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[bookmark: _Toc144209388]Executive summary
The report explored the concept of customer relationship management and its importance. The specific case of Tesco was considered – a service-sector company and the largest retailer in the UK. The discussion identified some key issues related to Tesco’s performance, especially the decreasing service level. Numerous internal and external factors contributed to the emergence of the problem. The report considered several models, which were related to customer relationship management, such as marketing mix, Porter’s Five Forces and marketing communications mix. Findings revealed some performance issues of Tesco in relation to the pricing, place and promotion elements of the marketing mix. The adoption of technologically advanced artificial intelligence solutions, as well as the concept of Total Quality Management were identified as the most effective recommendations for future performance improvement in a changing and competitive marketing environment. 
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Relationship marketing, as a broad concept, is primarily concerned with the establishment and maintenance of a robust client base with high levels of loyalty. Thus, customer relationship management (CRM) aims to cultivate a high level of consumer loyalty (Rapp and Collins, 1990). According to Grönroos (1994), CRM enhances a company's capacity to effectively achieve various stakeholder objectives. This phenomenon occurs when a business is situated in closer proximity to its clients, hence enabling a more comprehensive comprehension of their requirements. In addition, CRM also places emphasis on attaining elevated levels of client satisfaction (Christopher, 1996). 
The focus on CRM is not accidental, but clearly supported with evidence. According to Ndubisi (2003), the cost of keeping a loyal customer is typically 5-6 times lower than the cost of acquiring and servicing a new customer. According to the findings of Sheth and Parvatiyar (1995), there exists a positive association between CRM performance and client retention, which in turn leads to enhanced profitability. Furthermore, it is worth noting that relationship marketing has a significant role in attaining a greater level of performance stability, regardless of fluctuations in the business cycle (Al-Hersh et al., 2014).
Given the specifics of the chosen organisation – Tesco – its focus on customers is quite important for long-term success. As a market leader, Tesco must employ effective CRM policies and practices. Tesco is also a retailer which shows its exposure and dependence on delivering high-quality services to existing and potential customers. In this relation, there are different frameworks for ensuring high level of customer service. The role of the SERVQUAL model is worth mentioning. This methodology primarily utilises quantitative measurements to assess service quality. The key factors that influence service quality refer to reliability, responsiveness, empathy, reassurance, and tangibility, as identified by Parasuraman et al. (1985). Therefore, it is important for any service-based company to address the abovementioned five key elements when delivering services. 
An alternative approach refers to the concept of Total Quality Management (TQM). The primary objective of TQM is to attain optimal levels of client satisfaction. According to Alzoubi et al. (2019), the attainment of high customer satisfaction is regarded as the sole indicator of increased quality. Therefore, TQM offers a service quality management method that places a greater emphasis on meeting the needs and expectations of customers. Moreover, the concept recognises the attainment of continuous improvements through the implementation of innovative strategies and organisational restructuring (Alzoubi et al., 2019). The involvement of all people within an organisation is of utmost importance in the process of quality improvement (Alzoubi et al., 2019). TQM plays a significant role in service-sector organisations by fostering an inclusive and customer-centric culture. This culture enables the improvement of services through the utilisation of customer feedback and the evaluation of performance based on customer-related data (Alzoubi et al., 2019).
The report consists of several chapter. After the introduction of key concepts, such as CRM, SERVQUAL and TQM, the company context is presented together with the main issues from a CRM perspective. Then, the report explores two theoretical models which are of value for understanding the internal and external factors affecting CRM and overall performance. The report then explores only one of the models to analyse the performance of the selected organisation with detailed evidence. Based on research findings, relevant conclusions and recommendations are provided at the end of the report. 
[bookmark: _Toc144209390]Company context
The selected organisation is Tesco which has been the largest UK retailer for a considerable period. This is evidenced by the fact that Tesco holds a market share of 27% - much higher than its competitors in the grocery retail sector (Bedford, 2023). Millions of customers are served each week due to the considerable network of physical stores – 2,800 stores – as well as online sales channels (Tesco, 2023). The retailer has a solid capacity, as shown not only by the high number of physical stores, but also the existence of 355,000 employees (Tesco, 2023). The scalability of market scope is also demonstrated by the annual revenue of Tesco, reaching £65.8 billion (Reuters, 2023).
