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[bookmark: _Toc1257770175]EXECUTIVE SUMMARY
This report provides an analysis and evaluation of the competitive strategies of Lidl Stiftung & Co.KG (Lidl), with particular emphasis on the marketing strategy devised by Lidl via Porter’s Generic Strategy.

Lidl is a German global supermarket, which was designed to provide consumers with the lowest possible price of products. Similar to the majority of the discount supermarket chains, Lidl chooses to use cost leadership strategy, which aims to offer discount products to capture more market shares.

The successful implementation of Lidl’s cost leadership strategy has relied heavily on cost cutting, including the labour cost, overhead expenses, and even the packing cost. Furthermore, Lidl has pursued a strategy of controlling the size of stores and using private-label brands in order to reduce the rental costs and the middlemen costs as much as possible.

There are several advantages of the cost leadership strategy, that is, creating a perfect barrier for potential entrants; protecting Lidl from those competitors who want to use the differentiated strategy to gain market shares. However, most of the time, advantages and disadvantages coexist. With Cost Leadership strategy, it is extremely easy to create fierce competition, resulting in a price war. In addition, this strategy makes it difficult for enterprises to establish an image because consumers will judge the quality of products on the basis of price.

Overall, recommendations are:
· Balancing the labour cost with other costs.
· Focus on the sustainable development on the environment.
· Developing new product line.
· Utilizing technology.

EXECUTIVE SUMMARY
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[bookmark: _Toc1661793804]1.0 INTRODUCTION
[bookmark: _Toc1743634593]1.1 REPORT REMIT
This report is based on a market strategy analysis that Lidl uses based on the fact that Lidl continues to lead in the retail industry, including an analysis of Lidl’s selection of Porter’s Generic Strategy, and how it implements the strategy. Following this, the author makes a dialectical judgment on the superiority and disadvantage of the strategy used by Lidl, and then proposes some recommendations for future development.

[bookmark: _Toc704757589]1.2 BACKGROUND OF LIDL
After Dieter Schwarz's father, Josef Schwarz, died in 1977, Dieter took over Lidl and became Chief Executive (Dawson, 2017). Following this, Lidl was taken over by Jesper Hojer, from February 2013 to April 2015. Jesper Hojer had worked for Lidl for more than a decade before he was appointed Chief Executive of Lidl. Nowadays, Lidl already has 335,000 employees in Europe (Farrell, 2015).

It’s four years since German discount supermarkets, Lidl, began in earnest its their assault against the Big Four British grocers - Tesco, Morrison, Asda, and Sainsbury (Boyer, 2018). According to the statistics in the Appendix 1, it can be seen that the turnover of Lidl in the UK has increased from 202.7 million GBP to 474.5 million GBP (Statista.com, 2019).

Lidl has long been committed to providing consumers with cheap goods, with the mission of continuously improving customer satisfaction by optimizing the operation of the enterprise, whilst being able to contribute to society (Lidl’s Official Website, 2019). 

There is a survey conducted by Hanbury which figures the price in Lidl is 9% cheaper than Wel Mart (Hitesh, 2019). and the prices generally in Lidl are 30%-50% lower than other grocery stores (The Economist, 2015).

[bookmark: _Toc1488485118]1.3 DEFINITIONS OF MAJOR CONCEPTS
[bookmark: _Toc932374323]1.3.1 Strategy
The strategy is usually a way to help people achieve their goals. Charles Doyle (2011) describes market strategy as an enterprise's choice of plan, which includes how to gain a foothold in the target market.

[bookmark: _Toc227074502]1.3.2 Business Level Strategy
Business level strategies detail actions taken to provide value to consumers and gain a competitive advantage by exploiting core competencies in specific, individual product on service market (Grant, 2015).

