
STRATEGIC MANAGEMENT
Assignment 1

Abstract
The ALDI supermarket brand was started in 1913 by the Albrecht family, who were thrifty and loved to save money. ALDI became the ‘World’s first discount store’, with a simple yet effective business plan. This report will explore the positives as well as the limitations of ALDI’s strategic management approach. ALDI’s mission statement is “Spend a little, live a lot “and it adheres to this vision, and the effective ‘one-liner’ is supported by solid values. ALDI has amassed a loyal shopper base by staying true to its roots as a money-saving store. They do it differently from other supermarket chains with their simple store design, essential customer experience and no-frills approach. By copying brands to a very similar specifications and quality, they have amassed a catalogue of imitations that rival the big brands and cost a fraction of the price.


Contents Page

2. Introduction…………………………………………………………………..………….. 2
     2.1 The background of ALDI ……………………………………………….………… 2
    2.2 Strategic Objectives ……………………………………………………………… 3
3. Porter’s Generic Strategies …………………………………………………………… 4
     3.1 Porter’s Model ………………………………………………………………..…… 4
     3.2 Porter’s limitations ………………………………………………………………… 5
      3.3 What is strategy? …………………………………………………………………. 5
4. ALDI’s competitive strategies ………………………………………………….………. 6
    4.1 Cost leadership strategy …………………………………………………………… 6
    4.2 Aldi’s Cost Leadership Strategy …………………………………………………… 7
    4.3 Differentiation Strategy ……………………………………………..……..……… 8
    4.4 Aldi’s Differentiation strategy …………………………………………….….…… 9
5. Risks of Aldi’s Strategic Approaches ………………………..………………….……. 11
6. The Future of Aldi ……………………………………………………………………… 13
7. Recommendations …………………..………………………………………………… 13
8. Conclusion ……………………………………………………………………………… 14
9. Reference List …………………………………………………………………………. 15


  2- Introduction
2.1 The background story of ALDI
The Aldi supermarket brand started in 1913 Anna Albrecht opened the first store in Essen Germany. The original Aldi store was very different in its appearance from today’s familiar set-up. The shop was small, compromising of only approximately 1,000 square feet, situated on the ground floor of a brick rowhouse and the Albrecht family lived above the shop (Wortmann, 2016).
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Figure 1 – The original ALDI store named Karl Albrecht, opened by Anna Albrecht in 1913. 

The store has been branding itself as a discount store from the very beginning, with the name ALDI being short for Albrecht Discount (Gutoskey, 2020). The store was expanded by her sons Theo and Karl in 1948, who quickly developed the brand into an expansive, family-run franchise, and by 1952, there were stores in over 100 locations. The reason for the brother's success was the cost-cutting strategies they employed, which strongly resonated with people of that post-war time. Their customer-focused and cost leadership strategies not only allowed Aldi to remain competitive, but also helped edge out competitors, gaining ALDI a competitive advantage in the market. ALDI has remained loyal to its tried and tested strategies and still gains an advantage over higher-priced retailers by offering similar products or services at a lower price than competitors (Guofano, 2022). 

Driven by the love of a bargain the brother's expansion saw them develop the ‘World’s first discount store’, with a simple yet effective business plan. They would keep prices low by stocking non-perishables and swiftly removing non or slow sellers from the sale (ALDI, 2023). To avoid expensive overhead costs, the brothers kept their premises low-scale and developed a chain of compact supermarkets, while refusing to pay for any form of advertising (Wolter, 2023). 

2.2 Strategic Objectives
There are several strategic frameworks available for businesses to follow, such as the Strategy Clock, The Ansoff Matrix and Porter’s generic strategies (Pitt & Koufopoulos, 2017). This report has identified Aldi’s strategic approach to business, which appears to correspond with Porter’s generic strategies, focusing specifically on cost leadership and differentiation strategies. 






3. Porter’s Generic Strategies

3.1 Porter’s Model
Porter’s business strategies emerged from Harvard professor, Michael Porter in the 1980s, and he is still considered one of the most influential strategists in the field. His strategies have been a dominant paradigm within business-related literature and have an impressive influence on the formulation of strategy thinking (Scheele, 2014).

