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[bookmark: _Toc25672383]1.0 Executive Summary

In this report, readers are able to understand the competitive strategies that Lidl uses to develop its current competitive position, the strengths and weaknesses of competitive strategies and the examples of the actions they take to implement the strategy. In 1973, Lidl was established in Ludwigshafen, Germany. In 1994 the first Lidl GB shop was opened. Porter’s Generic Strategies are a strategy that helps a company to determines its relative position whether the company’s profitability is higher or lower than the industry average. two basics of competitive advantages are low cost or differentiation. The three general strategies are cost leadership, differentiation and focus. According to 7Ps analysis, the strategies that Lidl implementation is cost leadership. The advantages of cost leadership are the ability to outperform rivals, etc. Price Wars, the difficulty of sustaining it long term, low customer loyalty, association with lower quality is the disadvantages of cost leadership. In conclusion, cost leadership is a good strategy for a large company, but it does not work in all markets. Lidl can develop and implement in high-end branded products for a new group of people and in a more stable environment.
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2.0 [bookmark: _Toc25672384]Introduction
2.1 [bookmark: _Toc25672385]Report Remittance

In this report, readers will be able to understand the competitive strategies that Lidl uses to develop its current competitive position, the strengths and weaknesses of competitive strategies and examples of the actions they take to implement the strategy.

2.2 [bookmark: _Toc25672386]Company Background

In 1930, Südfrüchte Großhandel Lidl & Co a fruit wholesaler had to turn into a food wholesaler after Josef Schwarz joined the partnership. However, the first shop was established in Ludwigshafen, Germany after the company were founded as Lidl Stiftung and Co. KG in 1973. A 500-product line was sold, and it only employed three workers based on lovemoney.com. 

According to Lidl in 1994 the first Lidl GB shop was opened in the United Kingdom. Since then, Lidl has 13 regional distribution centres, more than 760 stores and it also employed over 22,500 employees after 25 years. Moreover, Lidl advocates that they want to provide the highest quality product at a lower price, to do that, two-thirds of Lidl products are sourcing locally, and they keep a close relationship with their suppliers.

According to Lidl, the vision of Lidl is to enhance the lives of their customers, by providing quality products at a market-leading value, whilst ensuring that customer satisfaction is at the heart of everything they do. The mission of Lidl is to deliver outstanding customer satisfaction, ensure the market-leading quality and value by constantly innovating and optimizing their efficient processes, driven by technology and people, work with business partners in sustainable relationships, contributing positively to local communities, achieve long term success by investing in the recruitment, training and development of their people.


[image: ]
Table 2-1 Lidl financial report: Filing history for LIDL U.K. GMBH (FC017929). (n.d.). Retrieved from https://beta.companieshouse.gov.uk/company/FC017929/filing-history.

Based on Companies House financial report on Lidl on 17 January 2019 page 20, in the business development Lidl has increased their revenues from 41.5 billion to 46.1 billion, which equals an increase of 4.6 billion or 11%. Gross profit rose from 11,177 million to 12,238 million, at 26.6% gross profit margin as a percentage of revenues decreased compared with the previous year’s level of 26.9%.

2.3 [bookmark: _Toc25672387]Definition of Major Concepts

Porter’s Generic Strategies are a strategy that helps a company to determines its relative position whether the company’s profitability is higher or lower than the industry average. To maintain a long run in business, the fundamental basis of profit needs to be above average to continue to gain a competitive advantage. However, companies can have two basic competitive advantages which are low cost or differentiation. To achieve the result in cost leadership, differentiation and focus the three general strategies for achieving high average performance, two fundamental types of competitive advantage need to combine with the scope of competition which is a broad target or narrow target.
[image: ]
Figure 2-1 Porter’s Generic Strategies: Porter's Generic Competitive Strategies (ways of competing). (n.d.). Retrieved from https://www.ifm.eng.cam.ac.uk/research/dstools/porters-generic-competitive-strategies/.

The goal of cost leadership is to be the lowest-cost producer on the market. The easiest way is to mass-produce, which make companies take advantage of economies of scale. Many segments of the industry focus on reducing costs. If the sales price reached can be equal to the market average price, then the manufacturer with the lowest cost will get the maximum profit. This strategy is often relatively small compared to the “standard” offerings offered by a large company, which are easily accepted by most customers. Meanwhile, significant cost advantage in the competition will occur when low-cost leader discount their products to maximize their sales and it can further increase their market share, based on Jim Riley, the Co-founded of tutor2u. A cost leadership strategy requires close collaboration between all business, to be the lowest-cost producer companies need to be high levels of production, high capacity utilization, use of bargaining power to negotiate the lower prices for production inputs, lean production methods and effective use of technology in the production process. For example, Lidl advocates that they want to provide the highest quality product at a lower price, to do that, two-thirds of Lidl products are sourcing locally, and they keep a close relationship with their suppliers.