The brief description of Tesco suggests that CRM is quite important for market success. Tesco serves the highest number of customers, as shown by the leading market share. Hence, the exposure is a key factor which insist prioritising the CRM process. The existence of physical and digital sales channels, as well as the constantly changing consumer trends also indicate the importance of achieving excellent CRM. 
The main CRM problem of Tesco refers to the worsening level of customer service which in turn negatively affects the overall CRM process.  This problem is also discussed in detail as a part of the report. There are several internal and external factors which contribute to the worsening of customer service level. Hence, they must be seriously considered given the potential risks imposed on customer service and management activities. Internal factors are organisationally related; therefore, Tesco has full control over addressing the issues. As mentioned earlier, the large size can be considered as an internal weakness, as communication, decision-making and flexibility are inhibited by the scale of the organisation. In addition, Tesco experienced a major accounting scandal in 2014 and the damaged reputation of the company has had negative implications on brand value and consumers’ perceptions regarding the company’s ability to deliver value and be trustful (Nazir, 2021). 
Online reviews from actual customers also deliver important insights regarding the performance of the retailer and the issues linked to the CRM process. As shown below, Tesco has a generally average performance in terms of customer service, value and returns, whereas shipping and quality are identified as relatively stronger areas, although far from achieving maximum scores (Site Jabber, 2023). This piece of evidence clearly shows the issues linked to customer service level. 
Figure 1 – Tesco’s performance assessment based on online reviews from customers
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Source: Site Jabber (2023)
These assessment scores indicate issues and require a more in-depth analysis of opinions of customers. Some of the main complaints, which are internal for Tesco and to some extent linked to the CRM process, refer to poor service quality, lack of adequate customer support, inability to fulfil the promise to match the prices of competitors (Aldi), delays in online deliveries, as well as lack of adequate price-based promotions from Tesco’s Clubcard (Site Jabber, 2023). Although sporadic, these opinions indicate holistic issues, which negatively affect the overall ability of Tesco to deliver the most optimal CRM. 
In addition to the customer-based comments, as cited by Site Jabber (2023), the results from a large-scale survey with more than 3,000 UK consumers are worth mentioning. Tesco has an overall customer score of just 68% - much lower than the key competitors Morrison’s, Aldi and Lidl (Which, 2023). Customer service – the specific issue of the current discussion – is worsened based on long queues at the checkout, while staff availability and helpfulness are seen as relatively strong performance aspects (Which, 2023). The overall value-for-money proposition is seen as a poor performance area with negative implications on service quality perceptions and the CRM process, as shown below. 
Table 1 – Tesco’s performance results from a large-scale consumer survey
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Source: Which (2023)
The external environment also poses challenges related to the CRM process. Typically, the most important external factors affecting CRM tend to be data privacy regulations, technological changes and security breaches from hackers (Api Way, 2023). Tesco has not been immune to cybersecurity issues, despite the efforts to implement the best system. For example, the access to Tesco’s website and mobile app was interrupted in October 2021 because of a cyber-attack (Tung, 2021). In 2016, Tesco Bank experienced a major cyber incident leading to a loss of customer related personal data, as well as a theft of £2.26m from 9,000 customers (Tung, 2021). Tesco was fined £16.4m by the Financial Conduct Authority; however, the reputational damage and worsened CRM process have exceeded the size of the fine – clear evidence for the external issues related to cyber crimes and security breaches (Tung, 2021). 
The discussion clearly shows the existence of numerous and quite diverse internal and external factors affecting the CRM process. To a greater or lesser extent, the discussed problems inhibit the achievement of high customer service level and satisfaction. The discussion hereafter continues with a theoretical overview of two main theories which can be applied in the field of CRM, as well. 
[bookmark: _Toc144209391]Models review
As required, this section of the report explores two marketing models which influence customer service and CRM processes. The selected theoretical frameworks are the marketing mix – 4Ps – and Porter’s Five Forces. 
