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[bookmark: _Toc161372266]Abstract 
This paper critically analyzes the external and internal environment of Aldi, the UK's fourth-largest supermarket. The analysis aims to understand the success factors of Aldi in the UK, as well as the challenges that exist in the internal and external environments. The paper utilizes a variety of sources of information, including primary and secondary sources related to the food retail industry. The paper focuses on a PESTEL, SWOT, VIRO and Porter’s five force model analysis, which analyzes the business tool used by organizations to analyze what external factors impact different businesses and organizations. The paper concludes with recommendations for Aldi to prioritize and focus on marketing the eco-friendly nature of their products over traditional value propositions and to ensure compliance with consumer protection laws.
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[bookmark: _Toc161372267]1.0 Introduction

Aldi is the UK’s fourth largest supermarket, with over 1000 stores across the UK. Aldi Sud are operating in Germany, Austria and America. In 1990, the business arrived in the UK. Customers are amazed to see a true example of 'no frills'shoppingBecause overheads are kept low, customers can benefit from amazing quality at low prices. (Aldi,2021)

In the UK, nearly two-thirds of households shop at an Aldi or a Lidl store at least once in three months. Furthermore, it is the UK’s fifth-largest food retailer with a market share of 7.5 per cent, and it is growing quickly: Aldi opens a new store every week on average. The German discounter is changing the industry with its extremely efficient processes and the resulting low costs, reducing margins to a minimum and forcing competitors to take drastic measures to reduce costs (Rice, 2019).

Therefore, this paper will critically analyse the external and internal environment of ALDI. The analysis aims to understand the success factors of Aldi in the UK, as well as the challenges that exist in the internal and external environments, to achieve this, a variety of sources of information will be utilised, including primary sources, such as data published by Aldi itself, its official website, and secondary sources related to the food retail industry.
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PESTEL analysis is a business tool used by organizations to analyze what external factors impact different businesses and organizations. (Makos,2011)

2.1.1 Political

Political challenges may impact the grocery and supermarket industry in many different ways. For instance, Gov. UK had announced that promotions on food and drinks high in fat, sugar and salt (HFSS) in retailers will be restricted from October 2022 which means regulations will be laid in Parliament that will require medium and large businesses, including those with 50 or more employees, to phase out their offering of multibuy promotions such as ‘buy one get one free’ or ‘3 for 2’ offers on HFSS products. (GOV.UK) The discontinuation of multi-buy promotions may influence customer purchasing decisions, thereby adversely affecting Aldi's sales revenue.

2.1.2 Economic

Economic factors play a significant role in shaping the market landscape. In March 2023, UK food price inflation ranked among the highest across G7 economies, trailing only behind Germany. Despite the recent decrease in global food commodity prices, the high annual food price inflation in the UK suggests that there may be delays in price adjustments throughout the supply chain (Dey-Chowdhury & Ubovic, 2023). This economic trend could benefit Aldi, given its positioning as a discount supermarket, as customers are likely to seek out more affordable products.

2.1.3 social

The Aldi supermarket is a vital part of society and is affected by various social factors. Society is becoming more fast-paced, and consumers increasingly seek convenient, time-saving solutions. This has increased demand for ready-to-eat meals, online shopping, and home delivery services. (PESTLE Analysis of the Supermarket Industry, 2023). This provides Aldi with opportunities to expand its market share and increase sales revenue. Aldi can meet consumer demands by offering ready-to-eat meals, optimizing the online shopping experience, and enhancing delivery services.

2.1.4 Technological

Technology has played a significant role in shaping the supermarket industry and transforming how supermarkets operate. According to FMI’s report, The Food Retailing Industry Speaks 2023, 88% of food retailers use some sort of technology to personalize the shopper’s experience. Additionally, 73% of food suppliers said their technology investments in 2021 had a positive impact on their profits and losses(www.fmi.org, n.d.). One key area where Aldi can utilize technology is in enhancing the shopper's experience. Implementing personalized marketing strategies based on shopper data and preferences

2.1.5 Environmental

According to Statista Global Consumer in the United Kingdom, over one-third of consumers stated that they would be willing to purchase more sustainable or eco-friendly products if they were more readily available (Bedford, 2023). Therefore, given the pressure from the environmental aspect, Aldi needs to prioritize and focus on marketing the eco-friendly nature of their products over traditional value propositions.

2.1.6 Legal

Concerning the legal aspect, data protection has become an important issue due to consumers’ privacy and security concerns. ALDI. need to study data protection regulations to protect customer data. Moreover, there are laws to set the maximum price, ensure a certain quality standard and protect consumers from fraudulent marketing claims. ALDI. must consider these factors to ensure compliance with consumer protection laws.

