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1. [bookmark: _Toc25589566]Executive summary 



The objective of this report is to review how companies like Lidl adopt one of the three Porter Generic Strategies: such as the cost leadership, differentiation or focus.

Lidl is a German discount Supermarket that has seen great growth in the UK as well as other countries in Europe and North America. From the strategy evaluation, it is defined that Lidl uses a cost leadership due to the fact that the organisation focuses mainly on their prices. Cost leaders sell their products and/or services at the lowest price in their relative industry. 

Any firms utilising cost leadership as their main strategy may have advantages, but they also face various issues; Lidl in this case, saves up money from hiring a small number of staff across their stores, however, their customers might need an extra member of staff to assist them. Another disadvantage is that Lidl does not have any websites for online shopping, by introducing online shopping Lidl could gain a massive number of extra customers as the majority of the population nowadays prefer online shopping.
 









2. [bookmark: _Toc25589567]Introduction 

2.1 [bookmark: _Toc25589568]Report Remit

The report will discuss how the supermarket, Lidl has utilised different strategies in order to develop their current competitive position; the researcher will have a closer look into Porter's Generic Strategies (Murrauy,1988) which was invented by Michael Porter and apply this to Lidl, evaluate the supermarket's evolvement, and how the company pursued competitive advantage across its market scope.
Lidl is a successful grocery retailer store that started in Germany and ended up expanding its markets to almost everywhere in Europe as well as other continents such as North America. The supermarket has followed a ‘Soft’ discount strategy in order to achieve its success; this will be discussed in more details in the following sections. (LIDL, 2019)

2.2 [bookmark: _Toc25589569]Background of the organisation 

Lidl was first opened as a small non-dependent grocery wholesaler in Germany in 1930s’ and the first Lidl store was opened on a later date in 1973 (LIDL, 2019).  The supermarket was introduced in Great Britain in 1994 which has seen a quick growth across the United Kingdom and Europe.  Lidl has opened the 700th store in February 2018 in the United Kingdom (BBC News, 2019), which demonstrates that the strategy used by the German Supermarket is measuring great success. The supermarket sells a variety of fresh food which includes fruits, vegetables, bakery, meats, as well as health and beauty products, sports equipment, electronics, cleaning and household products and many more. Lidl is committed to excellent and locally sourced quality products (LIDL, 2019).  
At the present time, Lidl operates over 10,000 stores worldwide and is present in 29 countries. The supermarket is part of Schwartz Group which is the fifth-largest retailer in the world with the total sales of 82.4 billion dollars (LIDL, 2019). The German supermarket has the vision to enhance the lives of their customers, by providing quality products only at a market-leading value, as well as making sure that customer satisfaction is at the heart of everything they provide (LIDL, 2019).

2.3 [bookmark: _Toc25589570]Definitions of major concepts

A strategy is defined as a framework for formulating agreements about how an organisation will structure the principles of business. Fundamental decisions occur throughout the business on a daily basis, some of these things can be capital investments, operational priorities or marketing, hiring, sales approaches and even branding efforts. Without a strategic framework to direct these decisions, the company will run in different directions and suffer excessive confusion and discord (Payne et al., 2005). 
According to Forbes (2017), a strategic framework must build what the business will do to distribute value concerning which consumers are intending to pay and how it predicts to meet the objective, revenues and also profits. Classifying products or services, and target markets are crucial for the business, however, the strategic framework must also create the business model used to profitably discover satisfactory volumes of value (Peppers et al., 2004).
Business-level strategy instead, target on how to gain and satisfy customers, offer products and well-delivered services that meet their customer’s demands and enhance operating profits. In order to do this, a business-level strategy only focuses on settling itself against present rivals and staying familiar with market trends and technology changes (Jones, 1988).

And in the final analysis, competitive advantages are conditions that allow an organisation to produce products and/or services at an equivalent value at a lower price (Namada, 2018). Competitive advantages develop a bigger and better value for the shareholders and the company itself, thanks to certain strengths and/or conditions.
 For example, a firm that manufactures a good in South Korea may have lower labour costs than a company that manufactures in the UAE, thus, the conclusion of that can provide the same product/service at a cheaper rate. (Noe et al., 2017)
2.4 [bookmark: _Toc25589571]Porter’s Generic Strategy 

According to Porter's Generic Strategies model (Allen et al., 2006), in order to gain competitive advantage, a company has three generic strategies options available; these are called generic since they are not industry dependent.
These strategies can be applied at the business unit level:

· Cost Leadership;
· Differentiation;
· Focus: Cost Focus, Differentiation Focus.