Porter's four approaches to business differ in focus and details, namely; 
· Product differentiation
· Cost leadership
· Focus on Cost
· Differentiation 

Using porter’s generic strategies as a framework it is possible to devise strategies to obtain a competitive advantage. Competitive advantage can be defined as an advantage over competitors gained by offering consumers greater value (Charan, 2021).



3.2 Porter’s Limitations
According to Barutçu & Tunca (2012), strategy planners could become confused after reading Porter's generic strategies and analysing them to try and determine what strategy they should pursue to improve their firms' performance. Porter’s strategies can be rigid and restrictive. Islami et.al., (2020) agrees that the model does not always present strategies by quantitative results, indicating how each of the generic strategies impacts firm performance separately. Despite analysing the industry environment, competitive forces, and competitive strategies firms must build to achieve competitive advantages. Therefore, strategists may implement an inappropriate strategy without realising that in the long-term, they are destructing their industry and their business.

3.3 What is strategy?
Strategy can be defined as the path that must be followed to achieve the vision using the strengths and weaknesses of the company, ultimately a map that shows how to get from where you are, to where you want to be (Heubel, 2022). The levels of strategy within an organisation are Corporate-level, Business-level and Functional-level strategy. Employees in every department within an organisation can be adversely affected if a strategy is poorly chosen and formulated by top management. The key is to highlight the strengths and weaknesses of your organisation by performing an internal analysis and applying a generic strategy to develop the goals and objectives (Chereau, 2019).

Competitive strategy can be defined as a set of policies and procedures used by a business to gain a competitive advantage in the market (Subramaniam, 2022). A company may choose to implement a competitive strategy to remain relevant and up to date in an evolving digitalised market. 

A marketing strategy can be defined as the process in which a company anticipates creating customer value and achieving profitable customer relationships (Rogers, 2022). The marketing strategy deployed by Aldi is focused solely on reducing costs to the customer and the company. Their strategy commits to not utilising a marketing department, instead managing with a basic budget for marketing of just three per cent of the total revenue of the company. Additionally, Aldi does not spend any of their budget on public relations, alternatively, they offer middle aisle products, that change weekly and are sold only as long as the original stock lasts (Aaker & McLoughlin 2010). 

4. ALDI’s competitive strategies
At Aldi's beginnings, its main mission was to provide low-quality goods to those who could not afford to shop elsewhere, and this mission has continued to this day (PaperAp, 2017). 

4.1 Cost leadership strategy
The objective of cost leadership is to achieve the lowest cost of operations in a particular industry so that an organisation can gain a competitive edge (Blokdyk, 2018). The strategy involves obtaining a competitive advantage by producing low-cost goods and selling them at a profit, whilst still maintaining a low cost to the customer (Alhosseiny, 2023). An example of the cost leadership approach is the Swedish furniture company IKEA. IKEA have a successful business model focused on cost-effectiveness, gaining a competitive advantage over competitors by offering good quality furniture at reasonable prices (Bhasin, 2021). If you wanted solid furniture, you could simply go to Oak furniture land or a similar retailer, however where IKEA have the competitive advantage by offering a wider variety of products at competitive prices. You could decorate every room of your house with one visit, something you could not achieve at rival establishments.

4.2 Aldi’s Cost Leadership Strategy 

ALDI sell products at low prices whilst managing overheads carefully, such as operational and transportation, by storing goods directly within the store and keeping these to a low quantity (Kasi, 2017). They focus on high sales volume with low prices, and the fact that they can offer much lower prices than their competitors is at the heart of their competitive advantage, because of all these avenues for cost reduction (Guofano, 2022).

ALDI sell what can be considered ‘essential’ products, allowing them to avoid costs associated with carrying a high number of stock units. Their brand is easily recognised as a ‘no frills’ supermarket, providing loyal customers with a basic shopping experience whilst offering low-priced products in store-only. According to King et.al., (2018) ALDI can keep their prices competitive by keeping operating costs as low as possible and providing a store only essential customer experience and reducing the number of choices we have, helping us to leave the store faster. However, according to Ladd (2021), retailers hoping to stay relevant are focused on developing business models that incorporate online shopping services to fully facilitate customers and remain competitive. 

