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[bookmark: _Toc25354881]Executive summary:
       This report aimed to evaluate the strategic management of German retailer Aldi within the UK market .Aldi’s main strategies were low cost and  high volume sales . There is a  focus on cost control and a strategy of expanding stores across the UK. 
The methods of analysing the internal and external environments were; Porters Five Forces, Bowman’s Clock, Mendelow’s Power-Interest Matrix and a SWOT analysis. 
It was found that Aldi’s basic model was cost efficient and easily replicable. It has always appealed to a budget consumer but it is now is attempting to access a more affluent customer. However, Aldi has not embraced technology despite the success of larger competitors such as Tesco, ASDA and Morrisons.
It is recommended that: 
1.	Aldi starts a loyalty scheme. 
2.	Develops online sales strategies. 
3.	Extends in Specially Selected range. 
4.	Creates a more enjoyable shopping experience.






[bookmark: _Toc25354882]1.0 Introduction. 
 Harrison and St. John (2014) define strategic management as; “The process through which organizations analyse and learn from their internal and external environments, establish strategic direction, create strategies that are intended to help achieve established goals, and execute these strategies, all in an effort to satisfy key organizational stakeholders” 
This report aims to analyse the strategic management of Aldi UK with reference to the formulation and implementation of organisational goals. Aldi is a supermarket which concentrates on delivering a no frills, value for money, shopping experience. The report will examine Aldi’s business strategy and whether it can address changes within consumer buying habits in the UK’s highly competitive supermarket sector.
The strategic position of Aldi in the UK market will be analysed using a combination of Porter’s Five Forces Model, Bowman’s Clock and a SWOT framework. Key stakeholders will be identified and recommendations made for Aldi’s overall business strategy. 
[bookmark: _Toc25354883]1.1 Company background. 
  The global low-cost supermarket chain Aldi was founded by brothers Karl and Theo Albrecht in Essen, Germany 1946 (Ruddick, G. (2013). By 1960 Aldi had 300 shops across Germany but a disagreement on the selling of cigarettes led to the brothers officially splitting the company in 1966 into Aldi Sud in South Germany and Aldi Nord in the North (King, I. (2019). Aldi branched out into the UK in 1990 (Cox, J. (2019). 


[bookmark: _Toc25354884]1.2 Aldi UK current position. 
  The supermarket industry in the UK is valued at £178 billion (Statista (2019a). Aldi is currently the UK’s fifth most popular supermarket with 851 stores countrywide and 40% of British consumers visiting their stores. It is just ahead of one of its main competitors, Lidl. It now employs over 31,000 people in the UK (MarketLine (2019). Aldi UK sales increased 11% annually in 2018-19 but pre-tax profits were down 18% as the company invested £530million in expansion (Butler, S. (2019). Matthew Barnes, Chief Executive of Aldi, UK stated; "If you look at the population, we think not only could we have a store in every town and city, but for every 25,000 to 30,000 people,". Wood, Z. (2017). 
 Figure 1 below shows the market share between the main UK supermarkets from 2012-2019. 
[image: ]





Figure 1: Source: Statista. (2019b).
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[bookmark: _Toc25354886]2.1 External environments.  
 Porter’s Five Forces model (see below) was used to evaluate the competitiveness and attractiveness of the industry. Porter developed this model to assess a business’s position within the market (Porter, M. (2006) and it provides insight in to potential factors that could impact on a specific industry. 
Threat of new entrants; This is low in the supermarket sector because of factors such as high initial set up costs, finding suppliers, customer loyalty. The economies of scale needed to set up a new business and to compete with established supermarkets is prohibitive. 
Bargaining power of buyers; This is high as British buyers expect value for money and will shop around for the best deals with little to no switching costs. The density of the population in the UK means that supermarkets are generally located close to each other. The large scale of supermarkets can meet these demands and dominate over competition.
Threat of substitute products; This is high as products are not highly differentiated within the supermarket industry and so can be easily replicated. Branded products can be replaced with own brands which are often very similar.
Bargaining power of suppliers; This is low as large supermarkets such as Aldi can purchase in bulk and provide a steady revenue stream for suppliers. This puts suppliers in a difficult position because they cannot afford to let large contracts go.  
Intra-industry rivalry; This is very high as competition between supermarkets is intense so each one needs a unique selling point. Aldi specialises in low cost products  with a fast turn over and high efficiency. 

