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Executive Summary

This report will provide an in-depth analysis of the current and future internal and external environment of Tesco Supermarkets in the UK. The report will use theoretical tools such as the PESTEL model, SWOT model, McKinsey's 7S model and Porter's value chain model for the analysis. The objective of the report is to help Tesco better understand the challenges and opportunities it faces in order to develop effective strategies to address global economic challenges.

The PESTEL model will help us understand the macro-environmental factors affecting Tesco, including political, economic, social, technological, environmental and legal factors.
The SWOT model will help us identify Tesco's strengths, weaknesses, and the opportunities and threats it faces.
McKinsey's 7S model will help us to assess and improve Tesco's organisational effectiveness including its strategy, structure, systems, shared values, skills, styles and people.
Porter's value chain model will help us identify and optimise Tesco's internal activities to create value and gain competitive advantage.

Through these analyses we will be able to provide a number of recommendations specific to Tesco to help it meet the challenges of the global economy and improve its competitiveness. This report will provide Tesco's management with valuable insights to help them make more informed decisions. Finally, the report will summarise all the findings and recommendations and provide some directions for future research.



















[bookmark: _Toc27623]1.0 Introduction

Tesco is the largest retailer in the United Kingdom and one of the largest in the world.Tesco has more than 3,400 shops around the world offering a wide range of goods including food, drink, household goods, clothing and so on. In addition, Tesco also provides financial and telecommunication services.Tesco's aim is to provide consumers with high quality goods at affordable prices in order to satisfy their needs.
This report will provide an in-depth analysis of the internal and external environment of Tesco Supermarkets in the UK to help it cope with the global economic challenges. We will use theoretical tools such as PESTEL model, SWOT model, McKinsey's 7S model and Porter's value chain model, Porter's five forces model to conduct the analysis. These analyses will provide Tesco with valuable recommendations that will help it to develop an effective strategy to improve its competitiveness in the market. The next sections will present these analyses in detail. Finally, we will summarise all the findings and recommendations and provide some directions for future research.

[bookmark: _Toc6285]2.0 External Environment Analysis
Industry trends

The retail industry is undergoing a digitisation-driven transformation. More and more consumers are choosing to shop online, which creates challenges for traditional brick-and-mortar retail shops. However, it also creates opportunities for retailers who are able to adapt to this change. For example, Tesco can appeal to these online consumer experiences by refining its online shopping system (Gaille B, 2021).
In addition, consumers are increasingly concerned about sustainability and social responsibility. This requires retailers to take environmental and social considerations into account in their operations. For example, Tesco can fulfil these consumer demands by offering greener products or improving supply chain management (Sheffield, 2022).

Market Dynamics

The UK retail market is highly competitive and Tesco needs to face competition from other hypermarkets and online retailers. In addition, consumers' shopping habits and needs are constantly changing, which requires Tesco to quickly adapt to market changes (Yuquan, W. 2018).

[bookmark: _Toc25163]Competitor Analysis

Tesco's main competitors include other large supermarkets such as Asda, Sainsbury's and Morrisons as well as online retailers like Amazon (Mugo, P. 2020). In order to succeed in the competitive market, Tesco needs to provide better products and services to stand out from other supermarkets.

[bookmark: _Toc14699]3.0 PESTEL Analysis, Multifaceted Impact on Tesco

The PESTEL model is a macro-environmental analysis tool used to understand the causes of market growth or decline and external environmental factors such as business location, potential and direction. It is an acronym for Political, Economic, Social, Technological, Environmental and Legal. By using the PESTEL model, Tesco can identify and understand the key external factors affecting the business in order to develop an effective strategic direction. This can help Tesco to adapt and respond to the changing business environment and ensure that it remains competitive in the highly competitive supermarket industry.


Political factors

Political factors can have some impact on Tesco's operations. For example, the UK's exit from the European Union may affect Tesco's supply chain as Brexit may lead to an increase in tariffs on imported goods, which will increase Tesco's cost of sales. In addition, government policies on retailing, such as food safety regulations and environmental regulations, may also affect Tesco's operations. For example, the UK government implemented a policy known as the "sugar tax" in 2018, which resulted in Tesco adjusting the formulation and pricing of its drinks products (Annual Report 2023).


Economic factors

Economic factors include the rate of inflation, unemployment and consumer confidence, all of which affect consumers' purchasing power and willingness to buy. For example, a recession due to the New Crown epidemic in 2020 may cause consumers to reduce their purchases, which could negatively affect Tesco's sales. In fact, according to Tesco's financial report, Tesco's sales in 2020 did suffer a certain amount compared to before(Kucharska, B., Twardzik, M. and Dolega, L. 2019).