Cost leadership consists of a company aiming to obtain a market share by engaging to cost-conscious consumers, meaning the goal of the organisation is to be the lowest-cost producer in their chosen industry.  (Ormanidhi et al., 2008). 
An instance of this, a company trying to limit the number of employees and allow customers to serve themselves through self-checkout machines, this cuts out operational costs. Firms using Cost Leadership strategy benefit by obtaining market share through cutting their prices down or by keeping average prices thus augmenting profits. All of these is gained by lowering prices to a level below of their competitors.  The disadvantage of this particular strategy is the fact that is difficult to expand it since the management have to continually work on cutting costs to remain competitive (Amit, 1986).
On the contrary, the general focus of differentiation-led organisations is to set their products or services apart from their competitors with the end goal to reach a broad market. This strategy focuses on the consumer’s preferences and also to identify what their competitors are doing to accomplish the market’s expectations. By just analysing these two perspectives, a company can create a differentiated product or/and service that consists of both: the customer’s expectations and a competitive advantage which beats what its rivals are offering (Dickson et al., 1987). A disadvantage with reference to this strategy is that other companies may out differentiate the existing companies by offering advanced products into the market.

And finally, cost and differentiation focus, these two strategies are not similar because they both act differently; in cost focus, a company in its target segment will want a cost advantage, meanwhile in differentiation focus, a company pursues differentiation in its target segment. Cost Focus balances the relationship between production costs and delivery and Cost Differentiation concentrates on their consumer’s unique needs (Mosakowski, 1993).

Cost Focus refers to companies that develop a lower-cost advantage but within a small market segment. In this strategy, a firm targets a clear niche market, and the aim is to ensure that the cost remain trough comprehending the dynamics of the market as well as the wishes of the consumers (Porter, 1991).  Ikea, for example, provides cheap yet stylish furniture to consumers. The Swedish company keeps its prices low by supplying its products in low-wage countries. A disadvantage is that the organisation may lose customers if the perceptions of quality become too low.
Differentiation focus, instead, involves brand loyalty which needs to be strong among customers. It is crucial to keep a company’s products unique to stand out from the other competitors (Mayhew et al., 2003). An example would be a company such as Apple, convincing customers to pay a premium price for its products by offering outstanding features. A disadvantage of this particular strategy is that distinctive features can be easily imitated therefore losing customers could be an issue (Dess, 1984).
3. [bookmark: _Toc25589572]Main body 

[bookmark: _Toc25589573]3.1 Implementation of the strategy 

Lidl utilises cost leadership in order to develop their present competitive position by keeping their prices relatively low and aiming to offer its customers high-quality products. Lidl believes that low pricing strategy can be used all over the world to attract every type of consumer.
The German supermarket has very specific methods to keep its prices very low, few of them are listed below:
· No-frills and zero-waste, the supermarket puts on display its products in the cartons which are delivered to it originally. Products are then taken directly from those cartons by the customers and once the carton becomes empty it is replaced by another full one. This method speeds up the restocking process and does not require much manpower to transfer their items on to shelving. Thee supermarket does not spend much on in-store merchandising this is because it does not stock many national brands. Lidl has also initiated to display their 'Too good To waste' boxes by the checkout area with the purpose to reduce waste (LIDL, 2019).
· Less labour cost, Lidl hires less staff across all their stores to cut labour costs down however, the supermarket has efficient technology and automation in their back room, which limits the amount of human interaction. All the employees of Lidl are cross-trained meaning they can all work in any section, so it does not require the process to hire different people for specific areas (Business Insider, 2019).
· 90 per cent of products at Lidl are own-label brands, concluding that the supermarket can control manufacturing costs and also cut out supply costs; this actively illustrates that it can cost less but still make more money than it does on big labels. In 2017 Lidl's label has even won an award with reference to their items such as cookies, smoked salmon, cheese and many more (LIDL, 2019).  
The German supermarket reduces its costs by simply following these procedures, for example, limiting their stock allows Lidl to sell its products faster. On the contrary, stores like Tesco and Sainsbury’s have issues with overstocking as well as floor space. 
Having their own-label is also a great tactic to cut costs down, for example, Heinz beans can be easily found everywhere more or less for the same price; Lidl has its own-label baked beans for a much cheaper price the others usually offer (LIDL,2019). This attracts many young buyers every day into the store because of its cheap prices yet good products Lidl has to offer.
Lidl does not currently have an online service for their customers, however, according to the Metro (2019), the supermarket is currently under the process to launch online shopping and home delivery services. This will attract more customers and will increase the Lidl's turnover.






