



Executive Summary

This report analyses Tesco Plc from a historical past to its current position. It examines Tesco’s past mistakes to see if they have learned anything new and what could be applied to change and improve it. With the new emergence of merging rivals as well as giants like Amazon who are now going into the grocery market Tesco’s management must be ready and willing to take new challenges head on.
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1.0 [bookmark: _Toc5367210]Terms of Reference
This report was requested as an assignment by my University on May 2019 with the submission date to be 5th April 2019. The purpose of this report is to help Tesco solve some of its problems and challenges. Ataur Rahman compiled this report.

2.0 [bookmark: _Toc5367211]Procedure

1. Read Books 
2. Read news information
3. Read appropriate Journals
4. Look at articles on websites
5. Read Tesco Annual Reports
6. Get guidance from Lecturers

Research and analyse all information gained from above sources and proceed to draft the report. Once the report’s findings are concluded proceed to write the executive summary.

3.0 [bookmark: _Toc5367212]Findings

3.1 [bookmark: _Toc5367213] Introduction
Tesco was founded from a small grocery stall in the East End of London run by a gentleman named Jack Cohen in the year 1919. The name originated in 1924 from the amalgamation of a partner in a tea supply firm named T.E. Stockwell, TES and Jack Cohen, CO to form TESCO. Tesco went on to become the largest retailer in the United Kingdom and one of the largest in the world with branches worldwide and over 6,800 stores serving around 80 million customers every week and employing 440,000 people.

History
The firm continued its success in the 1930s during which Mr Cohen expanded by constructing its headquarters and warehouse in North London, and becoming a private limited company in 1932. This was followed by floating the company on the stock market in 1947 with a share price of 25 pence. Tesco indicated its expansionary enthusiasm early on by purchasing up rival shops in the 1950s and 1960s. One of its earliest form of a successful customer loyalty scheme was the Green Shield Stamp which was originated from the United States and initiated into Tesco in 1963. Customers were awarded a sheet of stamps that was comparative in value to their purchase, which they could amass and affix in into books that then could be used to exchange consumer products from any affiliated retailer. 

Supermarkets soon started to transform peoples shopping behaviours and by the 1970s Tesco had expanded a network of stores that covered the whole of the UK (Clark, 2014). In 1977 Tesco undertook one of the most audacious strategies in retail history known as 'Operation Checkout'. First a decision was made to end the Green Shield stamps affiliation, savings from which would help to finance price reductions. It then secretly put in place a risky plan that involved suddenly closing all its stores all at once for few days that surprised and shocked the public and media as well as its competitors. What it then did in covert was to refit all the stores as well as reprice at a lower cost every item in one fell swoop and then reopen the stores all at the same time resulting in a substantially successful marketing ploy (Humby et al, 2004). Customers are swayed by new décor and as a result refitting shops creates a new influential atmosphere that can be very strategic in marketing as discovered by Turley and Milliman (2000) and shown in a more recent article by Bitner (1990) that such a plan of action can decide the success or failure of a business.

Tesco introduced computerised checkout in 1982 which allowed them to monitor their stocks and as a result of this, barcode technology was formulated. Around that time they also initiated a new plan called ‘checkout 82’ in which they discounted 1500 food items by 3% to 26%. Price as usual continues to be the key prime driving force for customer value (Rintamäki et al, 2007).


In 1992 the very popular and successful cause related marketing campaign known as 'Computers for Schools' was launched which continued for many years. Shoppers collected vouchers that schools could redeem for computers. Customers tend to prefer companies that are socially accountable which can sometimes give them a reason to switch brands or stores especially if that business is perceived to improve the world they live in (Adkins, cited in Baker 2003)

Key defining moments:
· 1992, the company launched its slogan 'every little helps'.
· 1993, they launched the Tesco Value range.
· 1995, the launch of the Tesco Club Card scheme.

The above three important strategies helped Tesco by 1995 to overtake rival Sainsbury's as the UK's largest food retailer. The slogan 'every little helps' has become such a success that it has now become part of its brand recognition. Tesco Club Card scheme is generally regarded as one of the most successful marketing ploy in retail history. Noordhoff et al. (2004) and Sharp and Sharp (1997) agree on the loyalty card having a positive impact on growing customer allegiance. This is accentuated by Gilbert (1999, p. 128) who asserts “loyalty cards aim to build greater customer loyalty and retention; develop methods of creating longer-term relationships and lead ultimately to increased sales and profits”.

