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ALDI 2015: Radically transforming Anglo Saxon grocery markets

hat Aldi’s phenomenal 30%+

y-o-y UK growth in 2014
means for the hard discounter, its
competitors and suppliers...

To put Aldi's UK performance into
context, we are talking about the
highly mature UK grocery sector,
which is — especially when assessing
store estate numbers of the big four
(Tesco, Sainsbury, Asda and Morrisons)
- over served. One would hardly have
imagined that a single format, store
based player is suddenly revolutionising
a sector dominated by world-class
retailers, certainly not at that breakneck
speed.

Secondly, Aldi is a pureplay single
format discounter without a real online
grocery offer, (apart fromits social media
presence and an online wine offering in
Australia) with online grocery of course
being the other high growth area in
UK grocery. Aldi also offers no loyalty
scheme to mine data insights and is
arguably as an entire organization quite
devoid of the technology most other
retailers are employing.

Thirdly, Aldi's growth comes from
quite a high base (billions of f). We
are not talking about some small start
up, where rapid growth rates are
much easier to achieve. Moreover this
growth is generated on the back of its
private label proposition, with FMCG A
brands only making up 2.5% of SKUs
in a typical Aldi store in the UK (the
economics for the Kilburn convenience
store are slightly different). Aldi's private
label offer has disabled easy price
comparison, but only works because
the ranges are of quite high quality.

Orpem Dby

Weloome to your
Kilbum store...

How has this happened? Aldi has
been retailing in the UK for decades
without making the sort of impact
it had last year. The macroeconomic
backdrop has helped, with shoppers
forced to trade down and shop around.
That said, Aldi's real transformational
growth has only come during 2013/4,
when the UK economy had emerged
from recession and entered into
growth again. This means that clearly a
lot of credit has to go to Aldi itself for
pivoting on its proposition and gently
adjusting its core business principles.
This adjustment has included operating
brighter, more modern and larger
stores, updating its ranges such as
“specially selected”, including much
more of a fresh offer and widening
the SKU count. (For a detailed analysis
of Aldi's UK strategy suddenly hitting
the sweet spot with the UK consumer
please check our report.)

So what does Aldi’s growth actually
mean for the future of UK grocery
retailing? And first of all, what
does this mean for Aldi? As most of
its high double digit growth was like
for like, the business was creaking at
the seams last year. Aldi’s distribution
centres could not cope and had to
outsource the warehousing of some
categories. Logistics at the back end
were challenged, with OSA declining
somewhat and not least in-store
workers were struggling with the
additional footfall. Moreover, many of
Aldi’s suppliers could not satisfy the
extra demand, as hardly any would
have made contingency plans for a
30%-+ increase in sales. This is the main
reason why there will be such a massive
investment spree in the UK in 2015
and beyond - simply to satisfy latent
UK demand and relieve pressure from
existing stores and operations.

What does this mean for Aldi’s
competition? Aldi is growing at
breakneck speed at the same time as
the big four have seen their top lines
declining and right through their price
war. For the first time in years UK
grocers had to deal with real margin
compression in 2014, with shrinking
margins  actually  showing  that
investment in price is real, the bottom
lines of these businesses are taking a
hit. Unfortunately this has also meant
redundancies across the board.

The worrying news for the big four is
that Aldi is winning the price war and
that the growth spurt continues. This
mirrors developments elsewhere, in its
domestic market Germany for example.
When everyone talks about price the
discounters usually win, because price
leadership is their USP around which all
the business processes are organized
and they simply won't be beaten on
price.

Other grocery retailers simply cannot
replicate a hard discounter’s cost
structures (just compare the range of a
Tesco Extra with an Aldi) and one should
never forget that both Aldi and Lidl for
this matter are backed by some of the
richest Germans with extraordinary
deep pockets. It is usually the weakest
player within the main competitor set,
who gets damaged most in a price war,
the discounters usually benefit.

What does this mean for suppliers?
Aldi has achieved a 4.9% UK market
share with a very tight range of SKUs.
This actually means that Aldi's share
within the categories Aldi actually
retails in is already much higher and its
impact felt much wider. Going forward
Aldi will start to set the price floor in UK
grocery more and more.

We believe that Aldi is on its way to
transform the UK grocery sector, the
tipping point has already been reached
— the question how to combat the
discounter now needs to evolve to how
to adapt to a coexistence with it — more
on this in our in depth report and on

- our blog next week.
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Aldi’s Specially Selected

Aldi's convenience store on Duessel-
dorf’s Koenigsallee, opened in 2014,
now targeting the premier shopping
locations for the first time

New Aldi Nord store




ALDI 2015: Key Questions Answered

Market sizes

What are the sales figures for Aldi's
international and domestic businesses? Which
of Aldi Sued or Aldi Nord is bigger? How
many stores does Aldi operate?