[bookmark: _Toc144209392]Marketing mix
A company’s marketing mix is a foundational concept describing how it decides to sell its products. It is a direct reflection of upper management’s decisions on how to design them and price them competitively, establish channels of distribution and finally come up with proper advertising (Kotler et al., 2020). The foundational elements in this case are the four P’s – product, price, place and promotion (Kotler et al., 2020). When combined, they can be used by analysts to predict a business’ performance and evaluate it against its sector competitors effectively (Chisel, 2022). 
The model starts with an explanation of the product element and most commonly describes it in terms of features, quality, its branding, design and finally the related services and warranty. Yasar (2022) argues that the product can be viewed as either a physical item or a service. Just as importantly, to generate profit, the product must meet a specific market need. Product success largely depends on the ability to achieve maximum differentiation coupled with a unique customer experience (Yasar, 2022). Considering the latter, product can largely influence the CRM performance, as well. 
According to Kotler et al. (2020), the element of price plays a crucial role in reaching the target audience. In the general case, higher prices mean lower volume and vice versa, leading to either higher margins or volume-based revenues (Krugman and Wells, 2020). Therefore, a wrong pricing decision on the management’s part can lead to poor sales even if a product is differentiated and well-designed (Kotler et al., 2020). In addition, it is worth noting that sometimes small businesses may sometimes be able to charge more for their products based on niche products and a high degree of personalisation (Kotler et al., 2020). 
The place element is also known as distribution and is often closely tied to the choice of distribution channels for the product or service. Management must decide on what channels to use for the most efficient sales process and small manufacturers, for example, might often rely on established distributors (Reuters, 2009). On the other hand, a retailer might have to balance the tradeoff between paying high rents for a prominent physical store or investing in a wide-reaching online marketing campaign to attract customers (Reuters, 2009). Chisel (2022) adds that for companies which have trouble in getting their products to market, intermediaries might be a good choice to increase exposure and reach the consumer. By acting as go-betweens, these intermediaries can alleviate much of the difficulty coming from tackling channel distribution. 
As already mentioned, promoting a product can be viewed partly as a tradeoff when thinking about the entire marketing mix; however, the model establishes that it is an inevitable part of business. Some of the activities include advertising, public relations, personal selling, sales promotion and direct marketing (Todorova, 2015). Different products, markets and even the economic cycle might require a different approach to promotion and its elements. As each of them requires funding, an inappropriate choice might lead to disproportionate expenses and ultimately hurt profits (Chisel, 2022).
The potential application of the marketing mix is quite important for understanding the overall positioning of Tesco, some of its factors for competitive advantage and strengths in terms of CRM (Kotler et al., 2020). The use of the 4Ps only, rather than the extended model, which also includes process, physical evidence and people, leaves some room for gaps. Therefore, some key aspects linked to the extended marketing mix may be missed in the analysis of Tesco’s CRM performance. 
[bookmark: _Toc144209393]Porter’s Five Forces
Michael Porter created the model in 1979 to provide a framework for business organisations to understand their micro- and macro-environment better. The five forces include the existing competitive rivalry, bargaining power of suppliers and buyers, respectively, as well as two types of threats related to substitutes and new entrants (Mindtools, 2023). Each of the five distinct forces has specific features which may affect the magnitude of the impact on the industry. These specifics are explained in more detail below (Isabelle et al., 2020). 
Figure 2 - Porter’s Five Forces
[image: A diagram of a company's strategy]
Source: Isabelle et al. (2020)
Existing rivalry is a key factor determining the level of profitability in any industry (Porter, 1979). The degree of rivalry also determines the threat of falling behind competitors, especially if customers can easily switch to competing products (Mindtools, 2023). By identifying competitors and their strengths accurately, managers can foresee strategic benefits and pre-emptively target customers. On the other hand, if there is little to no competition, sustaining healthy profits would be a much easier task in the long run (Mindtools, 2023).
According to Porter (1979), even if a business is not facing powerful competition, it still must account for the bargaining power of suppliers. Similarly, when there are few suppliers, a particular organisation will face trouble if it wants to switch to another provider, forcing it to accept higher delivery prices. On the other hand, many and diversified supplier implies ease of negotiating and switching: thereby, lowering the pressure to procure materials (Isabelle et al., 2020). In addition to the size and number of suppliers, their bargaining power also depends on the nature of the supplied inputs (Isabelle et al., 2020). Traditionally, differentiated and rare supplies provide stronger bargaining power and the vice versa. 