In 2006 Tesco launched Tesco Direct an ambitious challenge to the catalogue firm Argos offering a similar product line for home delivery. In launching this Tesco said that it would revolutionise non-food home shopping by promising prompt deliveries (Tran, 2006).
‌After the considerable successes of the mid 1990s came a period of failures for Tesco, which started a year after the retirement of its very successful CEO Sir Terry Leahy in 2011. It began with an industry wide horse meat scandal that also affected Tesco, when in February of 2013 they discovered that their lasagne, spaghetti bolognese, burger and meatball products contained horsemeat (Brooks et al 2017). They quickly took the affected items off shelves and investigated the problem. This was followed by falling profits and then the withdrawal of its US business, Fresh and Easy resulting in a loss of £1.2bln over six years (Conaty, 2016).	
3.2 [bookmark: _Toc5367214]Last Five Years (se appendices fig.1 and Fig 2)
The last five years has been a very tumultuous era for the company that began with a huge financial scandal and then the biggest loss in British retail history. This was the time of crisis for the company that desperately required the need of a strong management to turn things around. Theodore Levitt, for many years the Editor of the Harvard Business Review, specified that “management must think of itself not as producing products, but as providing customer-creating value satisfactions. It must push this idea (and everything it means and requires) into every nook and cranny of the organization. It has to do this continuously, with flair to excite and stimulate the people in it” (Levitt, 1960). Tesco now more than ever must endeavour to follow this strategy (see appendices Table 1).

Today Tesco is recognised as one of the biggest brand with by far the leading market share in the UK, operating under four types of store brands that are Extra, Superstore, Metro and Express. It has a vast product portfolio that includes food, beverage clothing, homeware, garden ware, electricals, toys, and gifts. It also operates a mobile phone business and financial services through its Tesco Bank including credit cards, loans, mortgages, savings account and insurance types comprising travel, car, home and life. This move towards the financial sector diversified the Tesco brand and offers prospects for growth separate to the retailing division. It also operates petrol stations on its large superstores forecourts making it the largest petrol retailer in the UK.

3.3 [bookmark: _Toc5367215]Current Issues
Tesco has decided to reduce their fresh food counters by closing 90 of them from their stores with about 9000 job losses. They also hoped to divert half of these jobs to different roles in the company to minimize the impact on its staff. The remaining food counters would stay opened but some may have reduced hours, also they emphasised that their bakeries are not affected by these actions this year. Tesco stressed that these difficult cost saving decisions have to be made so they can compete against the discounters Aldi and Lidl, which are attracting an increasing share of the market as well as streamlining their business structure for emerging new challenges ahead (Butler, 2019).

The purchase of Bookers has added new pressure on CEO Mike Lewis to make sure they efficiently utilise new advantages that this brings. The main importance of this deal was to give Tesco new buying power as well bring in new  opportunity to expand their brand into the UK catering sector. They also have to deal with their new venture into discount chain stores with the recent opening of Jack’s.























3.4 [bookmark: _Toc5367216]Analysis of Tesco

3.4.1 [bookmark: _Toc5367217]SWOT


Table 2. Tesco Swot Analysis

STRENGTHS

· Largest retailer in the UK
Tesco is by far the biggest retailer in the UK.
· Largest market share
Amongst the big four supermarkets, Tesco dominates the grocery retail market.
· Well-known brand
Tesco is the most famous grocery in the UK and as a result its brand is trusted more.
· Geographically diversified
Tesco has a blossoming international presence with more than 6800 stores worldwide.
· Different brands of stores
Tesco has an increasing variety of different store types.
· Diverse product range
Tesco has a variety portfolio that includes Banking and Mobile Phones.
· Large cash reserves
Tesco has a robust yet immature property portfolio, which provides a durable financial position to endure economic cycles.
· Buying power
Because of its size and turnover it is able to get better deals than most.
WEAKNESS

· Too much product choice
Tesco needs to simplify its product variety as it has too many that confuse the customers.
· Reliance on the UK Markets
Tesco needs to succeed outside its home market.
· Accounting scandal
The recent accounting fraud has dented its reputation of trust.
· Seasonal
The British weather can change people’s shopping habit
· Online shopping
The closure of Tesco Direct has left it vulnerable to this shopping market.
· Reduce price strategy
Tesco is always under pressure to price cut and as result its profit margins keep decreasing.
OPPORTUNITIES

· Strategic alliances
With the recent deal with French giant Carrefour it will have a much bigger buying power.
· Booker
This will help to move into new markets as well provide more buying power.
· Jack’s
This will help to compete with the smaller discounters.
· Joint Endeavours
Regions Tesco is failing this can help relief the burden.
THREATS

· New retail giants
Competitors like Amazon are trialling to enter the grocery market.
· Brexit crisis
This presents an uncertain economic outlook.
· Mergers of competitors
The looming mergers of Asda and Sainsbury will force new competition.
· Discounters gaining market ground
The German discounters of Aldi and Lidl are gaining market share at an increasing rate.