One limitation of this model is that it does not take into account the fact that markets are constantly changing as  it only shows a static representation. This is relevant today as the potential for quick changes within the market is accelerated by technology and globalisation. Also, the five forces can be deceptive because some highly differentiated companies remain profitable even when all forces appear unfavourable (Parnell, J. (2006).  
[bookmark: _Toc25354887]2.2 Competitive position. 
Bowman’s clock is a useful tool to assess competitive advantage in relation to price, differentiation and perceived value (Bowman, C., & Faulkner, D. (1997). 
Figure  2 shows that Aldi UK has been positioned in the low-price section with average perceived value to the customer. They use economies of scale with a low price/ high volume sales tactic. 
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                                 Figure 2: Image Source: Bhasin, H. (2019). 
     An example of more differentiated competitors in the market would be Waitrose and Marks and Spencer who offer higher perceived quality at a higher price.  
[bookmark: _Toc25354888]Porter’s Generic Competitive Strategies Model is another method of analysing business strategy. It suggests that organisations must choose between cost leadership, differentiation and focus (Miles, P. (2013). It was identified that Aldi uses a cost leadership strategy with a low cost position. This is achieved by stocking the majority of its own label products instead of outsourcing branded labels. Also by using efficient low-cost aesthetics in the shop environment (Parnell, J. (2014). An advantage of this strategy is that it is efficient and low cost. A disadvantage is that it is easy to imitate and it can facilitate price wars with low profit margins. It is key to Aldi’s success that low cost is not also perceived as low value as this would limit its customer base.
2.3 SWOT analysis. 
     A SWOT analysis has been undertaken to analyse internal; strengths and weaknesses and external; opportunities and threats (Sarsby, A. (2016). The factors have been categorised in a table with consideration to internal and political, economic, social and technological factors. This ensures the external macro-environment is also considered (Harrison, J., & St. John, C. (2014). 
	Strengths:

	1.Efficiency. 
	High level of efficiency and economies of scale give it a competitive advantage on cost over competitors.

	3.Wages. 
	Aldi pays its employees above the UK industry average (Lintott, R. (2019). 

	2.Marketing. 
	Their marketing campaigns such as ‘like brands’, which showed their own label goods in comparison with branded equivalents  was very successful with the British public. This created a trend with 71% of the British public saying that the quality of own label goods was catching up with the branded equivalents (Szmigin, I., & Piacentini, M. (2018).  

	Weaknesses:

	1.Technology.
	Aldi does not offer digital online products and does not have  self-checkout tills (Cox, J. (2019). There is no home delivery service which is a popular and convenient option with other supermarkets.

	2.Product Range.
	Aldi’s range of products is much lower than rivals. This could mean that customers go to supermarkets where they can get everything in just one location. 

	4.Low profit.
	The Aldi business model relies on selling in high volumes so its profit margins are low. This means they need to maintain high sales to stay profitable (Parnell, J. (2014). There needs to be plentiful supplies of the products to meet demands.

	3.Human                 Resources.
	Human resources within the organisation have come under criticism. An undercover TV programme discovered bullying, health and safety issues and unrealistic productivity targets (Leeming, R. (2019).

	Opportunities: 

	3.Economy. 
	The uncertainty that Brexit brings to the British economy means that the pound is weak and the general public are becoming increasingly  price conscious with  their shopping decisions (Inman, P. (2017). As Aldi is a hard discounter with  low profit margins it could benefit from this change in consumer behaviour, potentially attracting a wider range of customers. Aldi sources products on a global scale and would benefit from cheaper imports. 

	1.Expansion. 
	Aldi plans to have 1,200 shops in the UK by 2025 (Berg, N. (2019).

	2.Technology. 
	Online supermarket shopping was valued as a 141.9 million-pound sector within the UK (Statista. (2019c). Aldi could start offering an online shopping option.

	Threats:

	3.Political. 
	Britain leaving the single market might have a negative effect on the importation of food (Connelly, T. (2018). This would have an impact on Aldi as it imports globally and has its base in Germany.

	1.Social- cultural.
	Customers associating cheap prices with low quality can be damaging to reputation (Cox, J. (2019). Also, Aldi  does not have a loyalty scheme ,unlike most other supermarkets. Aldi customers may be less consistent in their shopping habits. 

	2.Competitors
	Lidl has differentiated itself from Aldi with the addition of an instore bakery. Their  business models are similar so this could be a threat to the Aldi’s current competitive advantage (Berg, N. (2019). 



Mintzberg, H. 1990, writes that a disadvantage of the SWOT analysis method when completed by the organisation itself is bias, especially in internal factors i.e. overstating strengths and understating weaknesses. Another limitation is that SWOT does not prioritise factors (Gurel, E. (2017).
[bookmark: _Toc25354889]2.4 Corporate Social Responsibility. 
      Aldi’s corporate social responsibility is driven by 5 principles which are community, people, customer, suppliers and the environment. Environmental aspects of the business have been considered through minimising its carbon footprint , reducing the impact of refrigerants and reducing, reusing and recycling waste. (ALDI UK. (2019). However, Oxfam has criticised Aldi’s lack of transparency with customers because of poor information regarding the origins of products and human rights violations. Oxfam also highlighted Aldi’s attempt to ruthlessly negotiate down the already below par wages of banana suppliers in Latin America in 2018 (Oxfam International. (2018).This does not project a good image of Aldi.
[bookmark: _Toc25354890]3.0 Stakeholders analysis. 
Freidman (2006) identifies stakeholders as any group or individual that is affected or can affect organisational success, although not all stakeholders have the same effect or should be managed in the same way. Freeman & Reed (1983) also make a differentiation that some stakeholders are so important that the organisation relies on them for their continual survival.  
[image: ]The management of stakeholders is therefore an integral part of business strategy. Mendelow’s Power-Interest Matrix analyses stakeholders’ influence in the company strategy (power axis) and their interest in the success of the organisation (interest axis) (Mendelow, A. (1991). See : Figure 2. for analysis of Aldi’s key stakeholders.