Buyers also have bargaining power. Stemming from their needs, this bargaining power often dictates what prices businesses can charge in relation to the quality of the product. As explained by Isabelle et al. (2020), several key factors, such as number and size of buyers, price sensitivity, cost of switching and ability to substitute products, can considerably determine the bargaining power of buyers. 
The threat of substitution and the threat of new entrants relate to the environment beyond what is already out there in terms of competitors or the immediate availability of products. Substitution means that customer may totally or partially ignore the products already available and discover entirely new products which fulfil their requirements at lower prices or better availability (Business to You, 2016). This may mean that people might choose to cook their own food instead of going out to restaurants, for example.
New entrants are the last of the five forces. Industries with low barriers to entry are more conducive to new businesses entering, creating new competition. On the other hand, sectors and industries, which require substantial investment or know-how, are difficult to enter with products that are complex to copy or replicate (Business to You, 2016).
Several key advantages support the potential choice of the Porter’s Five Forces model. First, it is a popular framework which shows its ability to deliver analytical value (Johnson et al., 2017). Second, the framework considers a wide set of factors; thereby, exploring different aspects of the industry under operations. Third, the model is useful for any industry without exception – a key factor showing its validity (Porter, 1979). The drawbacks of the model stem from its focus on the sector and ignorance of the overall external environment. It is also worth mentioning that the Porter’s Five Forces model is static and can overlook some dynamic developments which take place over time (Johnson et al., 2017). 
Regardless of its limitations, the model is quite useful in determining the overall attractiveness of the grocery retail sector in the UK where Tesco operates. The key findings are expected to demonstrate some factors affecting the CRM process, as well. 
[bookmark: _Toc144209394]Model selection and application 
The marketing mix model is selected due to its ability to explore different performance areas of Tesco which are directly related to servicing customers. Thus, the 4Ps framework is expected to identify relevant marketing related aspects affecting customer service and CRM. In addition to marketing mix, the discussion also employs the marketing communications framework to better understand Tesco’s performance in the field of promotion and customer communication. 
In terms of product, it is important to mention that Tesco is a highly differentiated company that boasts a wide array of products in its portfolio. Tesco, as a prominent player in the market, provides a wide range of products and services that cater to the varied demands of customers across different categories. This claim is supported by the actual evidence. In 2015, Tesco had approximately 90,000 different product items – considerably more than its close competitors Aldi and Lidl offering just 2,000 items on average (Wood and Butler, 2015). To reduce operational costs, Tesco decreased its product range to approximately 65,000 different items but still a much higher number than the closer competitors Asda and Sainsbury’s offering 40,000 different items at most (Wood and Butler, 2015). This strategic approach has significantly contributed to Tesco's dominant position in the industry, as seen by its substantial market share (Bedford, 2023). It also shows the commitment of the company to be widely differentiated, so that diverse customer needs are met accordingly. The product element is essential for maintaining the leading market position through continuous adaptation and a diverse range of offerings, which are unmatched by competitors and able to address the needs of different consumer groups. This conclusion is also supported by the following chart, showing evidence for the dominant position of Tesco in all consumer segments regardless of age (Hawthorne, 2021).
Figure 3 – Tesco’s market share across different consumer groups based on age
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Source: Hawthorne (2021)
In relation to the place element of the marketing mix, Tesco possesses an influential market position, which is attributed to its extensive distribution network of over 2,800 brick-and-mortar stores in the UK alone (Tesco, 2023). The statistics illustrate the retailer's capacity to create an extensive distribution network. The effectiveness of the place element is also supported by the market share of Tesco across different consumer age groups, as discussed above (see fig. 3). The current technical advancements indicate a significant growth in online distribution platforms, serving as an alternative to conventional physical retail establishments. Tesco has been quite successful in expanding its online-based presence. As reported by Tung (2021), Tesco realised approximately 15% of its sales via e-commerce channels during the peak of the pandemic in 2021. This is the equivalent of 1.3 million customers per week (Tung, 2021). The considerable investments in e-commerce infrastructure have been quite relevant in meeting changing consumer needs. As shown below, the growth in e-commerce has been quite sustainable over a continuous period, despite the post-pandemic decline in 2022 (Coppola, 2023). As of August 2023, approximately 30% of all retail sales in the UK are online based; thereby, reaching a total annual size of more than £106 billion (Coppola, 2023). In this light, the re-positioning of Tesco in favour of e-commerce can be seen as a strategic marketing decision which not only contributes to market share growth, but also supports the CRM process. 
