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[bookmark: _Toc173242789]Introduction 
This report focuses on the topics of strategy and sustainability by considering the specific case of Tesco – the largest UK retailer (Bedford, 2024). Established in 1919, Tesco has gradually become an influential market leader in the UK, represented in several other countries and a public company, listed on the London Stock Exchange (Parker, 2024).  As of July 2024, Tesco has market capitalization reaching £22.9 billion (Reuters, 2024). The large size is also evident by the fact that Tesco employs 330,000 professionals (Tesco, 2023). The annual revenue of the company is £68.2 billion, but the net profit is just £1.2 billion (Reuters, 2024). These key findings show that Tesco is quite a large company which suffers from limited profitability. Thus, the financial performance of the company is sub-optimal which may suggest the existence of some strategic problems. 
The current report explores a set of external, industry-wide and internal trends which influence the strategic development of the company. The evidence is expected to suggest some valuable directions for future improvement and development. 
[bookmark: _Toc173242790]Business and corporate strategy
Porter’s Generic Strategies model explains the possible strategic choices faced by business organizations. The model considers two distinctive dimensions: market scope and sources of competitive advantage (Porter, 1985). The illustration below indicates four possible strategies based on broad/narrow market exposure and cost leadership/differentiation as sources of competitive advantage (Mind Tools, 2024). Porter (1985) explains that a company must pursue a clearly defined strategy by avoiding mixed choices to achieve the best strategic outcomes. Cost leadership as a source of differentiation requires operational excellence, economies of scale and other advantages to deliver unmatched price in the marketplace (Porter, 1985). In contrast, differentiation requires high quality, broad product range, uniqueness and other non-price characteristics (Porter, 1985). 



Figure 1 – Porter’s Generic Strategies 
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Source: Mind Tools (2024) 
In terms of scope, Tesco has a broad exposure to diverse customer groups, as suggested by the leading market share of more than 27% (Bedford, 2024). 
Figure 2 – Market shares of key retailers in the UK (%)
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Source: Bedford (2024) 
The source of competitive advantage is differentiation since Tesco has a wide product range, including not only groceries, but also home-ware items, financial and telecom services and many others (Parker, 2024). In addition, Tesco has a broad portfolio of diversified stores: Tesco Metro, Tesco Extra, Tesco Express, Tesco Superstores and others (Parker, 2024). Taken together, the mix of broad market exposure and differentiation strategy of competing in the marketplace suggests that Tesco pursues a differentiation generic strategy. 
Nevertheless, the critical analysis identifies some strategic problems with the chosen differentiation strategy. One of the key problem stems from the emergency recalls of some product items, such as pastries and snacks, because of salmonella content (Parker, 2024). The mentioned product recalls erode the perceived quality of the offered products which can be problematic for maintaining a differentiation strategy.
Another key issue is related to the fact that Tesco offers many discounts and price-based offers (Parker, 2024). This decision has eroded the profit margin of the company (just 2%), thereby worsening profitability (Reuters, 2024). Given the differentiation strategy, price-based offers must be limited, rather than broadly used as a source of differentiation. In this context, lower prices are not strategically sound for Tesco, as they contradict with the differentiation strategy and worsen the financial performance of the company. Considering all, Tesco appears to have a sub-optimal strategy by mixing features of cost leadership and differentiation. 
[bookmark: _Toc173242791]Resources and capabilities 