[bookmark: _Toc25589574]3.2 Advantages and disadvantages of the strategy 

As previously discussed, the cost leadership strategy is a great method for businesses to keep selling a massive volume of products or providing services while maintaining their prices relatively low compared to their competitors, this is achieved by increasing efficiency or eliminating costs. (The Economic Times, 2019)
However, this mechanism has several different disadvantages as well as advantages; advantages and disadvantages of cost leadership used throughout Lidl are discussed down below:

           Advantages of Cost Leadership
1) Provides better profit for the team and the organisation. 
Cost leadership strategy is mainly aimed at initiating low-costs operations within their market. It can be possible for higher profit margins to appear by just cutting down development and production costs. Once competitive pricing is available, with bigger margins than what other organisations can obtain, Lidl can gain more business because they are offering better value to their consumers (Duncan et al., 1998).
2) Boosts Lidl’s sustainability.
There are not many financial threats that could put Lidl out of business because their costs are very low. This sustainability is a great advantage for the company; they will have a greater opportunity to survive on the occasion of it comes to trade war (Hill and Jones, 2010).
3) [bookmark: _GoBack]Marketplace competition is reduced.
Organisations that have the ability to implement their cost leadership styles strongly, secure themselves a future advantage as well.  This is due to the fact that they can provide a greater pricing model to the consumers, and the new competition in the market is narrow because competitors can find difficulties to obtain the exact price. Concluding, Lidl has market domination over time (Duncan et al., 1998).

Disadvantages of Cost Leadership
1) Reduces product innovation.
The outcome of getting rid of funding is that there are very few new products or services reaching the market, meaning there are fewer chances at innovation (Duncan et al., 1998).
2) Lower levels of loyalty, less profit.
It can be easily ignored on how market shifts over time, on the occasion of businesses like Lidl concentrates mainly on the price of the goods or services being offered. Customers are at all times altering their preferences and taste towards certain products. In the event that Lidl solely focuses on reducing costs, they will be losing customers to their competitors, due to the fact that some of them may want to pay a price that can be higher, with reference to the same product which may meet their needs in a better way. This suggests that Lidl can be easily subsisted by its competitors that offer better quality products; the consequences leave the organisation with fewer market share and less profit (Hill and Jones, 2010).
3) Not enough assistance.
Lidl does not hire much staff across their stores, in comparison to other stores they have a very small number of employees, as discussed before, this is a technique that helps Lidl save up on money. This is a huge disadvantage as customers need further assistance and more available members of the staff to help them with their queries.

Both advantages and disadvantages of the cost leadership strategy demonstrate that this can be used to initiate a competitive advantage. Cost leadership should be carefully managed in order to generate profits within the organisation (Hemmatfar et al., 2010).

4. [bookmark: _Toc25589575]Conclusion and Recommendations 


To sum up, everything that has been stated, the main benefit for Lidl using Porter's Generic strategy is that it gains a competitive advantage. The German supermarket has applied the cost leadership strategy in order to obtain a higher average profit from their products. 
Price wars are not a threat for Lidl but an advantage, however customers may demand different quality from their products which can lead Lidl in losing customers to its competitors. This has also demonstrated that differentiation can be a competition for Lidl. 
In addition to this, Lidl faces disadvantages for using the cost leadership strategy such as losing customers because their products can be easily switched.  
To avoid losing further customers, Lidl could introduce online services and home deliveries, this will attract many different buyers as most of them find online shopping easier to manage.
 Making feedback forms or questionnaires can be also useful so Lidl can gain a better understanding of what their customers would like to improve for a better shopping experience.
Growth is what Lidl believe in, even when the economy is in a recession Lidl should not face many issues as it is a discount store.
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