In summary, the discontinuation of multi-buy promotions may affect Aldi's sales revenue. However, Aldi's positioning as a discount supermarket could benefit from high annual food price inflation in the UK. Society's demand for convenient, time-saving solutions could provide Aldi with opportunities to expand its market share and increase sales revenue. Aldi can utilize technology by implementing personalized marketing strategies based on shopper data and preferences. Aldi needs to prioritize and focus on marketing the eco-friendly nature of their products over traditional value propositions, given the pressure from the environmental aspect. Finally, Aldi must consider legal factors such as data protection regulations, consumer protection laws, and fraudulent marketing claims to ensure compliance.
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The SWOT (Strengths, Weaknesses, Opportunities, Threats) framework is proposed by many as an analytical tool which should be used to categorize significant environmental factors both internal and external to the organization(Leigh, 2010)

2.2.1 Strength

ALDI's market share grew to 8.1%in 2021, along with ALDI's commitment to innovation and the application of technology, as demonstrated by initiatives such as click-and-collect services and no-checkout shops. (Upton, 2021). ALDI's ability to attract new customers underscores its attractiveness and effectiveness in capturing market share from its competitors. At the same time, new technological innovation endeavours enhance the customer experience and demonstrate ALDI's flexibility in meeting changing consumer needs.

2.2.2 Weakness

Aldi's primary weakness lies in the perception of offering low-cost, low-quality products. UK customers tend to prioritize international and national brands.Sarisa and Hill (2021). To address this challenge, Aldi collaborates closely with its suppliers, investing in innovation to elevate the quality of their products to match or even surpass that of national brands. 

2.2.3 Opportunity

As for the opportunity, A survey commissioned in 2021 by the British Nutrition Foundation reveals that a third of British consumers have included more fruit and vegetables in their diet since May 2020, the start of the COVID-19 pandemic. In particular, the interest in fruits with specific health benefits spiked. (www.cbi.eu, 2022). Aldi can collaborate with suppliers to ensure the quality and freshness of its fruit and vegetable products, meeting consumers' high standards for healthy foods.


2.2.4 Threaten

According to the research by Sarisa and Hill (2021b)， they said that online retailers such as Amazon and other hard discounters such as Lidl could be possible threats to Aldi shortly. Aldi could strengthen its online sales platform to compete more effectively with e-commerce giants such as Amazon. This includes improving website functionality, providing a seamless online shopping experience and expanding the range of products available for purchase online.


According to the SWOT analysis framework, Aldi's strength lies in its growing market share and its focus on innovation and technology. Its weakness is the perception of offering low-quality products, which Aldi is addressing by investing in innovation and collaborating closely with its suppliers. The opportunity lies in the increasing interest of consumers in healthy foods, particularly fruits and vegetables, which Aldi can capitalize on by collaborating with suppliers to provide high-quality and fresh produce. The possible threats to Aldi include online retailers such as Amazon and other discounters like Lidl, which Aldi can counter by improving its online sales platform and expanding its product range.

2.3 Porter’s Five Forces Model

Porter’s five forces framework (rivalry between existing competitors, threat of new entrants, power of suppliers and buyers, substitute products and services) is based on the perception that an organizational strategy should encounter the opportunities and threats in the organizations external setting. A competitive strategy should rest on an understanding of industry structures and the way they change. (Porter, 1979).

2.3.1 Bargaining Power of Buyers

The bargaining power of the buyer is high. ALDI's customers are extremely cost-conscious and have low requirements for the shopping experience. The company adopts extreme cost-saving measures, such as limiting the number of SKUs and requiring customers to return shopping carts themselves, which enhances the bargaining power of customers. Customers can easily choose other retailers, leading to low loyalty to ALDI.

2.3.2 Bargaining power of supplier

The bargaining power of suppliers is low. According to (Upton, 2024）， Aldi works with around 5,000 suppliers across the UK and has been ranked as the best supermarket for conducting relationships fairly and in good faith for a record 10 years in the GSCOP annual survey. It can be seen that Aldi deals with a wide range of diverse suppliers in various regions and countries across the world.

2.3.3 Competitor Rivalry

The competitive rivalry among Aldi is very high. The British Retail Consortium (BRC) has responded to a report by the Competition and Markets Authority (CMA) on competition in the UK groceries sector that the sector is forecast to be worth £185.7bn in 2023, up 8.0% on the previous year. （Jenns,2023),To differentiate from its competitors, Aldi needs to focus on offering high-quality goods at low prices to the customers.