The resource-based model suggests that a business organization must possess certain resources and capabilities to stay competitive in the marketplace (Barney, 1991). Sustainable competitive advantage is achieved when all elements from the VRIO criteria are simultaneously met – valuable, rare, inimitable and organized (Barney, 1991). Hence, the analysis evaluates Tesco’s resources and capabilities to identify their contribution to competitiveness.
Capital is the first type of resource under consideration. It covers many types of assets, such as cash, fixed assets and others. Tesco has solid capital, as expressed by the size of its assets – more than £47 billion (Reuters, 2024). Such large stock of capital is rare, and it serves a major role of ensuring the proper functioning and investment activities of Tesco. Nevertheless, capital can be imitated by competitors. Moreover, the net profit margin of Tesco is just around 2%, as indicated by the achieved net profit as a percentage from total revenue (Reuters, 2024). The low profitability indicates a poor use of the available capital; hence, it can be concluded that Tesco is not optimal in using the available capital in an organized manner. Given the fact that two out of four VRIO criteria are covered, capital delivers competitive parity only. 
In terms of human capital, Tesco has a large workforce size of 330,000 professionals (Tesco, 2023). This is a valuable and rare asset which is well-organized. Nevertheless, competitors can imitate the characteristics of the human capital of Tesco. Therefore, human resources deliver temporary competitive advantage, as they cover three out of four VRIO criteria. 
Distribution network is another key element worth considering. Tesco is the largest UK retailer with a dense coverage across the entire UK (Bedford, 2024; Parker, 2024). Such a large size strongly contributes to the achievement of economies of scale – a key factor for minimizing operational costs. Moreover, the dense network ensures maximum proximity to customers. The distribution network of Tesco is well-organized and almost impossible to me replicated by competitors, as it has been built over a continuous period and required extensive capital. Hence, the distribution network can be seen as a resource for achieving sustainable competitive advantage due to its ability to cover all VRIO elements.
The brand value of Tesco is a type of intangible resource. It is quite valuable because it is estimated to be $7.75 billion as of the year 2023 (Statista, 2023b). Tesco’s brand is rare and impossible to be imitated by competitors. The last VRIO criterion – organized – is problematic because of the accounting scandal leading to damaged reputation of Tesco (Parker, 2024). This is evidence of the negative impact of fraudulent accounting practices on brand value. The inability to cover the “organized” criterion means that Tesco’s brand contributes only to the achievement of temporary advantage. 
The nature of the organizational culture is important to navigate strategic development in a changing environment. The evidence suggests that Tesco has been able to maintain its leading market position over a continuous period (Bedford, 2024). Thus, the company has successfully adapted to external consumer- and market-related changes. Organizational innovativeness and flexibility are also evident by the proper development of e-commerce sales channels. As shown below, more than $7 billion in annual revenue is achieved by employing online sales channels – a key trend after the outbreak of the pandemic in the year 2020 (Statista, 2023a). This piece of evidence shows the capacity of Tesco to innovate and respond to contemporary consumer and technological changes in the light of the fast-growing e-commerce in the UK (ONS, 2024a). 
Figure 3 – Tesco’s online sales revenue (2014-2023; $, million)
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Source: Statista (2023a)
The following table summarizes the findings from the VRIO analysis across all resources and capabilities of Tesco. The evidence shows different performance. It can be concluded that Tesco’s competitiveness is mainly based on its superior distribution network and organizational culture promoting innovation and flexibility. All other resources are important for the proper functioning of Tesco, but their impact on competitive advantage is not as decisive as distribution network and organizational culture. 