Figure 4 – Online-based retail sales revenue in the UK (£, billion) 
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Source: Coppola (2023)
Although quite promising, the online performance of Tesco has experienced issues. Pugh (2022) reported website issues related to the inability of customers to book a slot, check out an order and amend orders. The experienced technical issues are frequent and typically lead not only to loss of sales, but also to a major dissatisfaction of customers, as seen by their social media publications expressing anger with Tesco’s problems (Pugh, 2022). This evidence clearly shows the technical risks and their considerable impact on service quality in the case of Tesco. Therefore, e-commerce performance problems partly explain the CRM problems of Tesco and especially in relation to customer service level. 
The next element from the marketing mix refers to pricing. In economics, low prices stimulate consumer demand and the vice versa (Krugman and Wells, 2020). Thus, prices largely determine the overall ability to achieve high market share and stable revenue. As discussed, Tesco offers a wide range of differentiated and high-quality products. According to Porter’s generic strategy model, companies can compete based on low prices or differentiation (Porter, 1985). Only one of the two main strategies can be chosen by an organisation (Porter, 1985). Given these theoretical insights, Tesco’s competitive advantage stems from differentiation, rather than low prices. The following ranking provides a confirmation based on a price comparison according to a basket of 20 commonly purchased everyday items (Denton, 2021). As seen, Tesco has higher prices (£26.10) than the discounters Lidl and Aldi (£22.48 and £22.51, respectively); however, the price remains quite attractive given the overall value proposition reflected by the high quality and diversity of products, accessibility, service quality and other key features (Denton, 2021). The exceptional value-for-money proposition by Tesco is also manifested by the leading market share position in the UK, as well as the considerable annual revenue of £65.8 billion per annum (Reuters, 2023). 
Figure 5 – Price comparison of main UK retailers
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Source: Denton (2021)
To the critical analysis, it is important to mention that the inflation in the UK has been quite high in the last two years. Inflation rates even exceeded 10% per annum – much higher than the official policy target of just 2% (Trading Economics, 2023). As of July 2023, inflation is still elevated at annual level of 6.8% (Trading Economics, 2023). 
Figure 6 – Inflation rate changes in the UK (%)
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Source: Trading Economics (2023)
Food is a product with low elasticity (Krugman and Wells, 2020). An increasing share of consumers cannot substitute food and experience issues with affording essential food items. As shown below, the share of UK consumers, who experience affordability issues amid a highly inflationary environment, has dramatically increased to 48% (ONS, 2023). 







Figure 7 – Percentage of UK households declaring reduced food purchase due to high prices (%)
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Source: ONS (2023)
In this context, the performed differentiation strategy of Tesco may not be optimal, especially considering the record migration of the UK consumers to the discounters Lidl and Aldi, which offer the lowest prices (Marketing Week, 2023). The annual growth in the case of Aldi, for instance, has been 27% (Marketing Week, 2023). Considering this, it is not surprising that the UK consumers, as reported by Which (2023), evaluate Tesco’s value-for-money proposition as relatively unattractive (see table 1). 
The final element of the marketing mix analysis considers the role of promotion. Tesco employs many promotional strategies to enhance consumer demand and foster brand recognition. In the context of the retail industry, Briggs (2020) reports that Tesco holds the position of the highest spender in the traditional advertising sector, with an annual expenditure of £80.8 million. The activities encompassed within this category consist of advertising through television, radio, and printed media (Rahman, 2020). Furthermore, the presence of sales promotion may also be observed in the context of Tesco. The offers pertain to situations in which consumers make a purchase and afterwards receive two or more things as part of the transaction (Rahman, 2020). Loyalty can also be acquired by means of Clubcard membership, which grants customers price savings for recurring purchases (Rahman, 2020). The increasing significance of Tesco's engagement on social media platforms can be attributed to the advancements in modern technologies, making it an integral component of their promotional strategy.