Social factors

Social factors include demographics, consumer attitudes and lifestyle changes. For example, as health awareness increases, consumers may be more inclined to buy organic and healthy food, which will require Tesco to adapt its product lines to meet consumer demand(Ranis Cheng; Fernando Lourenco,2016). Indeed, Tesco has launched a range of organic products and sales of these products have been growing in recent years.

Technological factors

Technological developments and innovations have also had a significant impact on Tesco's operations. For example, the development of e-commerce has enabled Tesco to sell goods through online platforms that offer a more convenient shopping experience. Indeed, Tesco has established its own online shopping platform to facilitate consumer shopping and has seen a significant increase in Tesco's online sales during the outbreak(Sheilagh Resnick,2023). In addition, the application of big data and artificial intelligence can help Tesco better understand consumer needs and conduct accurate marketing.

Environmental factors

Environmental factors include climate change, natural disasters, etc. For example, climate change may affect the yield and quality of crops, which may affect Tesco's supply chain. In addition, Tesco also needs to look at the environmental impact of its operations in order to meet society's expectations of sustainability. Indeed, Tesco has committed to achieving zero carbon emissions by 2050 and has already implemented a number of environmental measures in its supply chain(Cheng, R,,2023).

Legal factors

Legal factors include various laws and regulations that are relevant to Tesco's business. For example, labour laws may affect Tesco's human resource management, health and safety regulations may require Tesco to provide a safer working environment and consumer protection laws may affect the quality of Tesco's products and services(Qi Tian,2021). For example, in 2013, Tesco suffered a consumer boycott due to the horsemeat scandal, which led Tesco to improve its supply chain management to ensure the quality of its products.

Finally the PESTEL analysis allows us to draw the following key findings about Tesco:
Brexit may have an impact on Tesco's cost of imported goods which will require Tesco to make strategic adjustments to cope with possible trade changes.
The recession could lead to a reduction in consumer shopping which could have an impact on Tesco's sales.Tesco will need to find new growth areas to offset this impact.
As consumer demand for healthier food increases, Tesco will need to adapt its product lines to increase the availability of organic and gluten-free products.
The use of data analytics can help Tesco to better understand consumer shopping habits so that it can optimise its products and services.
Tesco needs to consider the environmental impact of its operations and may need to take steps to reduce its carbon footprint.
Tesco needs to ensure that its shops comply with all health and safety regulations to avoid legal risks.

[bookmark: _Toc27823]4.0 Impact of Porter's Five Forces Model on TESCO Operations and Strategy

[bookmark: _Toc26601]4.1 Negotiating power of suppliers
Tesco, as one of the largest retailers in the UK, has greater negotiating power over its suppliers. This enables Tesco to obtain better terms in price negotiations with suppliers and also provides Tesco with greater market influence. In addition, suppliers are reluctant to lose a large customer such as Tesco due to Tesco's large market share. However, this also means that Tesco needs to manage its relationship with its suppliers in order to maintain a stable supply.

[bookmark: _Toc14936]4.2 Buyer's negotiating power

Consumers have relatively weak negotiating power with Tesco. Because Tesco offers a wide range of goods, it is difficult for consumers to find identical substitutes. In addition, Tesco's pricing strategy also makes it difficult for consumers to bargain through negotiation. However, high pricing this also means that Tesco needs to constantly improve the quality of its products and services in order to satisfy the consumers (Roth, K. 2022).

[bookmark: _Toc11562]4.3 Threat of new entrants


The barriers for new supermarkets to enter the retail market are relatively high. It requires significant capital investment as well as complex supply chain management. Therefore, the threat of new entrants to Tesco is relatively low. However, it also means that Tesco needs to continuously innovate and optimise its business and improve its experience to prevent new competitors from entering the market.

[bookmark: _Toc13063]4.4 Threat of substitutes
In the retail market, the threat of substitutes mainly comes from other types of retailers such as convenience stores and discount shops. These retailers may attract Tesco's consumers with lower prices or more convenient services. However, this also means that Tesco needs to continuously improve its service quality and convenience to attract and retain consumers (TESCO, 2023).

