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UNITED STATES
CONSUMERS
RETHINK
GROCERY
DISCOUNTER LIDL RECENTLY
OPENED ITS FIRST STORES IN
THE UNITED STATES, AND EARLY
CUSTOMERS ARE IMPRESSED

Lidl, one of the world’s largest grocery chains, entered the US grocery market
this summer, raising two major questions: Will American consumers give
this new hard discounter a chance? And, if so, how much of their grocery
spending will shift to Lidl?
Lidl joins Aldi in the US, and collectively have successfully entered 20+ countries
from Austria to Australia. Given their success in exporting their format,
the question might be better posed as, “what makes the US consumer so
different that we should not expect Lidl to have a significant impact on the
US grocery market?”
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One key difference in the US is the low-end, entry market positioning of private label and
how this historical view might decrease Lidl’s chances for success. Another difference
is the dominating strength of national brands and their predilection for winning the
consumer through advertising, coupons, discounts and deals.
Most US supermarkets have an entry price point private label line, offering consumers
a lower-cost, lower-quality choice against national brands – but few pack their store with
a premium or a national brand equivalent private label line. The labeling (and contents)
of entry price point private label has stepped up from its initial stark, black lettering
on a white label, e.g., “Green Beans”, however without the support of advertising,
the signals from the packaging, taste, quality and price point reinforce the position of
an inferior alternative.
With private label a somewhat unattractive second, national brands continue to dominate
store aisles by creating demand through advertising to consumers and providing trade
funds to grocers. This push/pull model has sensitized the American consumer to continuously
look for deals on national brands, while simultaneously making it attractive for grocers
to stock these products. It is interesting to note that discounts are much more common in
US retail than in other parts of the world, for example, clothing retailers offer 30, 40 and
50% off on a regular basis.
It is against this backdrop of poor private label perception and a marketing machine
surrounding national brands that we conducted a survey of grocery shoppers both before
and after they had shopped at Lidl. Their answers will surprise US grocery executives,
as their customers favor Lidl not only for its value and private label, but also for its fresh
produce and assortment. Lidl’s appeal is also economically broad, with income brackets
matched well with those for incumbent grocers. These early findings, combined with
Lidl’s success in entering 20+ other countries, underscores Lidl as a serious threat to US
incumbent food retailers.
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DISCOUNTERS WILL CAPITALIZE
ON US GROCERY TRENDS
Over the past decade, consumers have been changing the way they shop for food, dividing their
spending across a variety of stores and formats. Their behavior is fueling a widening range of
choices: supermarkets, hypermarkets, clubs, convenience stores, dollar stores, meal kits, online
services, and restaurants offering the option to “take a meal home”. Food‑at‑home has become
everyone’s business.
Amidst all this choice, Lidl has entered the United States with bold plans to build an estate of
more than 1,000 stores in less than five years. Aldi, its international discount rival, responded
with a $5 billion plan to modernize and build out its current US estate of 1,500 stores, aiming
for over 2,500 stores in the same period. Are these wise moves? Aren’t American consumers
already spoiled for choice? And what can Lidl offer to attract consumers to its dominantly
private-label offering? Isn’t Tesco’s Fresh & Easy foiled entry a word to the wise?
We asked consumers what they thought, beginning with their impressions of Lidl the week
before the first US stores opened: Would you shop at Lidl, and why? Eight weeks later,
after shoppers had the opportunity to trial the stores and the products, we asked again,
covering a wide range of topics.
In the multi-year run-up to Lidl’s entry, the conventional US grocery industry wisdom has
been that Lidl, like Aldi, is a one-hit wonder: great on value but not much else. In our analysis
of customer attitudes across Virginia, North Carolina, and South Carolina, we learned that
Lidl is generally perceived as stronger on value, beating every competitor in these markets
on this dimension. However, Lidl’s threat to incumbent grocers is much broader than value
alone – the company beat most domestic competitors on fresh and private-label product
perception, as well as on the shopping experience. While not dominant in assortment,
Lidl had a better perception on assortments than some incumbents. In its first 3 months in
the market, Lidl certainly seems headed in the right direction.
This initial success sounds an industry alarm. Winning on factors beyond value combined
with an aggressive rollout strategy, means that Lidl’s entry is likely to pull several billion
dollars of grocery spending away from incumbents. The company has a proven track
record in over 20 countries of understanding consumers, getting them to trial its stores,
and – over time – turning them into loyal customers. We believe there is a clear and present
danger, and offer the following observations with the aim of starting a conversation on how
supermarket executives can retain their customers and thrive despite this new competitor.
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SHOPPING AT LIDL: THE CONSUMER VIEW
We asked more than 500 consumers in Virginia, North Carolina, and South Carolina about Lidl before it opened
stores in the US. After two months of the shopping experience, we surveyed more than 300 actual Lidl shoppers,
as well as almost 2,000 other shoppers from the same states.

In direct comparison with incumbent grocers,
Lidl wins on unexpected dimensions

Households of all income levels are open to shopping
at Lidl

Lidl clearly wins on value, but consumers also rank the
company no worse on assortment than such national
supermarket chains as Kroger and Walmart. This is
quite surprising given that these players have more than
twenty times as many products as Lidl. Moreover, even
upscale local grocers that are well-known for excellent
service, fresh products, and private brands scored only
on par with Lidl on those dimensions.

Contrary to commonly held industry wisdom, households
at all ends of the income spectrum appear prepared to
shop at Lidl. In fact, 43 percent of first time Lidl shoppers
had an annual income over $75,000, which is very similar
to the profile of an average shopper elsewhere.

Lidl attracts shoppers from all incumbent grocers
Consumers that shop at Lidl include the loyal customers
of a broad range of grocers. Lidl not only attracts
other discounters’ clientele, but also loyal customers
of national chains such as Walmart and Kroger, and
regional grocers such as Food Lion and Publix. Only
9 percent of the first‑time Lidl shoppers considered
discounter Aldi as their main grocer.