Table 1 – VRIO analysis of Tesco 
	
	Valuable
	Rare
	Inimitable
	Organized
	Outcome

	Capital
	YES
	YES
	NO
	NO
	Parity

	Workforce
	YES
	YES
	NO
	YES
	Temporary advantage

	Distribution network
	YES
	YES
	YES
	YES
	Sustainable advantage

	Brand value
	YES
	YES
	YES
	NO
	Temporary advantage

	Organizational culture 
	YES
	YES
	YES
	YES
	Sustainable advantage 


The report continues with an exploration of the market performance of Tesco. 
[bookmark: _Toc173242792]Market performance and competitive advantage
Tesco has been relatively successful in implementing its strategy. The critical analysis provides arguments in favor and against Tesco which are further explained in the SWOT analysis in the appendix.
On the one hand, Tesco has maintained its market leadership position over a continuous period with a market share exceeding 27% (Bedford, 2024). Moreover, the market dominance has also been supported by massive revenue in the traditional segment of physical stores (£61.1 billion), as well as the e-commerce marketplace (£7.1 billion) (Statista, 2023a; Reuters, 2024). In addition, Tesco has developed strong brand value of $7.75 billion which manifests the availability of many loyal customers (Statista, 2023b).
However, the lack of strategic focus has negatively impacted financial performance. The excessive dependence on price-based stimuli, which contradicts with the differentiation strategy, has led to quite low profit margins of just 2% (Reuters, 2024). The lack of any meaningful growth in the UK retail market has also limited the growth potential of Tesco, thereby jeopardizing its growth prospects (Ward, 2024). The evidence from the SWOT analysis also explains the importance of strengthening organizational reputation which has been damaged by the accounting scandals (Parker, 2024). If reputation is improved, Tesco can use its brand as a source of sustainable competitive advantage due to the better organization of the intangible resources (see table 1). 
In summary, the market performance of Tesco is generally strong, but the maintenance of market leadership has come at a cost (low profitability). The company must implement effective strategic decisions to neutralize the growing threat of competitors, especially discounters, amid a cost-of-living crisis (see fig. 2).  
[bookmark: _Toc173242793]Competitiveness and sustainability 
The role of sustainability is increasingly important. This statement is particularly valid for large public companies visible to the public (Crane et al., 2019). Sustainable business conduct is expected by stakeholders which emphases the value of corporate social responsibility (CSR) (Crane et al., 2019). 
In addition, UK consumers express a trend toward a more sustainable behaviour (Statista, 2021). This leads to preferences for sustainable products and services with no negative impact on the environment (Statista, 2021). The increased demand for such sustainable products is also supported by willingness to pay more to get access to sustainable solutions. It is also worth noting that approximately a fifth of the UK consumers are also ready to boycott a brand which has irresponsible behavior to the environment and society (Statista, 2021). 
Given these key trends, it is important to analyze Tesco’s performance and its ability to strengthen strategic development based on sustainability. The ESG performance assessment of Tesco shows a diverse performance (Permutable, 2023). The brand has focused on achieving a pro-environmental performance by adopting sustainable products, processes and more ethical supplies. As a result, the environmental performance receives a high grade of 78 points out of 100 (Permutable, 2023). The other two areas – social and governance – receive much lower grades of 48 and 41 points, respectively (Permutable, 2023). Governance is a particularly weak area which has been negatively affected by the accounting scandal and other non-transparent and even illegal business practices (Parker, 2024). 


Figure 4 – ESG performance of Tesco 
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Source: Permutable (2023)
The evidence suggests that Tesco has properly focused on addressing the increasing sustainability preferences of an increasing share of UK consumers (Statista, 2021; Permutable, 2023). Nevertheless, competitiveness has been negatively affected by sub-optimal performance in the areas of social responsibility and governance. 
Therefore, the observed performance weaknesses must be addressed in the recommendations because of their importance for future strategic success. 
[bookmark: _Toc173242794]Future strategic directions 
The Ansoff matrix determined four possible strategic directions for future growth based on combinations of products (existing or new) and markets (existing or new) (Johnson et al., 2017). Market penetration is the least risky strategy as it explores opportunities in existing markets and existing products (Reiling, 2021). This strategic choice is quite unattractive for Tesco because the UK retail market is mature and has quite low growth rates (Ward, 2024). Hence, the growth prospects in the existing market are limited. 
Diversification is the riskiest strategy, as it requires a simultaneous combination of new markets and new products (Reiling, 2021). Given the profile of the strategy, it is also quite inappropriate for a large organisation like Tesco. 