[bookmark: _Toc362714395]1.3.3 Competitive Advantage
According to Poter (1980), the competitive advantage refers to the ability of the enterprise to take the strategic offensive or defensive competition in the industry, allowing businesses to successfully respond to a variety of competitive forces. While sustainable competitive advantage refers to the ability of the enterprise to continue to go beyond the competitors. (Nixon et al., 2017)

[bookmark: _Toc1582246579]1.3.4 Porter’s Generic Strategies
Porter (1980)concludes that companies can adopt five general strategies to maintain a sustainable competitive advantage over their competitors in the industry. These five strategies consist of three basic categories: cost leadership, differentiation and focus, which target broad or narrow market segments (Hanbury, 2017).
[image: Porters-generic-strategies-16]

Figure 1: Porter's Generic Strategies
(Source: ResearchGate.com, 2018)

Figure 1 shows that cost leadership strategy refers to enterprises trying to reduce the cost of the way to win the favour of customers, using cost control to compete (Spencer, 2015). While differentiation strategy emphasizes the uniqueness of enterprise products or services, cost focus strategy and differentiation focus strategy mean that enterprises put the above two strategies into a smaller market (Niche) to implement.

Lidl uses a cost leadership strategy in Porter's Generic strategy, and a detailed analysis will follow.
INTRODUCTION

[bookmark: _Toc528252452]2.0 MAIN BODY
Similar to the majority of discounter supermarkets, cost leadership strategy was adopted by Lidl, which aims to offer low-cost products to the customers. Cost leadership strategy occurs via economies of scale, control of overheads and low-cost sources of supply in the overall operating cost (Hashem, Hamid and Samira, 2012). The detailed implementation of strategy including the limitation and the benefit of this strategy will be elaborate as follows.

[bookmark: _Toc641564066]2.1 IMPLEMENTATION OF COST LEADERSHIP STRATEGY
[bookmark: _Toc251865675]2.1.1 Strict Measures of Cost Minimization
Primarily, the implementation of cost leadership strategy is mainly reflected in cost control, including the overheads, labour cost, and site selection cost. Lidl also do a super job in this field (Geppert & Pastuh, 2017).

Specifically, Lidl uses natural light as much as possible to reduce the payment of electricity bills, and the area of the physical store is usually smaller than that of the other big four supermarkets (Valipour, Birhandi & Honarbakhsh, 2012). Besides, Lidl is also excellent in cost control, like choosing private-label brands and simplifying the package of the product, which makes a huge contribution to labour and packing cost saving (Hanbury, 2017).

However, there are always many complaints from consumers at Lidl, that the range of products available to Lidl is so limited that even if the the prices is cheap, many of the things consumers want to buy cannot be found here (Atherton, 2016). That is to say, the cost control makes Lidl have certain restrictions in the choice of importing goods.

keeping labor costs to a minimum makes many employees not only face a high degree of flexibility with lack the incentive to pay bonuses. Under such a heavy workload, leading a result that Lidl had to face a large number of labor disputes (Atherton, 2016). Hence, Lidl might need to consider using technology helping reduce labor costs since it is usually the biggest spending area for grocery stores.

[bookmark: _Toc416131488]2.1.2 Increasing Economies of Scale
Economies of scale refers to an economic sense when an enterprise purchases a large number of raw materials instead of just enough to buy the quantity needed for production (Chandler & Munday, 2011).

Lidl has reached partnership agreements with considerable number of suppliers, such as an agreement with Accorl to supply Lidl with tissue products for a long time (Patel, 2016), and contracts for local food and agriculture in the UK have support Lidl to obtain low-cost, high-quality meat and milk fat products (Garris, 2019). A large number of partnerships help Lidl to reduce uncertainty about the supply chain and reduce inventory. In addition, the partnerships indicate that Lidl can import raw materials at a lower price in the market to reduce procurement costs.

Additionally, Lidl, a global chain of discount stores like large international groups, has strong purchasing power, which enable Lidl purchase substantial quantities of goods, such as spaghetti, rice and some wines (Felsted, 2014). These massive purchases and large-scale cooperation agreements can create economies of scale for Lidl.

[bookmark: _Toc1715164184]2.1.3 Optimizing Purchasing and Logistics
Secondly, Lidl make an effort to enhance its logistics efficiency by reducing the distance required to transport food; that is, Lidl tries to increase the number of goods that can be placed in the van as much as possible to minimize the number of round trips (Geppert & Pastuh, 2017).

Besides this, Lidl teamed up with third-party logistics companies to create an integration centre in central England, in 2016, which has supported greatly improved supplier logistics (Lidl’s Sustainability Report, 2017).