3.4.2 [bookmark: _Toc5367218]PES Analysis

Tesco is a very large diversified retailer operating in many countries and as a result it is subjected to many factors that can impact one or many of its operation. These issues can include:

Political Factors
· Tax Legislation – This can impact the entire company either positively or negatively depending on its nature.
· Political Instability – This can affect at a local level as well as national the plans and goals set by the company
· Changes To Regulation – This can again impact the company as a whole and can add extra cost to operations.
· Week Pound – This is at the moment having a very negative impact on the company driving up all its operation cost as a result.

Economic Factors
· Labour Cost – Changes to the minimum wage rate can effects its profit margins as well its plans for expansion.
· BEXIT – This can have a huge effect on the whole company in the form of high inflation as well as driving the pound weaker. Depending on how the breakup is this can have major effects on import and export duty of products as well as interests on its borrowings. The uncertainties caused by this has a major effect on the company as Tesco is so much dependant on the UK grocery market. 
· Local Economic Factors – Presence in international markets is dependent upon where the stores are operating as different countries have different tax, vat and regulatory cost.
· Mergers – Merger of Sainsbury’s and Asda, if approved will create the biggest supermarket group in the UK, even more dominant than Tesco, impacting even more squeeze on margins and market share.

Social Factors
· Consumer Shopping Habits – The constant changing of customer habits especially now with people wanting everything fast and on schedule requires Tesco to keep up with these trends to satisfy their customer needs.
· Elderly People – the increase in UK life expectancy has changed the demographic of the country in the last few years with more pensioners than ever before. This group of people must now be targeted as an important source.
· Obesity – Customers are now concerned more than ever in their health as such they are further concerned with what they eat. Tesco must reflect these varying developments and provide more organic and healthy choice in their stores e3specially low sugar items.
· Rise in weekly shopping – With the change in UK demographics more people prefer small local stores with regular shopping top-ups instead of going out to the large super stores for one off big spree. The purchase of Booker can help Tesco to utilise its smaller convenient stores.





3.4.3 [bookmark: _Toc5367219]Stakeholder

Important Stakeholders of Tesco:

Suppliers
They want to make a profit regularly and want to deliver in bulk so that they can make a larger profit. They supply products to the company which then allows Tesco to sell the items to their customer. Since the accounting scandal Tesco has improved its relationships with their suppliers by making prompt payments to them.

Customers
The customers are interested in purchasing products and services from the business. They expect to be treated fairly and have a variety of product and service choice. Customers provide the profits for the company which then allows the company to operate everything.

Government
They are interested in the company as it is the largest private employer in the UK thus they receive huge tax income from it. They can impact the company with introduction of new regulations that can have a positive as well as negative effect on the business.

Shareholders
They are interested in the profit of the company so that they can make a return in dividends for their investment.

Employees
Their main interest salaries, job security, job satisfaction and motivation. Their power includes staff turnover, industrial action and service quality.

Community
Their interest is the environment, local jobs and local impact with their power being influencing local planning and leaders.

Directors and Managers
Their interest lies in salary, share options, job satisfaction and status. Their power is in decision makings that operates the entire company.

Banks and other Lenders
They monitor the company’s wellbeing as they make sure the company is on solid foundation and maintain their credit rating. They can have huge power in the form controlling the finances of the company.

Environmental Lobby
Tesco can have huge effect on the environment with their store buildings so the need to monitor this at all times.





3.4.4 [bookmark: _Toc5367220]Stakeholder Matrix

       Level of Interest

                                              Low                                                                      High
Environmental Lobby
Community
Government

Supplier
Management
Banks
Customer
Employee
Shareholders






                       Low


          Power




                      High





4.0 [bookmark: _Toc5367221]Conclusion

From the research on this report it is evident that Tesco’s CEO Dave Lewis has done a good job of recovering Tesco in the last five years. The company is now back on a strong footing with profits now growing as well as the company moral now high again. From the swot analysis it can be seen that it is still recovering from the past accounting scandal although there are now new threats especially from its rivals as well as new opportunities after the purchase of Booker and the new venture after the launch of its own discount store Jack’s.

5.0 [bookmark: _Toc5367222]Options

1. Expand Jack’s so that it may act as a competitive arm against the German discounters Aldi and Lidl.
2. Use Booker to expand its market share into the UK catering sector.
3. Use strategic alliances to counter new and emerging rivals in the grocery sector.
4. Introduce a local brand that is from the local areas it serves, this can be in the form of beverages or food.