Figure 5 – Ansoff matrix
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Source: Reiling (2021)
Tesco can consider market and product development strategies which have a mixed growth/risk profile (Reiling, 2021). The external analysis clearly shows the fast-developing online segment (ONS, 2024). This is a newly developing market which must be better addressed by Tesco, especially considering the stagnant online revenue in the recent years (Statista, 2023b). Alternatively, Tesco can explore new geographic markets to access a large pool of potential customers. As suggested by the VRIO and SWOT analyses, Tesco has solid financial resources, a popular brand name, sufficient expertise and a dense network of suppliers to support an international expansion (Reuters, 2024; Statista, 2023). 
In respect to product development, Tesco must consider the observed trends in sustainable consumption in the UK (Statista, 2021). Thus, future efforts must be based on developing more sustainable products. Depending on the contemporary demand patterns, Tesco may also consider other new products which is quite feasible given the innovative culture of the company. 
[bookmark: _Toc173242795]Recommendations 
This section of the report considers the existing weaknesses and growth opportunities to identify relevant directions for future strategic development. 
First and most important, Tesco must have a clear strategic focus. The company must develop the identified differentiation generic strategy, which has been the main reason for its success, and avoid extensive price-based stimuli. This is a way to better position in the marketplace and improve financial performance which has been worsened by the price-based stimuli. Hence, Tesco must focus on product diversity and quality, innovativeness, sustainability and other distinguishing features which is possible given the innovative culture of the company. 
Second, the evidence clearly shows the importance of technology for success in a complex market environment. Resources must be directed to the development of extensive and effective e-commerce sales channels to benefit from the growth in e-commerce. This is quite relevant given the stagnant online sales of Tesco recently (see fig. 3). 
Third, sustainability must be improved by not only offering a wider range of sustainable products, but also addressing the problematic areas of social performance and governance (see fig. 4). Improvements in CSR can strengthen the reputation and brand value of Tesco – key factors for future strategic success. 
Last, Tesco is also advised to nurture its flexible and innovative organisational culture because this is a key capability contributing to sustainable competitive advantage (see table 1). Respectively, the company must spend more on research and development. It is also relevant to monitor consumer and external trends to identify relevant directions for future development. Active cooperation with various stakeholders, such as research centres, customers, communities, suppliers, business partners, employees and others, may promote new ideas for a positive change. 
[bookmark: _Toc173242796]Conclusion
To conclude with, the strategic report critically explored the current strategy of Tesco and market performance. Research findings demonstrated the need for a clear strategic focus, better CSR performance, extensive technological development and emphasis on innovation. Tesco has solid resources and capabilities which have supported its performance in a changing marketplace. Nevertheless, future strategic development requires a constant improvement based on the relevant external and industry-related trends. In this light, the strategic report identified relevant directions for improvement which are applicable and achievable in the specific case of Tesco. If accomplished, the proposed changes can deliver new sources of sustainable competitive advantage and an improved market performance based on new market and new product development. Despite the value of the proposed solutions, Tesco must remain flexible and responsive to a variety of external trends to ensure long-term success. 
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[bookmark: _Toc173242799]External analysis 
The PESTEL model is used to analyse the main external factors in the case of the UK – the main market of Tesco. PESTEL explores a range of political, economic, social, technological, environmental and legal factors leading to opportunities and threats to business organisations (Johnson et al., 2017). The exploration of the external environment is quite important for determining the context and possible strategic directions for Tesco. The key findings are summarised in a table. 
Table 2 – PESTEL analysis of the UK
	Groups
	Key findings

	Political
	· The UK is a politically stable country with efficient public institutions, rule of law and business-friendly environment (Transparency International, 2023). 

	Economic
	· A period of high inflation (cost-of-living crisis) causing uncertainty (Harari, 2024).
· Low economic growth, especially since the outbreak of the pandemic (Harari, 2024). 
· High interest rates (5.25%) depressing consumer spending and business investments (BoE, 2024). 

	Social
	· UK consumers experience an increased interest in sustainable products and practices (Statista, 2021). 
· A population size of 67 million ensures high demand (ONS, 2024a). Projections suggest 10% population increase by 2036 – a factor for high demand in the future (ONS, 2024a). 

	Technological
	· The UK is one of the technological leaders globally (GII, 2023).
· A large part (25%) of retail sales take place via e-commerce channels (ONS, 2024b). 

	Environmental
	· Stricter environmental regulations in place. 

	Legal 
	· Transparent legal framework but Tesco must be aware of potential legal changes (Transparency International, 2024). 


