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[bookmark: _Toc224731136]Introduction to Tesco
​Tesco PLC is the pre-eminent grocery retailer in the United Kingdom, holding a dominant market share of 28.3% as of early 2025 (Tesco PLC, 2025). Founded in 1919, the organization has evolved from a market stall into a global leader in multi-format retailing, operating through physical footprints including Extra, Superstore and Express, alongside a sophisticated digital ecosystem. In the 2024/25 financial year, Tesco demonstrated significant resilience, reporting group sales of £63.6 billion and a 10.6% surge in adjusted operating profit, driven largely by its strategic focus on Value and Quality (Tesco PLC, 2025).
​Central to Tesco’s competitive advantage is the Clubcard loyalty programme, which has transitioned from a traditional rewards scheme into a sophisticated data-engine. By 2026, Tesco’s strategy has pivoted toward "Agentic AI" and hyper-personalisation, evidenced by its three-year partnership with Mistral AI to embed generative tools into customer-facing systems and internal supply chain logistics (Tesco PLC, 2025). This digital transformation is not merely incremental; it represents a transformational innovation aimed at reducing the cognitive load for consumers by automating value-finding and sustainability choices (Thomas, 2026).
​From a systems perspective, Tesco operates as a Viable System model identifying shifting cultural and cognitive trends to ensure long-term sustainability (Beaumont, and Beer, 1986). The retailer’s commitment to becoming carbon neutral in its operations by 2035 and net zero across its entire value chain by 2050 aligns with intensified consumer expectations for ethical retailing (Tesco PLC, 2023). By integrating Lateral Thinking into its problem-solving processes, Tesco continues to bridge the Value Convenience Gap, ensuring its "Every Little Helps" philosophy remains relevant in a technologically disrupted market (De Bono, 1990; Tesco PLC, 2025).
[bookmark: _Toc224731137]Key Consumer and Industry Trends Affecting Tesco (2025–2026)
The UK grocery sector is currently shaped by economic, technological and sustainability pressures. The cost-of-living crisis has significantly increased consumer price sensitivity, leading to trading-down behaviour and growth in own brand demand (Office for National Statistics, 2023). Discount retailers have gained market share, increasing pressure on Tesco to maintain competitive pricing (Statista, 2024)
To understand Tesco’s current strategic positioning, we must analyse the macro-environmental forces and systemic shifts within the UK grocery sector. Using Analytical Thinking and Observation (De Bono, 1990), we identify three "mega-trends" that define the current retail landscape.
[bookmark: _Toc224731138]1. The Persistence of the Value Conscious Consumer
Customers are looking for cheaper prices due to the cost of living.
· Despite a stabilisation in inflation, the cost-of-living mindset has become structurally embedded in UK consumer behaviour (Espiner, 2023).
· Data: Own-brand sales in the UK grew by 12.1% in 2024, significantly outpacing branded goods (Savills, 2025).
· Systemic Impact: This creates a Reinforcing Loop where discounters like Aldi and Lidl gain share, forcing Tesco to expand its "Aldi Price Match" and "Clubcard Prices" to maintain "System 1" operational stability (Beer, 1985).
Challenge: Balancing razor thin margins with the need for high quality service.
[bookmark: _Toc224731139]2. The Rise of Agentic Retail & Hyper Personalisation
We are moving beyond search-based e-commerce into agent-based commerce (Chen, 2008).
· Trend: Consumers are experiencing decision fatigue. Research indicates that 46% of UK shoppers feel overwhelmed by the number of choices available online (Pleuni, 2025).
· Innovation Response: Industry leaders are shifting toward Agentic AI systems that don't just recommend products but act on the customer's behalf to manage budgets and dietary requirements (Thomas, 2026).
· Data: Tesco’s digital sales now account for approximately 15% of total revenue, necessitating a shift from a website to a personal shopping assistant model (Tesco PLC, 2025).
[bookmark: _Toc224731140]3. Sustainability as a Non-Negotiable System Constraint
Sustainability has moved from a marketing add-on to a core operational constraint.
· Trend: The Nudging Technique. Customers increasingly expect retailers to make the ethical choice (Amiri et al, 2024)
· Data: 62% of Gen Z and Millennial shoppers in the UK state they have switched brands based on environmental impact or plastic packaging (First Insight 2025).
Sustainability expectations have intensified. Consumers demand reduced plastic use, ethical sourcing, and lower carbon emissions (Kotler and Keller, 2022). Tesco’s net-zero commitments and food waste reduction programmes align with these industry-wide sustainability pressures (Tesco PLC, 2023).
