Penny. In this case, it is difficult to speculate whether Lidl will become the next Walmart.

5. [bookmark: _Toc496043664][bookmark: _Toc25614091]Conclusion and recommendatons
As we can see from the analysis above, a business competitive strategy is conducted by Lidl. In this case, cost leadership becomes something important. This confirms previous research which has stated that cost leadership helps firms outperform than their competitors by producing and operating at the lowest cost in its industry and when cost comes first, operators always adopt cost leadership strategy to maximise its profits. To better take advantage of cost leader strategy, some practical actions has been taken by Lidl, focusing on cost control such as providing private-label brands, limiting the ranges of products, reducing labour cost and lessing land occupation. These actions, indeed, are conducive to lowering cost in Lidl’s operation. However, the analysis also indicates that cost leadership strategy is like a double-edged sword, with advantages and disadvantages. It can not only effectively help Lidl expand their competitive advantages, but also bring some disadvantages. As mentioned above, price war and low customer loyalty are the obvious negative effect of cost leadership strategy. There are several ways that could help the situation. One is establishing strategic partnership with other grocery stores in the purpose of market segmentation, and so as to avoid price war on the same kind of products. Another is enhancing the quality of private-label brands by adding more features to existed products and obtaining precise and timely product quality feedback, especially from customers. These two suggestions might work wonders for Lidl’s future.
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