Figure 2: Aldi UK Stakeholders Analysis.
   There are four different management approaches within the matrix which are Keep Satisfied, Manage Closely, Monitor, Keep Informed. Aldi’s key stakeholders have been identified and then arranged on their perceived power and interest to the company.
    In the Keep Satisfied quadrant is Government because regulators set the business environment in which Aldi operates in. The UK Ministry of Trade has  policies which Aldi must adhere to or risk being fined. Aldi also operates a system of tax risk assessment and controls to ensure tax compliance (ALDI UK. (2019b). Media is in the same quadrant because it is important for Aldi to maintain a positive profile and  to avoid negative publicity which could impact its reputation and branding.
     Customers are prioritised as a key stakeholder within businesses (high power and high interest) including Aldi. Aldi customers are motivated by price rather than the shopping experience so they need careful management to ensure loyalty. Aldi manages its customers closely with regular TV advertisements ,driven by strong branding , mainly around price.(Szmigin, I., & Piacentini, M. (2018). Aldi’s management is in the same quadrant because maintenance of good management is essential for the success of the company. Aldi’s managers are versatile with high demands and targets to achieve. Suppliers also need to be managed closely to maintain profits and ensure there is sufficient stock on the shelves
     Employees need to be kept informed on company strategies so they  align with the key objectives of the company (ALDI UK. (2019). Aldi provides above average pay and has a graduate scheme. Although employee reviews on the internet suggests that work/ life balance, challenging shift patterns and management issues are recurring themes that have yet to be resolved satisfactorily (Glass Door. (2019). Shareholders have obviously a high interest in the company but only need to be kept informed of the company’s financial circumstances.
Competitors need to be monitored as their actions could impact on Aldi’s success. Aldi has a strong hold on the budget supermarket sector so has no reason for concern in the current climate.
The  disadvantage of this model is that it does not indicate if interest from the stakeholder is positive or negative towards the company (Friedman, A., & Miles, S. (2006). Also it is important to re-evaluate according to changing circumstances as priorities could change. 
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4.0 Conclusion. 
      Aldi’s business model has allowed it to expand successfully into the UK market. It is now a resilient and strategically stable company in the sector. Its combination of high volume and low prices has made it difficult for competitors to compete and its simple business model has made it easy for the store to replicate and expand quickly (Harvard Business Review (2005). However, its traditional approach and lack of technology may potentially be detrimental as consumer habits change with online shopping becoming popular. 
      Its advertisement campaigns and use of relevant British celebrities (such as  the Brownlee brothers) has changed the  British perception of discount brands. However, as ethical and environmental issues become increasingly important to the general public Aldi’s lack of transparency and potential human rights breaches within its supply chain may dent its public perception.    
[bookmark: _Toc25354892]5.0 Recommendations.
These recommendations have been drawn from the findings within the report. They have been ranked  in order of perceived importance to the company. 
1. Bring in loyalty systems. 
 As the ‘five forces model’ highlighted. customers have high buying power and low brand loyalty. It is therefore important to create strategies to not just encourage new customers but to maintain current consumers .  
Loyalty schemes can create value in different ways. The adoption of a loyalty scheme is a good way of thanking customers for their repeated trade. It also allows the organisation to receive  data on its customers which can be analysed and used to inform future strategies by giving insight into consumer buying behaviour. This data could also be used to customise marketing campaigns to individuals which can lead to a more personal relationship with customers (Humby, C., Hunt, T., & Phillips, T. (2008). 
2. Develop online sales strategies.
     The SWOT analysis indicated that the adoption of new technologies is not strong within Aldi’s business model. Consumers are changing their buying habits and starting to look for more products online which is convenient with busy lifestyles. Online sales in the UK are now at 19.2% ,increasing  0.2% from September to October 2019 (Office for National Statistics. (2019). Thirty nine percent of UK consumers report they purchased groceries online once or twice a month (Statista. (2019c). 
If Aldi does not react to this external trend than it may lose some market share to competitors with ecommerce sales such as  Tesco. If Aldi sold its range of products online and delivered to homes it may help to close the gap in market share with other supermarkets and achieve more differentiation within the market. 
3. Extend its Specially Selected product line. 
 In the past Aldi was associated with cheap brands of possibly low quality aimed at a budgeted Britain. The introduction of a ‘Specially Selected ‘range of products which are priced higher, with more appealing packaging, has started to attract a more affluent segment of the market (Cox, J. (2019). There is potential to extend this range further with higher profit margins and a new customer base alongside the customers who are seeking value and convenience.  

4. Encourage a more relaxed customer experience.
The emphasis on efficiency can have a negative impact on consumer experience. Many of the Aldi’s supermarkets have already been reconfigured with a more appealing format but improvements could still be made to highlight products and to encourage shoppers to spend more time and money in each store.
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