[bookmark: _Toc28778]4.5 Level of competition from industry competitors
The retail market is very competitive and Tesco needs to face competition from other hypermarkets and online retailers. This could put pressure on Tesco's market share and profits. In order to cope with this competition, Tesco needs to continue to innovate and optimise its products and services.
[bookmark: _Toc19839]
5.0 Analysis of Porter's Value Chain Model

Porter's value chain model is a tool for identifying and optimising activities within an organisation to create value and gain competitive advantage. The model divides an organisation's activities into two categories: primary and support activities. The following is how Porter's value chain model can be used to analyse Tesco:

[bookmark: _Toc12274]5.1 Primary activities

Sourcing of raw materials.Tesco needs to source goods such as food, beverages, household goods etc. from various suppliers. This requires Tesco to have an effective supply chain management system to ensure the quality and timely supply of goods.Tesco ensures the quality of goods by establishing long term relationship with its suppliers and implementing strict quality control（Roth, K.）.

Production process. For Tesco's own branded merchandise, Tesco needs to produce and package it. This requires Tesco to have efficient production processes and quality control systems.Tesco has improved production efficiency and reduced production costs through continuous process improvement and technological innovation.

Product distribution.Tesco needs to distribute goods to its shops worldwide or directly to consumers' homes. This requires Tesco to have an efficient logistics and distribution system.Tesco ensures the timely distribution of goods by optimising its logistics network and adopting advanced logistics technology（Gabler, C. B. 2022）.

Marketing and sales.Tesco needs to attract and retain consumers through various marketing activities such as advertisements, promotions and membership schemes. In addition, Tesco needs to provide quality sales services to increase consumer satisfaction.Tesco has successfully attracted and retained a large number of consumers through accurate market positioning, innovative marketing strategies, and quality customer services.

Services.Tesco needs to provide various services to increase consumer shopping experience, such as return and exchange services, customer consulting services, after-sales services, etc. Tesco improves consumer shopping experience by providing convenient and fast return and exchange services, and professional customer consulting services（Xia, Y. ,2023.）.

[bookmark: _Toc12084]5.2 Support activities

Corporate Infrastructure. This includes Tesco's organisational structure, management system, company culture, etc. Tesco provides strong support activities by establishing an effective organisational structure, implementing a scientific management system, and fostering a positive company culture.

Human Resource Management. This includes Tesco's recruitment, training, performance appraisal, employee incentive activities, etc. Tesco has succeeded in attracting and retaining a large number of talented employees by implementing a fair recruitment policy, providing comprehensive training programmes, implementing a scientific performance appraisal system, and providing attractive employee incentive schemes.

Technological Development. This includes Tesco's research and development activities, technological innovations, information systems, etc. Tesco has improved its operational efficiency and reduced its operating costs through continuous investment in research and development to drive technological innovations, as well as the establishment of advanced information systems.

Procurement. This includes all goods and services that Tesco purchases for its operations (e.g. office equipment, electronic equipment, etc.) Tesco ensures the quality of the goods and services it purchases and their timely supply by establishing long-term relationships with its suppliers and by implementing strict quality control.

By analysing Porter's value chain model, we can see how Tesco creates value through its internal activities and identify possible optimisation opportunities. This helps Tesco to improve its operational efficiency, reduce costs and improve the quality of its products and services to gain a competitive advantage.

[bookmark: _Toc17034]6.0 Analysis of McKinsey's 7S Model

McKinsey's 7S model is an organisational diagnostic tool for assessing and improving organisational effectiveness. The model consists of seven elements: strategy, structure, systems, shared values, skills, style and people.
Here is how the McKinsey 7S model can be used to analyse Tesco:
Strategy
Tesco's strategy is to become one of the largest retailers in the world, offering high quality, affordable goods to meet consumer needs. Tesco achieves this strategy by diversifying its products and services. Tesco's strategy also includes improving operational efficiency and customer experience through digitalisation and technological innovation (Tesco, 2023).

Organisational structure
Tesco has a decentralised organisational structure with each business unit having its own management team. This structure allows Tesco to be flexible and responsive to various market changes, but can also lead to less efficient decision making by management. Tesco's structure also includes its shop network, which is an important underlying way in which Tesco is able to reach consumers and provide goods and services.


Systems
Tesco has a well-established information system for managing its business activities such as supply chain, sales, and inventory. In addition, Tesco has an employee management system for human resource management, performance appraisal and so on. These systems enable Tesco to co-ordinate and control its business activities effectively and improve operational efficiency (Vieira et al., 2022).

Shared values
Tesco's shared values include customer focus, respect for people, excellence and accountability. These values are reflected in all of Tesco's business activities. For example, Tesco is committed to providing excellent customer service, respecting and caring for its people, pursuing business and operational excellence, and being responsible to the community and the environment.

Skills
Tesco's employees have a variety of skills, including sales skills, customer service skills, management skills, etc. Tesco continually upgrades the skills of its employees through training and development programmes. In addition, Tesco has upgraded the skills of its business and operations through technological innovation and digitisation.