What are Aldi’s sales densities and KPIs per
country? What about the profit margins?

Which markets promise the best returns for
both Aldi Sued and Nord and which criteria
need to be fulfilled for the discounters to
open their distribution centres and stores?

What sales levels will Aldi achieve over the
next 5 years? Lidl is the biggest EU retailer
already, where will Aldi end up in future?

How are Aldi Sued and Nord performing
in their home market of Germany? What
learnings can be taken from the domestic
market and what counter strategies
replicated?

What market share can Aldi reach in the UK?
What does the retailer have to do now, to
maintain growth rates of more than 30% year
on year?

How has Aldi captured the hearts of the
Australian shopper? Could it threaten the
Coles/Woolworths duopoly?
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What is Aldi Sued’s strategy in the US market?
How does Aldi Nord owned Trader Joe's differ
from other grocers and why has it developed
a cult-like following?

Why does France pose a difficulty for Aldi
and fellow discounters? Why is Aldi Nord
struggling in Denmark?

General background and the need for

change
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How is the Aldi Group structured and run?
What are the key differences between Aldi
Sued and Aldi Nord? How does the discounter
model work? Why is Aldi so successful at it?

How successful is Aldi with its move away
from EDLP towards gentle promotions and a
new good/better/best approach to its private
label proposition?

What is Aldi Sourcing Asia Limited? Is it the
first step to full vertical integration?

How promising are the latest big data
approaches at Aldi?

Why is the discounter changing now? What is
the strategy evolving to now?
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ALDI 2015: Key Questions Answered

Store expansion and format strategy

How do Aldi Sued's and Aldi Nord’s store
expansion strategy differ?

Will and should Aldi expand into China?

What is the significance of Aldi’s Kilburn
store in the UK? Or the store on Duesseldorf’s
Koenigsallee?

Why has Aldi Sued teamed up with upmarket
rival Rewe and dm in site location in
Germany? What are the consequences of this
agreement? Who feels the impact? Is this a
model for other markets? Is something similar
at play in the US?

In what ways is Aldi standardising its business
model?

In which markets is Aldi Sued investing going
forward?

Filling in opportunities around existing
infrastructure have trumped expansion into
new territories for now, will this change any
time soon — and where?

How much money is earmarked for expansion
into Anglo Saxon markets? What emergency
cash facilities is the discounter holding

back for eventual price wars and foreign
expansion?

Brands in discounters

In which markets does Aldi see most potential
for the introduction of FMCG A brands and

in which will private label remain the main
focus?

How much of Aldi’s range is local and its
sourcing influenced by the respective store
manager? How big is Aldi’s global range?

Is Aldi due to its limited range assortment and

SKU count still the biggest global buyer ahead
of Wal-Mart?

What are the average sales per SKU per
country? How high are sales densities in the
countries the discounter operates in?

What is the potential for FMCG A brands at
Aldi? What is the brands percentage of the
total range at Aldi Sued and at Aldi Nord
now? Where can it go? Where will Aldi draw
the line?

What are the learnings from Lidl and the more
distant past in regards to the introduction of
brands? What are the dangers and risks of a
‘brands in discounters’ strategy?

Does the 80/20 rule to SKUs sales apply at
Aldi, what lines underperform?

What percentage of SKUs in Aldi consists of
brands? Do brands enhance or damage the
discounter model? For brands, does listing in
discounters enhance or damage reputation?
What is the effect on basket size and shopper
recruitment? What about general pricing
levels?

What does the listing of Coca-Cola in the
discounters teach us about the introduction
of brands in discounters? Which other FMCG
A brands have entered Aldi? Which have
declined?

What happened to pricing levels of both Coke
and crucially Pepsi after the permanent listing
with Aldi? What happened at Lidl?

Was the introduction a success? From both
partners’ perspectives (Aldi and Coke)?

And finally...

Will the migration to online grocery threaten
Aldi? Should Aldi make the leap into
e-commerce? How has rival discounter Dia
been innovative in this area?