[bookmark: _Toc224731141]Part 1: Analysis of Tesco’s Approach to Innovation
[bookmark: _Toc224731142]Applying the Innovation Ambition Matrix
The Innovation Ambition Matrix (Nagji and Tuff, 2012) categorises innovation into Core (70%), Adjacent (20%) and Transformational (10%). Maintaining balance across these categories ensures long-term competitiveness. Conceptual thinking is critical when applying this matrix because managers must distinguish between incremental improvements and genuinely disruptive opportunities (Greetham, 2016). Tesco demonstrates structured thinking in how it allocates innovation effort across its portfolio. 
[bookmark: _Toc224731143]Core Innovation (70%)
Core innovation focuses on incremental improvements to existing products and markets (Nagji and Tuff, 2012). For Tesco, this includes supply chain optimisation, pricing improvements, private-label development, and digital experience enhancement (Zhao, 2024).
Tesco has invested heavily in automated distribution centres and data-driven inventory management to improve efficiency (Tesco PLC, 2023). Enhancements to the Tesco mobile app and self-checkout systems represent incremental but high-impact innovations that strengthen customer convenience.
Using systems thinking, these improvements can be viewed as reinforcing loops: better availability improves customer satisfaction, which increases loyalty and sales, generating further investment capacity (Barbrook-Johnson and Penn, 2022).
The 70% allocation ensures protection of Tesco’s primary revenue streams. Input metrics include IT investment levels and employee training in digital systems. Output metrics include online sales growth, customer retention, and increased private-label sales (McMillan, 2025).
[bookmark: _Toc224731144]Adjacent Innovation (20%)
Adjacent innovation involves expanding into new markets or offering new services to existing customers (Nagji and Tuff, 2012). Tesco’s Marketplace platform, Tesco Mobile, and Tesco Bank services represent diversification beyond core grocery retail.
Conceptual decision making is particularly important here because Tesco must evaluate strategic fit, risk exposure and capability alignment (Greetham, 2016). These initiatives leverage Tesco’s existing customer base and brand trust while creating new revenue streams.
From a systems mapping perspective, adjacent innovations expand Tesco’s ecosystem and create new feedback relationships between customer data, cross-selling opportunities and platform engagement (Barbrook-Johnson and Penn, 2022).
Resource allocation for adjacent innovation requires cross-functional teams and digital project management systems. Tools such as idea management software and agile project tracking systems support evaluation and implementation (Tidd and Bessant, 2021).
[bookmark: _Toc224731145]Transformational Innovation (10%)
Transformational innovation involves breakthrough technologies and new business models (Nagji and Tuff, 2012). For Tesco, this includes AI-driven predictive shopping, self-service checkouts, autonomous delivery systems, and blockchain-enabled supply chain transparency.
These initiatives require higher-order conceptual thinking because outcomes are uncertain and assumptions must be tested systematically (Greetham, 2019). Lean Startup methodologies (Ries, 2011) and pilot testing help reduce risk by encouraging experimentation and learning before scaling.
Systems mapping is especially valuable in transformational innovation because it helps Tesco anticipate unintended consequences across the retail ecosystem, such as labour impacts, customer adoption barriers and supply chain adjustments (Barbrook-Johnson and Penn, 2022).
[bookmark: _Toc224731146]Design Thinking and Lean Startup
Design thinking emphasises human-centred problem solving (Brown, 2008). Tesco applies this through customer-focused app design and store layout optimisation.
Greetham (2019) argues that effective design solutions require structured conceptual framing before implementation. Tesco’s use of customer data and journey mapping demonstrates this structured approach.
Lean Startup principles (Ries, 2011) support rapid experimentation and minimum viable product testing in digital services.
[bookmark: _Toc224731147]Challenges and Solutions
Large organisations such as Tesco often face resistance to change, limited resources during economic pressure, and uncertainty around emerging technologies (Tidd and Bessant, 2021).
A systems view shows that resistance often emerges from misaligned incentives and organisational silos rather than purely cultural factors (Barbrook-Johnson and Penn, 2022).
Strategies to overcome these challenges include:
· Executive sponsorship of innovation initiatives
· Creating an innovation-oriented culture
· Agile working methodologies
· Empowering employees to generate ideas
Leadership plays a critical role in shaping innovation culture (Kotter, 2012).