To apply differentiation leadership, the business is geared towards a bigger market and aims for a competitive advantage by differentiation the entire market. This strategy required the company to uniquely their business position to meet the buyer conditions. It often reflects a higher production cost and linked with a high charging price for a product with additional value-added features for the customer. According to Jim Riley from tutor2u, differentiation refers to the premium of exceeding the extra production cost and provides customers with a reason to prefer the product instead of other less differentiated products. Furthermore, superior product quality such as features, benefits, durability, reliability; branding such as strong customer recognition and desire, brand loyalty; industry-wind distribution across all major channels such as the product or brand is an essential item to be stocked by retailers; consistent promotional support such as often dominated by advertising, sponsorship are the ways that can be used in it to build up differentiation leadership for the company. An example of a differentiation leadership is Adidas, they are the global brand that has achieved significant economies of scale, but they do not rely on the cost leadership strategies instead their brand is convincing consumers to pay a premium price on their product and become brand loyalists.

The cost focus is on a company that seeks a low-cost advantage in only one or a few markets, which is a basic product, or maybe a very similar product among powerful market leaders but it is enough and can be accepted by the customer.

In a differentiated focus strategy, companies aim to differentiate in only one or a few target markets. The special customer needs of this segment mean the opportunity to offer products that are significantly different from the target competitors. For those companies who adopted this strategy, the important issue is to ensure that customers do have different needs and wants and that there is an effective basis for differentiation which existing competitors' products cannot meet these needs. Many small businesses can use this strategy to build their market segments and add value to their customers through expertise or other means to achieve higher prices than undifferentiated products. An example of differentiation focus is Tyrrells Crisps which focused on hand-fried and become one of the premium segments in the crisps market.
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3.0 [bookmark: _Toc25672388]Main Body

According to the UK Essays, the strategic that Lidl has applied in business is the cost leadership strategy. A cost leadership strategy used by companies to reduce operating costs in their niche markets. The main purpose of using this strategy is to gain an advantage over competitors by reducing operating costs below other operating costs in the market based on business dictionary. To apply the cost leadership strategy, first Lidl has to do an analysis in 7Ps which represents the products, prices, place, promotion, people, process and physical. 

Based on the UK Essay’s 7Ps analysis showed the product of Lidl builds up its brand name by being one of the cheapest supermarket suppliers in the market. The products sold in Lidl are just in a different brand, but very similar product compare to other supermarkets. One of Lidl's main competitive advantages is its pricing strategy. This makes Lidl become one of the most value-driven supermarkets in the market but there is some different opinion think by the customer, some consumers think that Lidl's products are cheap and therefore an outcome of the product is in poor quality. Moreover, in Lidl’s location analysis Lidl have many distribution centres around the UK and Europe to ensure that stores maintain at a certain level of inventory, it is important because the business model that Lidl used is to sell as many items as they can in the shortest time and as their product is cheap. Lidl often makes promotions in the store, but because their product is already at a lower price, therefore their merchandise discounts are not as high as other supermarkets. The salary of employees is usually very attractive, but they must work very hard at work. The number of items scanned is usually used as a performance metric while Lidl will also provide strict training to the employee to ensure that employees can scan items fast enough to meet all customer needs. The consumer has no power over Lidl business operations because they are not involved in the process or procedures of Lidl. However, Lidl's main process foundation is to buy and sell as many products as possible at low cost. Most of the Lidl stores are arranged in a traditional way which helps consumers to find their product as quickly as possible, it also gives access to the customer to buy their stock and leave the stores easily.

By leveraging the information gathered from the 7P analysis, it's easy to see what strategy Lidl is currently taking. Lidl has always been committed to selling quality products at the cheapest price. This shows that they are taking advantage of the cost leadership strategy and implementing the strategy with incredible efficiency based on the UK Essay. However, in order to maintain its current growth and expansion rate, Lidl may have to deviate from its current strategy to remain competitive and innovative in the UK grocery market.