2.3.4 Threaten of new entrance in Aldi

In the retail chain supermarket business, the threat of new entrants is moderate, and Aldi is a competitive force in strategic management. ALDI has been recognized by the Dunnhumby Retailer Preference Index as the number one in Everyday Low Price. ALDI is committed to making a positive impact on its customers, employees, and communities ( www.aldi.us). However, offering high-quality goods at low prices is a business model that is easily imitated. Any capitalist entrepreneur could enter the discount store business line, or an individual could start a store on a small scale.

2.3.5Threat of Substitutes to Aldi

The threat of substitute products and brands is moderately lower in Aldi. Due to the food supermarket industry serving people's daily needs, the threat of substitutes is relatively low. People require food and groceries, so it is unlikely that these products will be completely replaced.

2.4 VRIO framework

From a resource-based perspective, to generate sustained competitive advantage, a firm's resources must be valuable to exploit external opportunities, be rare within the existing competition, be hard to imitate or replicate by competitors and be exploitable by organisational processes. These four attributes – value, rarity, inimitability, and organised, can be analysed using the VRIO framework to assess the competitive implications of an organisation (Grant et al., 2013)

2.4.1 Value

 Aldi has good and talented human and technological resources for establishing advanced technological hypermarkets in new and different locations. Aldi is now No. 9 in the Times Top 100 ‘Best Graduate Employers’ and also voted as the Employer of the Year 2022 at the Grocer Gold Awards - and we need you to help us lead our award-winning teams. (Aldi.us, 2024)The company's resources are helpful and valuable in gaining a competitive advantage.


2.4.2 Rarity

This aspect involves assessing the rarity of the company's resources and capabilities. The rarer these resources are, the greater the likelihood of the company achieving a competitive advantage in the industry. Aldi stands out as a technologically savvy company, having integrated various technological resources into its operations.

For instance, Aldi introduced an energy management system in 2011, which was considered unique at the time. However, it's essential not to presume this exclusivity blindly, as other retailers have also implemented similar systems. (adamkasi, 2023) Therefore, the company should focus on leveraging its existing technological resources effectively while also considering the adoption of new and innovative marketing strategies.


2.4.3 Imitability

The third component of the VRl0 analysis is imitability, which means the company tries hard to adopt the resources which are difficult to imitate. This would help the company achieve a competitive advantage and edge over others. Aldi must implement such advanced processes in the outlets and stores which are difficult for the rivals to imitate. (“VRIO Analysis of ALDI”)

This could help the company with its expansion strategy. its distribution networks are highly efficient and diverse. This is not something difficult to imitate but requires huge capitalization and time for maintaining and retaining efficiency.

2.4.5 Organization

With a comparatively lean workforce, Aldi fosters a culture where employees are given a high degree of responsibility and are held accountable for their performance. This philosophy drives employees to take ownership of their tasks, cultivate a problem-solving mindset, and continuously strive for improvement. (“Exploring Aldi’s Business Model and Working Culture”)


From a resource-based perspective, Aldi has valuable and technologically advanced resources that help in gaining a competitive advantage. However, the rareness of these resources should not be presumed blindly, and the company should focus on leveraging them effectively. Aldi must adopt resources that are difficult to imitate to achieve a competitive edge and should implement advanced processes that are difficult for rivals to imitate. Aldi's culture fosters a high degree of responsibility and accountability among employees, promoting a problem-solving mindset and continuous improvement.
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Aldi's success in the UK market can be attributed to several key factors, as identified through PESTEL, SWOT, Porter's Five Forces, and VRIO analyses.

Firstly, Aldi has effectively capitalized on political, economic, social, technological, environmental, and legal factors to drive its growth. Despite potential challenges such as regulations on promotions and food price inflation, Aldi's focus on efficiency and low prices has resonated with cost-conscious consumers.

Secondly, the company's strengths lie in its market share growth, commitment to innovation, and strong supplier relationships. However, Aldi faces weaknesses in perceptions of product quality, which it addresses through collaboration with suppliers and innovation efforts.

Thirdly, Aldi has opportunities to meet consumer demand for healthier options, such as fruits and vegetables, while also expanding its online presence to compete with e-commerce giants.

Lastly, Aldi faces threats from competitors like Amazon and Lidl, as well as the potential for new entrants to disrupt the market. However, its low-cost business model and efficient operations provide a competitive advantage.

Overall, Aldi's strategic need to focus on providing value to customers through low prices, coupled with its adaptability to changing market trends and commitment to innovation, positions it well for continued success in the UK supermarket industry.
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