[bookmark: _Toc224731148]Customer Journey Mapping – Tesco
Customer journey mapping is a visual tool used to analyse customer experiences across touchpoints (Lemon and Verhoef, 2016). It also functions as a systems map of customer interactions across the retail ecosystem (Barbrook-Johnson and Penn, 2022).
[bookmark: _Toc224731149]Scope and Objectives
The objective is to understand how Tesco creates value across awareness, consideration, purchase and post-purchase stages for UK grocery customers. Conceptual clarity is essential to define journey boundaries and avoid overly simplistic mapping (Greetham, 2019).
Data sources include Clubcard analytics, customer feedback surveys, website analytics and loyalty data (Tesco PLC, 2023).
[bookmark: _Toc224731150]Current Customer Journey
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[bookmark: _Toc224731151]Awareness
Customers become aware through advertising, social media campaigns and personalised email offers.
· Systems insight: marketing effectiveness depends on data quality and algorithm accuracy.
· Pain Point: Information overload and unclear promotional pricing.
· Opportunity: AI-driven personalised communication.
[bookmark: _Toc224731152]Consideration
Customers compare Tesco based on price, quality and delivery availability.
· Systems insight: delivery capacity constraints create balancing loops that can limit growth if not expanded.
· Pain Point: Delivery slot constraints and price complexity.
· Opportunity: Real-time price comparison tools.
[bookmark: _Toc224731153]Purchase
· Touchpoints include physical stores, online checkout, mobile app, and self-service systems.
· Pain Points: Queue times, substitutions, app performance issues.
· Opportunity: self-checkout and AI substitution algorithms.
[bookmark: _Toc224731154]Post-Purchase
· Customers receive loyalty points, digital receipts and delivery updates.
· Pain Points: Returns friction and complaint resolution delays.
· Opportunity: AI chatbots and automated refunds.
[bookmark: _Toc224731155]Part 2: Proposed Digital Transformation Initiative for Tesco

[bookmark: _Toc224731156]1. Analytical Thinking & Strategic Problem Framing
Building on Part 1, Tesco’s core challenge is not simply competition or pricing, it is the Cognitive Friction Gap within its digital ecosystem. This refers to the mismatch between the complexity of digital retail environments and the limited cognitive capacity of consumers to process multiple decision variables simultaneously. Applying a structured analytical thinking process (Greetham, 2019) ensures the proposed solution is grounded in root-cause analysis rather than surface-level fixes.
[bookmark: _Toc224731157]Step 1: Identify the Problem
Tesco customers face decision overload when navigating the digital grocery journey. Despite the strength of the Clubcard system, users must manually evaluate price, promotions, nutrition and sustainability data (GlobalData, 2024). This creates unnecessary mental effort during routine shopping tasks.
[bookmark: _Toc224731158]Step 2: Clarify the Problem
The key issue is not that customers lack information, but that they are given too much information to process. When shoppers must evaluate many options such as prices, promotions, nutrition details and delivery slots, the decision becomes more difficult and time-consuming. This creates information overload, where the effort required to identify the best value increases for the customer. Research shows that when individuals are presented with excessive information, their ability to make effective decisions decreases and they may experience decision fatigue (Barry Schwartz, 2004). This reduces satisfaction and increases the likelihood of cart abandonment.
[bookmark: _Toc224731159]Step 3: Identify Root Causes
Using De Bono’s (1990) analytical techniques of observation and chunking, the root cause can be identified as a fragmented digital journey:
· Browsing, comparison, and checkout are disconnected
· Customers repeatedly reprocess similar information
· Platform design does not align with human cognitive limits
From a systems perspective, this fragmentation reduces feedback efficiency and increases system strain across the retail loop (Barbrook-Johnson & Penn, 2022).
[bookmark: _Toc224731160]2. Creative Thinking & Lateral Innovation
To move beyond incremental improvements, lateral thinking techniques (De Bono, 1990) were applied.
[bookmark: _Toc224731161]Incubation 
Incubation involves stepping back from the grocery retail context and examining practices from other industries to inspire new approaches (Edward de Bono, 1990). Inspiration was drawn from outside retail, particularly  Tesla’s autonomous systems such as self-driving technology, where decision-making is delegated to intelligent systems (Tesla, 2025).
[bookmark: _Toc224731162]Analogy
Analogy was used by comparing grocery shopping to an autonomous driving system. For example, technology developed by Tesla allows vehicles to manage complex driving decisions while the driver sets the destination. Similarly, an AI-powered system within Tesco could handle smaller decisions such as price comparisons, product substitutions, and sustainability choices, while the customer simply sets a goal such as a budget or dietary preference.