[bookmark: _Toc1091446807]2.2 ADVANTAGES AND DISADVANTAGES OF COST LEADERSHIP STRATEGY
[bookmark: _Toc141172575]2.2.1 ADVANTAGES
1) [bookmark: _Toc1865521737]Forming an Entry Barrier
It takes a lot of money and time ‘for a new competitor to explore entering an industry, because enterprises have accumulated certain production scales and cost advantages in the industry. As a result, the strategy can support Lidl prevent new companies from carrying out the business (Bouvrain & Sarka, 2015).

As for the commodity sales, long-term cooperation will improve the constancy of supply (Harris, 2019). In 2016, Lidl reached a million-pound deal with Bells Food Group, designed to provide a series of pies for Lidl in Scotland, and the pies become the private-brand of Lidl, greatly reducing the cost of Lidl’s purchasing from suppliers (Atherton, 2016).

Additionally, Lidl also reached an agreement with Accrol to obtain toilet paper, kitchen paper, tissue paper and other tissue products (Patel, 2016), partnerships with Britain's food and agriculture industries help Lidl to get meat, dairy products and fresh agricultural products at a low price (Harris, 2019).

2) [bookmark: _Toc562587559]Ability to outperform rivals
The ability to outperform competitors mainly comes from a competitive advantage with alternatives and more profits than their peers.

Because the cost is lower than that of other enterprises in the market, the enterprise can obtain more profits when the product is sold at the market average price. According to a 2018 summer study.

Furthermore, competitors cannot compete with cost leaders in terms of price, that is, it is difficult to lower commodity prices below cost leaders. For instance, when the same type of product is sold in both Tesco and Lidl, Lidl must be the first choice for most consumers

[bookmark: _Toc38606372]2.2.2 DISADVANTAGES
1) [bookmark: _Toc317232810]Negative Reputation
The cost leadership strategy means that the enterprise needs to control the daily operation cost, which leads to the inability of the enterprise to implement the strategy to guarantee that the normal well-being of the employee (Banker, Mashruwala & Tripathy, 2014).

Research shows that intensive retail work leads to a heavy burden on employees (Chandler & Munday, 2011). Specially in enterprises like Lidl, where there are many fixed systems, such as requiring cashiers to scan 40 items per minute, whilst being unable to pay with satisfactory wages (Scotsman.com, 2019). The consequence is a lot of legal disputes, which could threaten the reputation of the company.

Moreover, it may be difficult for enterprises to focus on the sustainable development of the environment under the influence of cost leader strategy, especially at the present time, sustainable development of the environment is the top priority for enterprises (Qing & Xue, 2014), as well as a significant part of corporation social responsibility (Prasanta Kumar et al., 2018). Therefore, it will bring a lot of negative public opinion if the enterprise causes harm to the environment (Taillie, Ng & Popkin, 2016).

2) [bookmark: _Toc1677425816]Lack of Innovation
If there are new entrants to the market while the company is using cost leadership strategy, they are likely to compete with existing enterprises by imitating the business model, and then making a little modification, so that the existing enterprises will lose their cost leading position (Maher, 2006). 

As cost leadership strategies impose cost constraints on product selection, leading companies are likely to sink in the market if they loses the competitive advantage of low prices/cost (Lindell, 2015). Specifically, when consumer purchase behavior and perceptions change, cost leaders find it difficult to respond to variation in the market in a timely. For instance, assuming that consumers no longer focus on prices, cost leaders may face the threat of losing core competitiveness.

A report in 2018 shows that Tesco is developing a separate new product line that matches Lidl discounts, which means Lidl is likely to lose its competitive advantage in the future (Brigrall, 2018).

3) [bookmark: _Toc330371696]Price War
Price wars generally occur when businesses keep pricing lower than competitors in order to seize the market (Yano & Komatsubara, 2018). Each enterprise that adopts this strategy wants to attract consumers and to seize the market through lower prices, which will lead many enterprises into fierce competition with lower-priced goods, and the consequence is that all businesses in the competition will loss benefits and a very bad market atmosphere will be formed (Cattaneo, 2015).