Once a Lidl store opens nearby, customers will
almost definitely shop there. However, gaining
awareness seems to be a challenge
Among almost 2,000 shoppers who had not tried Lidl,
only 8 percent were not interested in doing so. The other
92 percent did not shop there simply because Lidl had
not yet opened a store nearby, they were not aware of
Lidl, or they just hadn’t had the time so far.
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Lidl shoppers say they will continue to shop at Lidl
Before Lidl’s store openings, 39 percent of consumers
said they would shop at Lidl once a week or more in the
future even though they had never stepped into a Lidl
store before. After actually trying Lidl, this number
increased to 56 percent. The key question is how this
number will evolve in the next months, as the novelty
wears off.

Lidl surpassed the expectations of most customers,
though 27 percent were disappointed
Consumers rated their overall shopping experience
at Lidl positively – something that should bother
incumbents. More than two-thirds of shoppers thought
Lidl offered great freshness and quality in the perishable
assortment and that it surpassed their expectations
for the shopping experience and prices. However,
27 percent of first-time shoppers were disappointed
with the store and not likely to become Lidl fans in the
short term.

IMPLICATIONS OF LIDL’S ENTRY INTO THE
US MARKET ON INCUMBENT GROCERS
Grocery retailing is a zero-sum game, meaning every dollar spent at Lidl will go missing
from incumbent grocers’ cash registers. Lidl and Aldi, given their expansion plans could
be operating close to 4,000 stores across the US in less than five years, with revenues circa
$30 billion. That size shift in consumer spending will put significant stress on incumbent
grocery retailers, forcing weaker operators into defensive positions. We recommend
incumbent retailers respond by re-defining their strategies to account for this market
shift – and to do so fast.
Independent of the chosen strategies, we believe retailers will first need to generate cash,
as this will be necessary both to fund investments in closing the price gap and to make the
estate improvements that will define their differentiation. We know that many retailers
have been cutting costs, squeezing out a little more each year in budgets, salami-slicing
labor staff levels, and challenging expense budgets. Unfortunately, these incremental cost
take‑outs will not be enough.

Exhibit 1: How do early Lidl shoppers rate their shopping experience?
Lidl surpassed the expectations of most customers

67%
think that the freshness
and quality of produce
and bakery is great

68%
think that Lidl’s
store brands are very
good in value for money

68%
think that the shopping
experience at Lidl
overall is great

64%
think that the
prices are cheaper
than expected

27%
are disappointed with the
store and do not understand
what this hype is about

34%
miss the service that you
do not get at the stores
(e.g. help packing bags)

Source: Oliver Wyman analysis
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CEO AGENDA FOR THE 24 MONTHS
BEFORE LIDL ENTERS THEIR MARKET
Lidl has been in the US market for only a few months but already industry reports are
declaring they are in trouble, citing management changes and loss of shoppers. We believe
these items are far less relevant in predicting Lidl’s long-term success than the consumer
insights we have captured. Lidl has demonstrated in country after country they play the long
game; tuning their offer, driving customer trial, and connecting with them to achieve repeat
purchase. We believe Lidl are a serious threat and warrant CEO attention and action.

Exhibit 2: Why do consumers not shop at Lidl?
Customers trialed Lidl’s stores when they were aware of them

63%

24%

8%

5%

Because
of location

Are not
aware of Lidl

Are not interested in
shopping at Lidl

Haven’t had the chance/
time to shop there

Source: Oliver Wyman analysis

Fund investments for growth by profoundly cutting costs:
•• Radically simplify the business – operate more leanly in stores and in head office.
•• Change the nature of relationships with suppliers.
•• Consider automation and artificial intelligence.
•• Manage the asset base more aggressively.
Invest in value and offer differentiation:
•• Invest in prices to be within your customers’ willingness to pay a premium.
•• Invest in better customer engagement and services that support your new positioning.
•• Invest in a strong private brand – adapt to major customer trends.
•• Invest in strengthening the overall assortment – localize and offer true choice.
Lidl’s entry into the US is a clear threat, in our view, to incumbent grocery retailers.
We believe early shifts in strategy funded by step changes in cost reduction can position
grocery retailers to retain their customers and find ways to thrive, even as Lidl and Aldi
realize their plans to grow aggressively in the US.
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FIRST-TIME LIDL SHOPPERS LOOK LIKE LOYAL SUPERMARKET SHOPPERS
HOW LIKELY ARE THEY TO BECOME REPEAT LIDL CUSTOMERS?
56% OF ALL LIDL SHOPPERS SAY THEY WILL SHOP THERE MORE FREQUENTLY IN THE FUTURE (ONCE A WEEK OR MORE OFTEN)

39%

Before
Lidl opened

56%

After
Lidl opened

HOW BIG ARE THEIR BASKETS?
SHARE OF BASKETS >20 USD

WHAT IS THEIR INCOME PROFILE?
INCOME DISTRIBUTION OF LIDL SHOPPERS VS. OTHERS, IN PERCENT
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9

11

29

34

58%

>150 K

31

70%

85%

Discounter

National Grocer

75–150 K
42

52

15

14

Lidl Shoppers

Discounter

48

25–75 K

10

<25 K
Lidl

Average Shopper

WHICH IS THEIR CURRENT, PREFERRED GROCER?
IN PERCENT
25.2

17.3
14.0
11.3
9.3

7.6
5.0

Wal-Mart

Food Lion

Harris Teeter

Aldi

Kroger

Publix

3.0

2.7

2.3

2.3

Costco

Target

Lowes

Bi-Lo

Other Grocers

Source: Oliver Wyman analysis
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