The marketing communications mix framework explains the key ways of engaging with customers which in turn guide the promotional and communication processes (Todorova, 2015). As shown below, customer communication mix includes five distinct areas, such as advertising, sales promotions, direct marketing, personal selling and public relations (Todorova, 2015). 
Figure 8 – Marketing communications mix
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Source: Todorova (2015)
The analysis of Tesco’s promotional efforts clearly shows the commitment of the company in the fields of advertising and sales promotions. To some extent, the wide adoption of online-based sales channels, as discussed earlier in the report, facilitates personal selling. This is the case since promotional offers and customer communication can be better adjusted based on the specific shopping patterns of every online customer. Direct marketing and public relations are less important for Tesco, but to some extent; hence, these are areas where further improvements may be considered to support the process of customer communication and CRM in general. 
The critical analysis indicates that Tesco has a solid performance in terms of its marketing mix; however, some performance issues are still evident. Some of the new technologies and trends in the field of CRM can be of value for coping with the existing issues. More specifically, the most recent trend has been the rise of artificial intelligence (AI) (Burns et al., 2023). Again, the traditional view is that chatting to a bot might turn potential customers away; however, the recent technological advances can counter this. The concern that AI might favour short-term customer interactions over deeper relationships due to profit-seeking and unadjusted algorithms. However, the use of AI in support is undeniable. A well-trained AI model can significantly ease the burden on companies to hire staff and deal with the simpler issues, leaving human interaction for the more complicated cases (Burns et al., 2023).
Moreau and Rossavik (2021) have argued that the COVID pandemic has precipitated a shift in customer relationship management trends. Traditionally, this has been done in large part by face-to-face contact at physical stores while post the pandemic the paradigm has shifted somewhat to remote interaction, forcing managers to develop online channels. Distant communication is also facilitated by the abovementioned rapid growth in e-commerce and its growing relevance for Tesco (Coppola, 2023). Considering all, AI may be of significant value for improving the CRM process and addressing some of the identified challenges in the case of Tesco. 
[bookmark: _Toc144209395]Recommendations
Given the main problem – worsening customer service – and the evidence from the discussion, several recommendations are relevant for Tesco. 
AI solutions can be considered by Tesco to improve customer service. Considering the increasing share of online sales, AI-based communication chatbots are of use in delivering instantaneous communication response to customers. Improved communication is essential for effective CRM process. 
AI-based solutions, especially in the field of data analytics, are also recommended to deliver more customised promotional offers to online customers. This is expected to address the weak performance in the field of personal selling. It also means a better alignment of product and promotional offers to individual customer needs. 
AI is also quite valuable in reducing operational costs by replacing human employees. The wide implementation of AI in many areas of the organisation – far beyond marketing and CRM – can deliver holistic improvements and considerable cost reduction. AI implementation across the company also complies with the main propositions of TQM. The reduced costs must be used to lower prices; thereby, directly addressing the issue of escalating costs, decreasing purchasing power of consumers and the growth of discounters. This example shows the value of new technologies in improving competitiveness – a factor for stronger profit margins and market share preservation. 
In addition to the above-mentioned AI related improvements, it is generally important for Tesco to improve its customer focus, as suggested by TQM. Regular consumer surveys, feedback from individual customers, social media posts, industry reports and other sources of primary information must be used to better adjust the entire company according to changing customer needs and preferences. This approach ensures that Tesco can better meet customer needs – a key for improved service quality and CRM. The recommended adoption of TQM is thus a foundation for consistent improvements in the future. 
[bookmark: _Toc144209396]Conclusion
Research findings clearly indicate the efforts of Tesco to deliver high service quality. The deteriorating performance is mainly an outcome of the issues with online distribution channels, high inflation making prices less attractive and some performance gaps in terms of customer communication and promotion. The adoption of AI-based solutions and the TQM approach to service quality are suggested to be key solutions for Tesco. Thus, the company can better address customer needs, optimise performance costs, increase service scope and quality and offer a more adequate marketing mix – a key for successful positioning in a changing marketplace. 
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