AN INSIDER VIEW OF ALDI

This report...

e analyses the complex interplay between
relentlessly optimised and standardised
business principles, extremely lean ranges,
leading to fewer production runs, leaner
supply chains, less floor space requirements
and fewer shop floor staff

e explains the strengths of a unique private
label proposition that disables easy price
comparison and often sets the bar in terms
of quality/price ratios, winning accolades
from consumer watchdog organizations

e shows how a honest and simple offer that
builds long term loyalty and customer
relationships founded on lowest possible
price and highest possible quality works
without couponing, special offers and
loyalty cards

e demonstrates how a product centric
discounter can outperform the leading
customer centric retailers without much
cutting edge technology, by operating
according to the principle that less is more,
reducing complexity and by flawless execution
and timely exploitation of trends




FEATURES AND BENEFITS

FEATURES

e An in depth introduction into the discounter concept and
the current health of the EU grocery sector

e An extensive strategy section on the threat of online grocery,
the opportunity for Aldi in terms of expansion plans, store
formats, co-operation with rivals, logistics, sourcing and
ranging

e Adedicated analysis on the relationship between brands and
discounters, including a detailed case study on the Coca-
Cola introduction and the learnings from this, including
recommendations to FMCG players

e Recommendations on what Aldi needs to do next

BENEFITS

e Gain a thorough insight into a little understood company
and the discounter model in general

e Understand what differentiates Aldi Sued from Aldi Nord,
and where the discounter radically differs from Lidl

e Reliable data in light of Aldi's highly secretive approach to
business

e Offers both a discounter and a FMCG point of view on the
listing of brands in discounters.
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As part of company restructuring, Aldi UK's two joint managing partners, Aldi UK teamed up with celebrity chef Jean-Christophe Novelli to set up 3 series of
Roman Heini and Matthew Barnes, will split after four years together with pop-up restaurants in the run up to Christmas. Five cities were visited (Glasgow:
the latter pecoming the chief executive to run the UK operation on his own London, Birmingham, Newcastle and Manchester) where 50 people per ci
with the former returning to Germany 1o become chairman of Aldi Sued’s Christmas meal with all food and drink supplied by Al
advisory poard. Two new joint managing partners will be recruited to support Mr. discounter made clever use of social media by asking potential winners to tweet
Barnes. The us and Australasia also saw new CEOQs in Jason Hart and Tom Daunt  why they deserve oneé of the 50 places.
respectively.
persistent rumours continued in November that Aldi is set to launch in
Prime Minister David Cameron visited Aldi's UK headquarters in Warwickshire after New Zealand, however an Aldi spokesman recently said there were “no
the company revealed it is 10 create 35,000 jobs as part of its £600m 550 store immediate plans” to enter the country. It would make sense for Aldi to Cross
expansion over the next eight years t0 reach a total of 1000 stores. the Tasman Sea as the discounter can use its Australian sourcing and distribution
network quite easily making significant savings.
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5) Lidl has cut back on prands in store in Germany again as it impacted the bottom 6) A discounter operates @ different business model from a supermarket, i.e. the
line too much. The discounter has found a stable equilibrium between pranded and organisationa\ setup, SUpply chain, warehouses. processes etcareunique and geared
own ranges Now- In the last years, at times, there used to be many more brands toward low costs and efficiencies. This means discounters such as Aldi will not turn
pushing Lidl's private labels off shelves. however this impacted margins t00 much, into supermarkets as they are set up in such a way that this is impossible 10 do.
so Lidl cut back on the branded offer again. This means for Lidl, there is a clear limit Discounters are focussed on driving down price - from buying to returns. They areé
to what can actually be achieved from @ cooperation petween the FMCG industry simply not focused on offering choice, convenience, attractive store environments,
and hard discounters. We believe that the same will be the case for Aldi. brands and s0 ON-
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Testimonials - Our Clients Say It Best

«Research Farm publishes great reports every year, and each report
brings a unique perspective compared to any other information
available elsewhere: the analyses go deep, they are supported with
data, but what | most value is that each report is built around a ‘clear
story’, contains proprietary insights and even sometimes innovative
projections into the future which help us to think out of the box.»
Global Channel Category sales

Nestle waters

«For us the ResearchFarm reports are so useful. The information provided give us the opportu-
nity to increase our knowledge about the retail industry and its key trends.»
Rafael Florez - CEO GS1 Columbia

«The discounters reports were and still are very helpful as we got lots of detailed information
and figures we haven’t found anywhere else. This has helped us to progress with our plans of
expansion in the US and convince people internally of the market potential.»

Marketing Manager - Bonifaz-Kohler

«On DLF’s (Danish Association of Fast Moving Consumer Goods Manufacturers) New Years
Conference we had the great pleasure to hear ResearchFarm speak about future trends in on-
line grocery retailing. The feed back from the conference participants was very positive as they
gave ResearchFarm’s presentation the highest score of all speakers, finding the analysis about
the key success factors of chosen EU and US online retailers both very interesting and inspiring.
We can therefore give ResearchFarm our best recommendation.»

Dagligvareleverandgrerne

Danish Association of Fast Moving Consumer Goods Manufacturers
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