The PESTEL analysis clearly shows the existence of various opportunities and threats. They must be considered by Tesco when developing its strategy. Given the dynamic nature of the external environment, the periodic conduct of PESTEL analysis is important to re-shape strategy to adjust to the relevant external changes. 
[bookmark: _Toc173242800]Industry analysis 
The attractiveness of an industry is analysed based on Porter’s Five Forces analysis. This model evaluates five distinctive types of forces which influence the general profitability of an industry (Porter, 1979). More specifically, the bargaining power of suppliers and buyers is analysed together with the threats of substitutes and new entrants (Isabelle et al., 2020). The existing rivalry in an industry also determines the level of profitability. All five factors under consideration have specifics which affect their impact on the respective industry, as shown below (Isabelle et al., 2020). 
Figure 6 – Overview of Porter’s Five Forces model
[image: ]
Source: Isabelle et al. (2020)
· Bargaining power of suppliers: Suppliers have limited bargaining power due to several reasons. First, many suppliers of food deliver undifferentiated products which restricts their ability to achieve a high mark-up when selling to Tesco. Second, Tesco is the market leader in the UK, which delivers strong market power as a large buyer. In many instances, Tesco has monopsony power – a key factor for negotiating better prices from suppliers (Krugman and Wells, 2020). Third, it is worth noting that Tesco has more than 5,000 suppliers (Tesco, 2008). The large pool of available suppliers makes it easier for the retailer to look for the lowest possible prices by easily replacing suppliers. This situation further reduces the ability of suppliers to bargain.
· Bargaining power of customers: Customers also have moderate bargaining power. On the one hand, customers are predominantly individuals who cannot exercise market power over Tesco. This is explained by the fact that customers are many in number and quite small in terms of size (Isabelle et al., 2020). On the other hand, the recent cost-of-living crisis has made customers more price-sensitive, as indicated by the increasing market share of the discounters Lidl and Aldi (Bedford, 2024). Thus, the reduced purchasing power of customers has contributed to a shift to lower-priced alternatives. 
· Threat of new entrants: The retail sector imposes effective barriers which largely prevent the emergence of new competitors at a nationwide level. First, there are solid capital requirements to develop physical stores, extensive distribution channels and other infrastructure. Second, Tesco already has a solid brand value of $7.75 billion which means the existence of many loyal customers (Statista, 2023b). This situation is likely to also discourage new competitors. Third, there are also various regulations and licenses when selling food and drinks which restricts new competition. Last, Tesco is the largest UK retailer with a considerable market share of 27.4% (Bedford, 2024). The significant size of Tesco also predisposes for economies of scale, thereby reducing the total costs per unit – an advantageous situation for Tesco which makes new (small sized) entrants less competitive. 
· Threat of substitutes: Given the fact that Tesco mainly sells essential products, such as food, drinks and others, they are considered almost impossible for substitution. Hence, the threat of substitutes is quite limited. 
· Existing rivalry: Tesco faces considerable competition not only from existing rivals, such as Sainsbury’s and Asda, but also from discounters with a growing popularity amid the cost-of-living crisis (Bedford, 2024). In addition to the high number of competitors, it is worth noting that the retail market in the UK is an industry in a mature stage of development with limited growth potential. The annual growth of the sector is 2.4% (Ward, 2024). The lack of considerable growth additionally intensifies the degree of existing rivalry.  
The industry analysis shows a mixed situation. While Tesco benefits from the limited bargaining power of suppliers, as well as the lack of any significant threats from substitutes and entrants, there are specific challenges. The latter is mainly related to the increasing bargaining power of the UK customers and the already highly competitive context in the industry. This situation requires an effective strategy to ensure sustainable performance in the future. 
[bookmark: _Toc173242801]SWOT analysis
The SWOT framework combines internal strengths and weaknesses, which are specific for Tesco, as well as external opportunities and threats originating from the business environment and the sector under consideration (Johnson et al., 2017). The key findings from the SWOT model are shown below. There are unique strengths and weaknesses valid for the case of Tesco and the key findings from the PESTEL and Porter’s Five Forces analyses, outlined as opportunities and threats.









Table 3 – SWOT analysis of Tesco
	Strengths 
· Market leader in the UK – bargaining power and economies of scale (Bedford, 2024).
· Strong brand value indicative for many loyal customers (Statista, 2023b).
· Considerable financial resources: cash, assets and market cap (Reuters, 2024). 
· Solid workforce size (Tesco, 2023).
· International experience (Tesco, 2023). 
· Diverse income sources: physical sales and e-commerce platform (Parker, 2024). 
	Weaknesses
· Very low profit margin (Reuters, 2024).
· Lack of market share growth in the core UK market (Bedford, 2024).
· Reputational damages from the accounting scandal (Parker, 2024).
· Unclear strategic focus by combining low-cost and diversification strategies (Parker, 2024). 

	Opportunities
· Political stability in the UK (Transparency International, 2023).
· High-income country (Focus Economics, 2024). 
· Technological progress and opportunities in the e-commerce segment (ONS, 2024a). 
· Increasing consumer preferences for sustainable products (Statista, 2021). 
· Strong demographics supporting long-term demand (ONS, 2024b). 
	Threats 
· Increasingly price-sensitive customers with limited purchasing power (Harari, 2024).
· Extensive competition in the sector (Bedford, 2024). 
· Low economic growth and a cost-of-living crisis cause uncertainty (Harari, 2024). 
· High interest rates (5.25%) depress consumption and investment activity (BoE, 2024). 
· Low industry growth prospects (Ward, 2024). 


The presented SWOT findings indicate the complex external situation and the availability of many key strengths by Tesco which can be used to achieve strategic success. Nevertheless, the lack of clear strategy is outlined as a key weakness which must be addressed to achieve a better performance in the future (Parker, 2024). 
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