To allocate costs as effectively as possible, ALDI is not open for twenty-four hours like many other grocery stores, thus saving on staff and utility costs. ALDI customers are charged a fee to rent a trolley, charged for carrier bags and expected to pack away from the till without help from the checkout staff. There are many of ALDI’s products contain multiple and supersized barcodes, increasing time efficiency at the checkout (Britland, 2019). These cost-saving strategies cut down on staff necessary to perform separate roles, instead putting the responsibility for an independent shopping experience onto the customer. Additionally, a lot of the store’s products are loaded onto the shelves in their original crate boxes, saving on employing someone to stock shelves, thus increasing staff efficiency (Mehta, 2022).

Another cost strategy ALDI employ is they only carry an average of 1400 stock-keeping units per store (Bose, 2017). Exceptionally low when compared to the average of 100,000 that Asda supermarkets hold (SODRY, 2023). This helps customers make faster decisions, allowing the store to have a much faster turnaround on inventory. ALDI may have been assisted by the rival supermarket's who over saturate shoppers by wanting to sell more, whilst ALDI sticks to its simple design that saves us from walking around the store for hours being overwhelmed by too much choice, it refreshingly offers less (Britland, 2019).  




4.3 Differentiation Strategy

A differentiation strategy requires an organisation to focus on identifying a unique product or feature to differentiate them from its competitors. This can be achieved by developing specialised products or rebranding older products, all for sale under the organisation's existing brand (Semuel et.al., 2017).  Differentiated products can be key to an organisation’s competitive advantage and customer satisfaction leading to customer loyalty, amounting to a strong relationship between product differentiation and brand loyalty (Mwabu, 2022). A company which utilises this strategy is jewellery retailer Pandora. They differentiate their products in the jewellery industry on quality, not premiumness. The differentiation is that their products are well recognised and of good quality, yet affordable as a high street brand (Bhasin, 2019).

4.4 Aldi’s Differentiation strategy

Differentiation requires creating emphasis on product organisation and uniqueness, thus creating value over other available products in the market (Svendsen et.al., 2011). ALDI’s target market is working -middle-class customers who focus on product cost over quality when making purchases. Like Pandora Jewellery, ALDI keeps the edge over competitors by creating excellent value for customers by offering high-quality products and low prices, meeting its target audience's needs. 90% of Aldi’s portfolio comes from private labels (Mehta, 2022). In each aisle of the supermarket, you can see privately owned products looking strikingly like high-end brands. For example, you can’t get Kellogg’s Frosties at your local ALDI, however, you can put Frosted flakes in your trolley (their exclusive knockoff) for less than half the cost, with a very similar look and taste (Mertes, 2023). 

The most famous differentiated products at ALDI are its health and beauty ‘dupes’, trading under the name of Lacura. ALDI copies the packaging of these products so similarly that they rival the luxury brands on quality and appearance. Lacura’s version of the caviar night cream retails for less than 2% of the La Prairie caviar night cream (Robb, 2023). 
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Figure 2 – Lacura’s amazingly similar looking £6.99 dupe of La Prairie caviar night cream selling is Harvey Nicholls for £450 (Robb, 2023).

ALDI has produced these perfume, hair and skin care dupes rivalling Liz Earle, Coco & Eve and Pixi to name just a few (Hall, 2023). These are big luxury giants and ALDI has differentiated its products by offering replicas, some of the ingredient lists are strikingly similar when comparing dupe to the original, at a fraction of the price (You, 2022). ALDI has amassed quite the cult following for these dupes, and the internet is saturated with blogs and YouTube videos of people comparing the high-end versus Lacura products. Many people wishing to try these bargains for themselves go to Aldi simply to buy these products, thus gaining ALDI new customers all the time (Tries, 2023).
ALDI’s product differentiation has also taken on an ethical approach to retail, with the introduction of their ‘wonky’ fruit and vegetables in 2017. The wonky range helps customers save money by avoiding paying more for their shopping, whilst still maintaining the same healthy shopping lists. It helps farmers who would not alternatively have been able to sell the misshapen produce and helps the planet by reducing waste (Butler, 2022).