MAIN BODY

[bookmark: _Toc1311867177]3.0 CONCLUSION
Through the analysis of Porter's Generic Strategy it can be seen that Lidl adopts the cost leadership strategy; that is, reducing the costs via economies of scale, the accumulation of efficiency and experience so as to provide consumers with cheaper products (Kane, 2017).

In order to implement the cost leading strategy, Lidl has made efforts to optimize the logistics procurement process and the control of enterprise operating costs, including labour costs and overhead expenses.

Cost leadership strategy establishes a perfect market barrier, protecting Lidl from competition from new entrants(Hiscott, 2018). Meanwhile, corporate cost control can help companies attract consumers with low prices and obtain considerable sales profits, enabling them to seize more market share (Handgraaf, 2017).

The cost leading strategy also has several defects. Enterprises may not be able to pay high appeasement costs when the employees workload is high due to the control of labour costs, which may lead to legal disputes with employee unions (Handgraaf, 2017). Additionally, the cost leadership strategy aims to control the cost so that it can better provide consumers with lower prices, so it is likely to lead to vicious/fierce competition in the market. Finally, when consumer behavior changes, companies may not be able to make changes to meet market challenges due to cost constraints to meet the needs of new markets. (Hiscott, 2018.).

There are several recommendations based on the PESTLE analysis placed in Appendix 2 as follows.

CONCLUSION

[bookmark: _Toc337040090]4.0 RECOMMENDATIONS
[bookmark: _Toc1718415491]Ecological Capital Investment: Lidl, as a discount supermarket, needs to respond to changing trend and contribute to the construction of the environment (Taillie, Ng & Popkin, 2016).Using recyclable items as much as possible, as well as things that can be used many times.

[bookmark: _Toc2049072381]Balancing Labour Cost with Other Costs: Lidl could consider purchasing self-scanning machines to reduce the stress of employees (Jothibasu & Boopathy, 2017).

[bookmark: _Toc1711744175]Utilizing technology: Using IT technology to help purchase simplify the process and solve more complex information matching. (Samuel, 2016.).

[bookmark: _Toc1593414013]Developing new product lines: Trying to develop a high-end product line to increase the flexibility of enterprise products to adapt to the changing trend in the future, but it worth noting that Lidl need uses flexible to develop new markets so as to avoid getting stuck in the middle situation, that is, the cost and prices of the product are not cheap, with the inferior quality (Pattnaik & Patra, 2018).

RECOMMENDATIONS

[bookmark: _Toc1388238401]5.0 REFERENCES
1. Algieri, B., Aquino, A. & Succurro, M., 2018. International competitive advantages in tourism: An eclectic view. Tourism Management Perspectives, 25, pp.41–52.

2. Atherton, M., 2016. Bells Food Group in seven-figure pie deal with Lidl, Available at: https://www.foodmanufacture.co.uk/Article/2016/10/31/Food-manufacturer-in-pie-deal-with-Lidl (Accessed: 20th November 2019).

3. Anonymous, 2015. Tomorrow, not quite the world; Aldi and Lidl. The Economist, 414(8929), p.66.

4. Anon, 2016. Supermarket price wars. Human Resource Management International Digest, 24(1), pp.10–12.

5. Anon, 2013. Stuck in the middle; Supermarkets. The Economist, 409(8865), p.n/a.

6. Bouvrain, S. & Sarka, D., 2015. Compatibility of Corporate Sustainability with a Cost Leadership Strategy.

7. Boyer, B., 2018. Lidl is moving in, but smaller. Philadelphia Inquirer, pp.Philadelphia Inquirer, 2018-08-15.

8. Brignall, M., 2018. Tesco 'planning' discount chain to take on Aldi and Lidl, Available at: https://www.theguardian.com/business/2018/feb/11/tesco-planning-discount-chain-to-take-on-aldi-and-lidl (Accessed: 20th November 2019).

9. Chandler, D. & Munday, R., 2011. economies of scale. A Dictionary of Media and Communication, pp.A Dictionary of Media and Communication.

10. Cattaneo, C., 2015. Price war. Financial Post Magazine, p.11.

11. Collins, M. & Winrow, B., 2010. Porter's generic strategies as applied toward e-tailers post-Leegin. The Journal of Product and Brand Management, 19(4), pp.306–311.

