Assignment 1 – Task 1

Porter’s Five Forces – ALDI

ALDI is a worldwide super market that sells food & drink products, pet foods, household items such as cleaning products and much more. ALDI opened their first store in the USA in 1976 in Iowa, and had spread to Great Britain in 1990, Ireland in 1999 and Australia in 2001, they also have stores in Slovenia and Hungary. They have opened 700 stores in the UK and are planning to open many more. (ALDI, 2016) In this essay, Porter’s 5 Forces (Porter, 1979) will be applied to find out the strategy that ALDI implement to make sure they keep attracting and keeping customers, and to fend off rival stores.

ALDI is already an established brand and is the main shopping store that a lot of people go to, and they sell a range of products from meats and vegetables to alcohol and pet food. For a new smaller company to try and do a similar budget store to rival ALDI they would need reliable and cheap suppliers, with cheaper prices that anyone else to catch anybody’s eye. They would also need to show that the quality of their products is high for the price the potential customer would be paying. If an already established brand were to decide of opening another company to rival ALDI, it may be a lot harder for ALDI show they are still the best. This is the case with Tesco as they have recently announced they are planning on opening a budget supermarket under a different name to match ADLI and Lidl. (Brignall, 2018) This decision from Tesco means that the threat of new entrants could be increasing for ALDI.

ALDI is a budget supermarket and their customers go there because of the low cost of their products. If ALDI were to increase the prices of all or even some of their products to make more of a profit, their customers simply would go to a different supermarket where they would be able to get the same product for a cheaper price. The ALDI store in Swansea is a good example of this because their store is very close to the Tesco store, so if they were to increase prices, customers would have no problem to travel to their competitor. Their customers are large amounts of individuals and losing a small amount won’t affect the company too much, but if a large number of individuals decided to shop at a different store this would make a big difference.  This would end up with ALDI losing a lot of their customers through this and that means that the customers have a high bargaining power.

The bargaining power of suppliers is low, this is because ADLI get their products from local businesses such as farms and florists. They have been buying their flowers from JZ Flowers since 1995 and some of their beef from ABP (ALDI, 2014). If these and their other suppliers were to demand that ALDI pay more for their products, ALDI would be able to find another supplier quite easily as they would be able to find a cheaper supplier to buy their products off instead. ALDI have been dealing with a lot of their suppliers for a long time such as JZ Flowers, this could mean that if JZ Flowers increased their products or if ALDI wanted products cheaper, instead of finding different suppliers they might negotiate to an agreement. This is because they wouldn’t want to ruin the relationship between the business as they have been long term suppliers. This could mean that some suppliers have higher bargaining power over others.

ALDI have a lot of competition as a supermarket. They sell products that are very similar to products that are sold by Lidl, Tesco, ASDA etc. If ALDI increased the prices of some products, the customers will have a good chance of finding the same of similar products in one of the stores of ALDIs competitors. This would mean that ALDI have a lot of pressure when they decide the prices of their products, when to put sales on to attract customers who shop in other stores and where to advertise themselves. ALDI also want to make sure their customer service is good, and because they made sure of this, they were ranked #1 in the ‘Which? Annual customer satisfaction survey’ in February 2018. (Hartley-Parkinson, 2018) This is mostly because of the prices of the products the store sells. But the threat of substitution remains very high.

There are many companies in the UK that focus of budget shopping, most particularly Lidl. Tesco and Asda, as well as other supermarket brands offer their own budget products such as ‘Asda smartprice’ and ‘Tesco Value’. ALDI are under constant pressure to make sure they have the best quality and prices for their products to make sure that customers who shop with them already do not go to shop elsewhere, and to try and lure customers to shop at ALDI instead of their rivals. Tesco opening smaller stores like their Express stores in more local areas make competition much higher, as they are appealing to more potential customers.

ALDI have been a growing supermarket in the UK for many years and have proved they are a worthy competitor for the big named supermarkets such as Tesco and Asda. They are continuing to show that their products are of high quality despite the lower price. If they can keep showing that the company is getting better and better there is no doubt that more people will decide to shop at ALDI instead of their regular shop thus making the company more dominant is the UK.
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