Style
Tesco's management style is democratic and participative.Tesco encourages its employees to participate in the decision making process by giving suggestions and feedback. This style enables Tesco's employees to actively participate in the operations and development of the organisation and increases employee satisfaction and loyalty(TESCO, 2024).

Employees
Tesco's employees are its most important resource.Tesco attracts and retains a large number of excellent employees through fair recruitment policies, competitive salaries and benefits, and a good working environment.Tesco's employees not only have professional skills and knowledge, but also have a positive attitude and a high level of work ethic.

[bookmark: _Toc1641]7.0 Analysis of the internal environment

Organisational structure

Tesco's organisational structure is one of the key factors in its success. It uses a hierarchical structure that allows for a more centralised decision-making process, while also giving individual departments enough autonomy to manage their own businesses (YouGov, 2024). This structure helps Tesco to adapt to the specific needs of different markets while keeping the company's overall strategy aligned. Under this structure, Tesco is able to co-ordinate and organise the work of each department effectively to ensure that the company operates efficiently.

Organisational culture

Tesco's organisational culture emphasises customer focus and respect for employees as the main focus. The company encourages innovation and teamwork in order to provide the best customer service. In addition, Tesco focuses on social responsibility and actively participates in various community activities and is committed to environmental protection and sustainable development. This culture not only increases job satisfaction and loyalty of employees, but also improves the image and reputation of Tesco in the eyes of customers (Shin, S., Kim, H. and Kim, W. 2020).

Resources and Capabilities

Tesco has strong resources and capabilities, including a wide range of products and services, strong supply chain management, and an excellent workforce. The company's investment in technology also gives it a competitive advantage in e-commerce and data analytics. However, Tesco also needs to continually enhance its capabilities to cope with increasing competition and changing market conditions(Jeson, 2023). For example, Tesco needs to further improve the efficiency and flexibility of its supply chain to better respond to changes in the market, and it also needs to further improve its data analytics and forecasting capabilities to more accurately capture market trends and customer needs.


[bookmark: _Toc28059]8.0 SWOT analysis: strengths and weaknesses of Tesco in the marketplace

The SWOT model is a commonly used strategic analysis tool to assess an organisation's strengths, weaknesses, opportunities and threats. These four elements represent the organisation's internal environment (Strengths and Weaknesses) and external environment (Opportunities and Threats). Through SWOT analysis, an organisation can develop an effective strategy by having a clear understanding of its strengths and weaknesses, as well as the opportunities and threats it faces.

[bookmark: _Toc23110]8.1 Strengths.

Market leadership position
Tesco is one of the largest retailers in the UK with a strong brand presence and market share(Shelman M.2011). This enables Tesco to obtain better terms in price negotiations with suppliers and also provides Tesco with greater market influence. In addition, suppliers are reluctant to lose a large customer such as Tesco due to Tesco's large market share. For example, Tesco demonstrated its strong negotiating power in price negotiations with Unilever in 2015, successfully resisting Unilever's demand for higher prices.

Developing a diversified business
Tesco not only operates a food retail business, but is also involved in a number of areas such as financial services, telecoms services and oil retailing. This diversified business model enables Tesco to diversify its risks and improve its profitability. An example of Tesco's business diversification is the establishment of Tesco Bank, which offers a range of financial products and services such as credit cards, insurance and loans, thus creating a new source of income for Tesco(Chaney I,  Gamble J.2018).

Having strong supply chain management
Tesco has a sophisticated supply chain management system that ensures the timely supply of goods to meet consumer demand. For example, Tesco's 'Farm to Fork' programme, launched in 2013, is an example of its excellent supply chain management, which ensures the quality and safety of food products by improving farm management and the process of transporting fresh produce(GO-Globe,2013).

[bookmark: _Toc15724]8.2 Disadvantages

Dependence on the UK market
Whilst Tesco has a global presence, its main revenue continues to come from the UK market. This makes Tesco very sensitive to changes in the UK economic environment. For example, any recession or instability in the UK economy could directly affect Tesco's sales and profits. In addition, it also requires Tesco to devote more resources and effort when facing competitive pressures in the UK market.

Negative PR events
Over the past few years, Tesco has had a number of negative PR incidents which may have affected consumer trust in the Tesco brand. For example, the accounting scandal in 2014 caused significant damage to Tesco's reputation. Whilst Tesco has taken a number of steps to restore its brand image, once consumer trust has been damaged, it can be very difficult to recover(Grewal, D., Ailawadi, K.2011).
.