12. D. Banker, R., Mashruwala, R. & Tripathy, A., 2014. Does a differentiation strategy lead to more sustainable financial performance than a cost leadership strategy? Management Decision, 52(5), pp.872–896.

13. Dey, Prasanta Kumar et al., 2018. Environmental management and corporate social responsibility practices of small and medium-sized enterprises. Journal of Cleaner Production, 195, pp.687–702.

14. Doyle, C., 2011. marketing strategy. A Dictionary of Marketing, pp.A Dictionary of Marketing.

15. Dawson, B., 2017. Engaging the New Shopper. Drug Store News, pp.18–21.

16. Farrell, Nevin. "Former Lidl Employee Avoids Jail after Admitting Refunds Swindle." Belfast Telegraph (Belfast, Northern Ireland) [Belfast] 2015: 19. Web.

17. Felsted, A., 2019. Aldi and Lidl lead charge of discount supermarkets, Available at: https://www.ft.com/content/cbdf0bfa-fd61-11e3-bc93-00144feab7de [Accessed 25 Nov. 2019].

18. Geppert, M. & Pastuh, D., 2017. Total institutions revisited: What can Goffman’s approach tell us about ‘oppressive’ control and ‘problematic’ conditions of work and employment in contemporary business organizations? Competition & Change, 21(4), pp.253–273.

19. Grant, R.M., 2015. Contemporary strategy analysis Ninth.,

20. Hanbury, M., 2017. A German grocery chain that's coming to America is already dominating Walmart on prices - here's why it's so cheap, Available at: https://www.businessinsider.com/how-lidl-keeps-its-prices-down-2017-6?r=US&IR=T [Accessed: 17th November 2019].

21. Hiscott, G., 2018. Budget supermarket Lidl is to […]. The Daily Mirror, pp.The Daily Mirror, 2018–01-09.

22. Hiscott, G., 2018. Discount supermarket Lidl has unveiled […]. The Daily Mirror, pp.The Daily Mirror, 2018–09-18.

23. Harris, L., 2019. Lidl commits to investment in British food and farming, Available at: https://www.fwi.co.uk/business/lidl-commits-to-investment-in-british-food-and-farming [Accessed: 20th November 2019].

24. Handgraaf, B., 2017. Lidl supermarket to open soon. TCA Regional News, pp.TCA Regional News, 2017–05-22.

25. Hassan, Y., 2015. Differentiation and cost leadership. Choose of one puts constraints on using the second, Available at: https://www.linkedin.com/pulse/differentiation-cost-leadership-choose-one-puts-using-yasser [Accessed: 20th November 2019].

26. Hipwell, D., 2017. Big things in store for discount grocer Lidl. The Estates Gazette, pp. 24.

27. Jothibasu, M. & Boopathy, S., 2017. A Fast Cloud Based Pervasive Method of Cart Billing System for Supermarket Using Real Time Technology. International Journal of Advanced Research in Computer Science, pp.International Journal of Advanced Research in Computer Science, Mar 2017.

28. Kane, A., 2017. Why Mike Nesbitt's 'car crash' strategy could cost him UUP leadership; Ulster Unionist's pledge to give the SDLP his second-preference vote is sort of distraction that costs elections, writes Alex Kane. Belfast Telegraph (Belfast, Northern Ireland), p.23.

29. Lindell, C., 2015. Tesco sours checkouts. Candy Industry, p.23.

30. Indeed.com., 2019. How to Create a Cost Leadership Strategy. Available at: https://www.indeed.com/career-advice/career-development/create-cost-leadership-strategy [Accessed 19 Nov. 2019].

31. Maher, R., 2006. Cheap - The real cost of the global trend for bargains, discounts and consumer choice. Teaching Business & Economics, 10(2), pp. 44.

32. Nixon, K. et al., 2017. Competitive advantage. African Journal of Economic and Management Studies, 8(2), pp.221–234.

33. Orsato, R.J., 2009. Sustainability strategies : when does it pay to be green?, Basingstoke Palgrave Macmillan.

34. Patel, M., 2019. Accrol wins £10m Lidl deal. Insider Media Ltd. Available at: https://www.insidermedia.com/news/north-west/good-progress-for-accrol [Accessed 20 Nov. 2019].