5. Risks of Aldi’s Strategic Approaches

The risk of ALDI’s cost-cutting strategy is that they may find that this model may not work indefinitely. The world of online shopping has grown by 67% since the coronavirus pandemic, and shoppers altered shopping habits seem to be here to stay (YouGov, 2022). Thus, ALDI is taking a risk following the same cost leadership strategy that proved effective a century ago.
ALDI’s no-frills strategy means that they do not offer a customer loyalty scheme, despite loyalty programmes producing lucrative results. A customer that signs up for a loyalty scheme is 47% more likely to buy from the same store gain, and when, on average, 80% of profit comes from 20% of loyal customers, rewarding loyalty seems like the only way to stay competitive (Alshurideh et.al., 2020). However, McKinnell (2020), explains that ALDI has deliberately excluded itself from joining the loyalty scheme bandwagon, stating that it does not wish to reward only some customers, as well as not wishing to pressure its loyal customer base with multi-buy offers, they simply may not need, or be able to afford. They know their customer base and do not want to alienate them by becoming too pressured or mainstream. 
There is a high risk involved in the product differentiation ALDI undertakes. According to Malik et.al., (2013), customers are more likely to buy a product if the branding is the same, or closely like, something they recognise and have used before.  Mimicking the packaging of some of the big brands means the products available in store are already familiar to customers, allowing ALDI to make sales based on customers perception of another brand. Additionally, it saves them on marketing costs. However, this strategy has not been without pitfalls and Aldi has been in trouble many times for sailing too close to the wind in their imitations, with some big brands even attempting to bring lawsuits against them. Mark’s and Spencer is a well-publicised one regarding the ‘Cuthburt the Caterpillar’ cake in 2019. ALDI won in this case (McPartland, 2021). However, Charlotte Tibsbury successfully sued ALDI in 2019 for their imitation of her ‘Filmstar bronze and go’ palette which is strikingly similar (see figure 3) (Fairhurst, 2019). 
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Figure 3 – ALDI were successfully sued by the Charlotte Tilbury brand after a judge deemed the design ‘artistic copyright work that had been sunstatially copied’ (Fairhurst, 2019). Although the odd law suit may be worth it as Onita (2022), explains that most smaller companies have no choice but to let the copies slide, particularly if they are in the middle aisle, where they’re on sale for four weeks so by the time they begin to respond, Aldi’s item is no longer for sale.


6. The Future of Aldi
Despite the limitations of ALDI’s business strategies, the supermarket chain is planning an expansion in the next three years, with the company investing £500 million in new and existing store upgrades. This will provide new job opportunities for the UK as the grocery products now come from British suppliers following Brexit (ALDI, 2022.) This builds on ALDI’s values as a sustainable, family-centred store. This expansion is a positive move, so they do not simply freewheel into the future and risk becoming stagnant and out of touch when compared to ethically sustainable rivals.

7. Recommendations
To remain competitive, ALDI face challenges that are arising from the world becoming more digitised. They are using an old business model that does utilise any advances in technology. 

Therefore, the recommendations for ALDI moving forward are;

· Implement a free email subscription into their website, so that customers can sign up to receive the latest products and offers.
· Consider offering an online shopping service that enables customers to have their shopping delivered to their homes via an ALDI delivery service.
· Engage with customers by offering them a loyalty app that can be scanned at every visit, amounting to points or vouchers. 




8. Conclusion
By providing the bare minimum number of products needed in store to meet its customers' needs, Aldi has honed its offering and strives to be a retail curator. As magicians of minimalism, they save us time and help to reduce our shopping anxiety, by simply reducing the number of choices we have, helping us leave the store faster. Aldi manages to compete with the big stores and challenge their rivals, despite carrying up to a tenth of some huge chain retailers. Aldi’s minimalistic approach to retail has followed its mission statement and they have amassed a following of dedicated shoppers who enjoy shopping in a way in which they can “Spend a little, Live a lot”.
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