Price competition pressure
In the retail market, price competition is very fierce. Especially in some low-cost supermarkets such as Aldi and Lidl offer very competitive better prices, which pose a threat to Tesco. In order to compete with these competitors, Tesco may need to reduce its prices, but this may reduce the profit gained.

Challenges of online retailing
With the growth of e-commerce, more and more consumers are choosing to shop online. Although Tesco already has its own online shopping platform, compared with specialised online retailers such as Amazon, Tesco may still have some gaps in terms of user experience, delivery speed and service quality compared with their specialisation.

[bookmark: _Toc10422]8.3 Opportunities for Tesco in the marketplace

Growth of online retailing
The online retail market is growing rapidly with the popularity of the internet and changing consumer shopping habits.Tesco can capitalise on this opportunity by providing a better online shopping experience. For example, Tesco managed to attract a large number of consumers during the 2020 New Crown epidemic by enhancing its online shopping services and its online sales increased significantly.

Trends in sustainability
More and more consumers are becoming concerned about sustainability and environmental issues.Tesco can cater for these consumers by offering more environmentally friendly products and services(Kwon, W., Lennon, S.2019). For example, Tesco has committed to zero carbon emissions by 2050 and has already implemented a number of environmentally friendly measures in its supply chain, such as the use of renewable energy sources, reduction of food waste and reduction of plastic packaging.This could further enable Tesco to be sustainable and gain recognition from environmentalists thus gaining a good reputation.

[bookmark: _Toc14354]8.4 Threats faced

Intense Competition
The retail market is very competitive and Tesco has to face competition from other hypermarkets and online retailers. For example, Amazon's rapid expansion in the UK poses a definite threat to Tesco. Amazon's "One Hour Delivery" service and "Amazon Go" unmanned supermarkets have challenged Tesco's traditional retail model.

Uncertainty in the economic environment
Uncertainty in the global economic environment may affect consumers' purchasing power and willingness to buy, which could impact Tesco's sales. For example, the economic downturn caused by the 2020 New Crown epidemic negatively impacted Tesco's sales. Whilst Tesco's online sales increased during the outbreak, sales in its physical shops fell dramatically.


[bookmark: _Toc10245]9.0 Recommendations

Considering the possible impact of Brexit on Tesco's supply chain in Europe, Tesco needs to further improve the efficiency and flexibility of its supply chain. For example, Tesco could adopt a more advanced supply chain management system. Then suppliers establish closer co-operation to reduce operating costs and improve the responsiveness of the supply chain. In addition, Tesco can also consider reducing its dependence on a single supplier by co-operating with more suppliers to reduce supply chain risks.

As the market environment continues to change, Tesco needs to further strengthen its data analysis and forecasting capabilities to more accurately capture market trends and customer needs. For example, Tesco can invest in artificial intelligence and machine learning technologies to improve the accuracy and efficiency of data analysis. Tesco can also use data analytics to optimise its product portfolio and pricing strategy to better meet customer needs and improve profitability numbers.

Tesco's organisational culture emphasises customer focus; therefore, Tesco needs to continue to deepen its relationship with customers to enhance customer satisfaction and loyalty. For example, Tesco could enhance its interactions and connections with customers by providing a more personalised service or running more customer engagement activities. In addition, Tesco can also better understand and fulfil its customers' needs by developing a more effective customer relationship management system.

Considering the rapid growth of e-commerce, Tesco needs to further expand its e-commerce business to capitalise on this important market opportunity. For example, Tesco can attract and retain more online customers by optimising the user experience on its website and mobile apps, or by offering more online shopping options and convenient delivery services. Also, Tesco can optimise its online marketing strategy through data analytics to improve the effectiveness and returns of its online business.

[bookmark: _Toc2312]10.0 Conclusions

Firstly, Tesco has strong internal resources and capabilities, including a hierarchical organisational structure and a customer-focused organisational culture, as well as a wide range of products and services, strong supply chain management and an excellent workforce. These resources and capabilities provide Tesco with a competitive advantage that enables it to maintain its leading position in a highly competitive market.

However, Tesco also faces challenges including political and economic uncertainty (e.g. the UK's withdrawal from the European Union), rapidly changing market conditions and pressure from competitors. These challenges require Tesco to continuously improve its operational efficiency and flexibility to adapt to the changing market environment.

As a result, we have made recommendations such as improving supply chain efficiencies, enhancing data analytics and forecasting, and expanding its e-commerce business. These strategies are designed to help Tesco better utilise its internal resources and capabilities to meet the challenges of the external environment, thereby achieving continued business growth and success.
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