35. Porter, M., 1980. Competitive Strategy.

36. Pattnaik, J. & Patra, A., 2018. Impact of Information Technology in Indian Banking Industry: A Study on South Odisha. IPE Journal of Management, 8(2), pp.78–90.

37. Qing, Y. and Xue, W., 2014. 'Ecological capital investment'. journal of Environment Protection and Culture Economy, (9), pp. p6-11.

38. Redman, R., 2019. Aldi, Lidl threat can be met, Available at: https://www.supermarketnews.com/retail-financial/aldi-lidl-threat-can-be-met [Accessed: 20th November 2019].

39. Shaftesbury.lidl.co.uk., 2019. Available at: http://www.shaftesbury.lidl.co.uk/download/shaftesbury-sustainability/Lidl_SR_Report_2017.pdf [Accessed 19 Nov. 2019].

40. Spencer, S., 2015. Things are looking up. Timber Trades Journal, (6784), pp.31–33.

41. Scotsman.com., 2019. Scots-based bakery secures Lidl distribution contract. Available at: https://www.scotsman.com/business/companies/retail/scots-based-bakery-secures-lidl-distribution-contract-1-4098309 [Accessed 19 Nov. 2019].

42. Samuel, S., 2016. Discounters you should meet. Canadian Grocer, 130(7), pp.21–22.

43. Statista., 2019. Turnover of Lidl supermarket 2012-2018 Statistic. Available at: https://www.statista.com/statistics/919806/lidl-turnover-in-the-united-kingdom/ [Accessed 21 Nov. 2019].

44. Taillie, L.S., Ng, S.W. & Popkin, B.M., 2016. Global growth of “big box” stores and the potential impact on human health and nutrition. Nutrition Reviews, 74(2), pp.83–97.

45. Valipour, H., Birhandi, H. and Honarbakhsh, S., 2012. The Effects of Cost Leadership Strategy and Product Differentiation Strategy on the Performance of Firms. Journal of Asian Business Strategy, 2(1), pp. p14.

46. Vijaykumar, S. et al., 2013. Determinants of Food Label Use among Supermarket Shoppers: A Singaporean Perspective. Journal of Nutrition Education and Behavior, 45(3), pp.204–212.

47. Yano, M. & Komatsubara, T., 2018. Price competition or price leadership. Economic Theory, 66(4), pp.1023–1057.

48. "Lidl Employee Convicted of Stealing over EUR 2,000." Irish Examiner [Cork] 2011: Irish Examiner, 2011-09-07. Web.

REFERENCES
49. 
[bookmark: _Toc1860464599]Appendix A - Turnover of Lidl in the United Kingdom (UK) from 2012 to 2018 (million GBP)
[image: ]
Source: Statista.com, 2019

APPENDIX


[bookmark: _Toc1466615073]Appendix B - The PESTLE Analysis of Lidl
	Political:
	Economical:

	· The price war and polices between China & USA.
· Brexit affects the rate of Pound.
	· Tariff effects caused by price wars. But for Lidl, this impact is not big because Lidl pays more attention to the development of local products.

	Social:
	Technology:

	· Change in consumer perception - increasingly attention to food health and safety issues, vegetarian.
· Employee satisfaction.
· Customers have more selection in discount supermarket.
· The shift of attention to product prices in the future. i.e, people may pay more attention to the quality and diversity of products.
	4th Industry Revolution - the rise of AI affect the way of people working and purchase.

· The gig economy - affect the human resource management of Lidl.
· Self-scanning - Making it easier to check out accounts so as help Lidl save labour costs
· Online shopping - Physical stores may disappear in the future because people can choose goods online.

	Legal:
	Environment:

	· At a time when there are an increasing number of attention is paid to the protection of employees' human rights, Lidl faces a lot of controversial news about employees, which means that Lidl may have to deal with a lot of union issues and employee-related complaints.
	· Carrier bags
· The weather in Britain is rainy all the year round, therefore, it may affect the growth of crops to some extent.
· The weather may also affect the delivery of takeout orders.
· The deteriorating environment makes Lidl have to pay attention to the sustainable development of the environment (Qing & Xue, 2014).
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