3.1 [bookmark: _Toc25672389]Implementation of the strategy

To implementation the cost leadership, Lidl do have some different strategy compared to other supermarkets. According to David Bentley from Cambridge-news, many supermarket retailers have huge supermarkets such as Tesco has dozens of venues that over 80,000 square feet, unlike Tesco, Lidl stores are comparatively small. Based on Brittain Ladd from Forbes, an average size of Lidl stores in Europe is 10,000 square feet while the stores can carry an average of 1,000 to 1,500 item which helps Lidl save their operating costs.

Furthermore, less manpower implemented in the stores. One of the strategies used by Lidl is it displayed its product in the original boxes they arrived in, it is easier to restock and fewer staff members are needed to transfer the items on to the shelves based on Daniel Chipperfield from Bristol Live. Self-checkouts till were applied by Lidl which give the customer access to do self- payment without any helps form employee. According to Emma Lake from The Sun, even the packaging is designed to have multiple barcodes so that employee can scan quicker to make more efficient.

In the meantime, most of the products are private-label brands, which Lidl cut the middleman and eliminated any additional costs from the supplier. The company can also better control manufacturing costs and set its price, this means that compared to the original brand, the sales profit of the product is much higher than the national brand. Lidl has a limited selection of products since there are only two types of product in Lidl, it is brand and a national brand, this limited variety provides Lidl with more purchasing power from suppliers as it is ordering larger quantities of fewer products. Lidl’s stocks fast-moving items rather than speciality products, fast-moving items can help to inventory cost based on Mary Hanbury from Business Insider.



3.2 [bookmark: _Toc25672390]Advantages and Disadvantages of the strategy

The advantages of cost leadership are company might charge a lower price but selling a larger number of products can keep the company profitable and increase its market share which gives the company an ability to outperform competitor. Some consumers only shop at stores that offer the lowest price, which might cause a price war to supermarkets. The cost leadership strategy also makes it difficult for new companies to enter the market because of weak profit margins based on Russell Huebsch.

The disadvantages of cost leadership are focusing on the price may cause companies to ignore the changes in customer tastes and preferences which lower customer loyalty. It is difficult for sustaining in the long term, once the company introduces a process that saves on business costs, other companies can quickly replicate the technology and lower their prices. The cost leadership will easily make people association that the product quality is low therefore the product is cheap. A new technology development might take many years to do research and it takes time to complete obsolete based on Russell Huebsch.
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4.0 [bookmark: _Toc25672391]Conclusion

In conclusion, Porter’s Generic Strategies can easily help a company to determine its relative position whether the company’s profitability is higher or lower than the industry average. However, the cost leadership strategy is a good strategy to a company even if Lidl, if the company aims for a profitability profit in a short period of time, it is a good strategy to starts with it, but it does not work in all markets, it might also give people a mistake thought on the product think that is a low-quality product. For example, a person is loyal to a brand and wanted to buy a branded product, he would not look at the price.

4.1 [bookmark: _Toc25672392]Recommendations

Based on all the analysis, Lidl can try to develop and implement in high-end branded products to compete with major supermarket retailers for a new group of people and in a more stable environment.
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‘The revenues of the group increased from € 41.5 billion in the previous year to € 46.1 billion, which equals an increase of € 4.6 billion
or 11.0%

FY 2016 FY2017 Change
€ million € million Total in%
Revenues 465085 4560 _ 10
Cost of materials 33848 3499 15
Gross profit R 12,238 95
__Gross profit margin
ersonnel expenses
Other expensesfincome
_EBITDA
Return on sales EBITDA

Interest result

ncometaxes
Consolidated net income for the year

Return on sales

After adjustment for currency effects, the growth in sales of the group was 11.4%. This development is based on a revenue growth in
almost all countries.

Gross profit

Gross profit rose from € 11,177 million to € 12,238 million. At 26.6%, gross profit margin as a percentage of revenues decreased com-
pared with the previous year's level of 26.9%

EBIT

EBIT increased by € 28 million to € 1,828 million compared to the previous year. Return on sales based on EBIT decreased from 4.3%
t0.4.0%. This resulted, among other things, from expansion-related start-up costs.

Consolidated net income for the year

Consolidated net income for the year decreased slightly by € 56 miliion to € 1,287 million according to plan. The return on sales fell
from 3.2% to 2.8% accordingly.
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GMBH  (FC017929). (n.d.). Retrieved from

report on Lidl on 17 January 2019 page 20, in the business
revenues from 41.5 billion to 46.1 billion, which equals an
profit rose from 11,177 million to 12,238 million, at 26.6%
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gy that help a company to determines its relative position
higher or lower than the industry average. To maintain a
basis of profit needs to be above average to continue to

1. Cost Leadership
In cost leadership, a firm sets out to become the low cost producer in its industry. The
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