6.0 [bookmark: _Toc5367223][bookmark: _GoBack]Appendices

Table 1. Five Year Review

	Year
	Events and Actions

	· 2014
	This was the year that numerous top management were either sacked or forced to resign including the Finance Director Laurie Mcllwee (Quinn, 2014). Then in July 2014 the then CEO Phillip Clarke was forced to stand down replaced by Dave Lewis of Unilever. With the new CEO in charge, a whistle-blower notified him that there was a £263 million discrepancy in the expected half-year profit (Warner, 2014). The discrepancy was caused due to Tesco driving down cost and at the same time agreeing earnings from supplier deals before they should have. This opened Tesco to being investigated by the Financial Conduct Agency (FCA) as well as the Serious Fraud Office (SFO) resulting in the suspension of four executives. To prevent this from occurring again Tesco initiated major structural changes to its management as well as hiring Deloitte as their new auditors. They also installed a new Code of Business Conduct as well as training schemes focused in ethics and compliance (Kukreja and Gupta, 2016). Tesco shares dropped to an 11 year low, erasing almost £2 billion from Tesco’s value (Ahmed, 2014).

“The ultimate price of these scandals is paid by the society at large, particularly stockholders, who put their hard earned savings in these institutions just on the basis of the trust on them. However, whatever controls are put in place or whatever accounting and reporting standards are set, if the people who are the part of system themselves decide to bypass the control systems, it is next to impossible to prevent the frauds like Tesco” (Kukreja and Gupta p.16, 2016) .
‌
This scandal happened at the same time as Tesco suffered falling sales, resulting in low moral to its 300,000 employees. The new CEO Dave Lewis realised he needed some sort of plan straight away, put in motion a strategy called 'Feet on the Floor' that involved staff in Tesco's Head Office, including the management, to labour in stores once every two weeks which would help them to reconnect with the customer (Straus, 2014).

	· 2015
	On the back of falling sales and the previous year financial scandal Tesco took some drastic actions beginning with shutting one of its head office as well as 43 unprofitable stores as part of a raft of new measures as new boss Dave Lewis battles to turn around the group’s fortunes. The store closures threaten the future of around 2,000 jobs (Ruddick, 2015). It also sold Tesco Broadband and UK download business Blinkbox to TalkTalk as well as making changes to its pension scheme (Jefferies, 2015).

This year saw Tesco post its worst loss in history, a pre-tax loss of £6.4bn for the year to the end of February. It is the worst loss suffered by a UK retailer, and one of the biggest in corporate history. Most of it, about £4.7bn was due to the drastic reduction in property value of its UK stores and as a result 43 of them had to close that year (BBC News, 2015).


	· 2016
	Tesco announced that with the continuous growth in sales it had now archived stability and now has set new goals for its operating margins in the coming 2019-20 financial year end. It also aims to keep reducing food prices even with the rising commodity prices and the weak pound by absorbing them rather than pass on the cost to customers. This helps reduce customer defection to the discounters Aldi and Lidl, even though they have quickly gained market share, but less of it is from Tesco (BBC News, 2016).‌

	· 2017
	This year Tesco posted its largest UK quarterly sales performance in seven years (appendix fig) as it traded in a progressively inflationary home market. The current CEO Mike Lewis continued his successful fightback against the German discounters Aldi and Lidl by putting the emphasis on reduced prices and simplifying its product ranges as well as better customer service and improving supplier relationships (Davey, 2017).

	· 2018
	Tesco continued its revival with the announcement of a pre-tax profits of £1.3bn for the year to February with the market staying challenging because of sustained pressure on costs. It continued to reduce its debt by quickly ridding some of its assets, including its South Korean business as well as closing Tesco Direct which was losing money at the time thus in the process cutting thousands of jobs to further reduce costs. 

With suppliers, employees and customers all back on track sales and profits were once again growing very strongly which in turn led Tesco to purchase Booker Cash and Carry bringing in the opportunity to sell its own-brand products through convenience store chains such as Londis and Budgens owned by Booker (Thomas, 2018).

Tesco planned a strategic partnership with French retail giant Carrefour (see appendices fig.3) that would benefit their buying power to cut cost and reduce consumer prices. This would also help them compete better with the rapidly changing market, especially with the future merger prospects of Sainsbury and Asda as well as the emerging threat from Amazon which is also showing signs to enter this industry (Simpson, 2018). In 2018, it also launched a new separate discount chain, Jack's, to compete with Lidl and Aldi; the first store opened in Chatteris, Cambridgeshire in September 2018 (Butler and Wood, 2018).


















Fig.1 (Eley and Walker 2019)
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Fig.2 (Eley and Walker 2019)
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Fig,3 (Simpson, 2018)
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