Grocery shopping can be reframed as a self-driving process:
· The customer sets the destination (budget, diet, preferences)
· The system manages micro-decisions
[bookmark: _Toc224731163]Chunking
Chunking simplifies the weekly grocery shop by dividing it into smaller life moments, such as school lunches or weekend meals. This approach enables AI systems to deliver more relevant recommendations rather than presenting customers with a large number of generic options.
Shopping is broken into meaningful life moments:
· Weekly meal prep
· Family shopping
· Health-focused plans (e.g., keto diet)
From a systems perspective, the Theory of Constraints, developed by Eliyahu M. Goldratt (1984), highlights delivery logistics and slot availability as key bottlenecks in Tesco’s online operations (Barbrook-Johnson & Penn, 2022). Addressing these constraints through AI-driven delivery scheduling and predictive basket preparation could improve operational efficiency and enhance the customer experience.
[bookmark: _Toc224731164]3. Proposed Initiative: Tesco AI “Smart Basket”
The Smart Basket is an AI-powered, agentic shopping assistant integrated into Tesco’s digital platform.
[bookmark: _Toc224731165]Core Functionality
· Customers input intent (budget, dietary needs, sustainability goals)
· AI automatically builds an optimised basket
· Applies best Clubcard promotions
· Suggests intelligent substitutions
· Selects optimal delivery slots
· Continuously learns from behaviour and feedback
Example Use Case
A working parent selects Weekly family shop under £80. The system generates a complete basket, applies discounts, ensures nutritional balance, and schedules delivery at the most convenient time. This transforms shopping from an active task into a guided experience.
[bookmark: _Toc224731166]4. Systems Thinking Application (Viable System Model)
The Smart Basket aligns with Beer’s (1985) Viable System Model (VSM), ensuring organisational coherence and adaptability.
· System 1 (Operations): Automated basket creation and fulfilment integration improve operational efficiency.
· System 2 (Coordination): Real-time synchronisation between pricing, stock, and logistics reduces friction.
· System 3 (Control): Performance monitoring ensures profitability through margin and cost tracking.
· System 4 (Intelligence): AI learns from customer data and external trends to adapt offerings.
· System 5 (Policy): Aligns with Tesco’s strategic vision of customer-centric innovation.
This integrated structure enhances long-term resilience and responsiveness.
[bookmark: _Toc224731167]5. Design Thinking Framework Application
The initiative is evaluated using the three core dimensions of design thinking. The proposed initiative can be evaluated using the three core dimensions of the design thinking framework: desirability, feasibility, and viability. These dimensions ensure that innovations are human-centred, technically achievable and economically sustainable (Brown, 2008; Liedtka, 2018).
[bookmark: _Toc224731168]Desirability
From a desirability perspective, the initiative addresses key customer pain points by reducing decision fatigue, saving time, and delivering personalised experiences aligned with individual lifestyles. Design thinking emphasises understanding user needs to create meaningful and engaging solutions (Brown, 2008).
[bookmark: _Toc224731169]Feasibility
In terms of feasibility, the initiative is practical as it builds on Tesco’s existing Clubcard data infrastructure and integrates into its digital ecosystem. Feasibility focuses on whether a solution can be implemented using available technologies and organisational capabilities (Liedtka, 2018). Given Tesco’s advanced analytics and digital platforms, scaling AI-driven solutions is achievable.
[bookmark: _Toc224731170]Viability
Finally, the viability of the initiative is strong, as it supports business objectives by increasing basket size, improving conversion rates, and strengthening customer loyalty. Viability ensures that innovations deliver long-term financial and operational value (Brown, 2008).
[bookmark: _Toc224731171]6. Enhanced Customer Journey Map
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· Touchpoints: App notifications, email, social media
· Pain Point: Unclear value
· Solution: Smart Basket introduction with clear benefits
[bookmark: _Toc224731173]Consideration
· Touchpoints: Personalised dashboard
· Pain Point: Too many choices
· Solution: AI-generated baskets with savings and insights
[bookmark: _Toc224731174]Purchase
· Touchpoints: Mobile app checkout
· Pain Point: Time-consuming decisions
· Solution: One-click AI optimisation and checkout
[bookmark: _Toc224731175]Post-Purchase
· Touchpoints: Delivery updates, feedback system
· Pain Point: Returns friction
· Solution: AI chatbot and automated issue resolution
[bookmark: _Toc224731176]Continuous Feedback Loop
Customer behaviour feeds back into the system, allowing continuous refinement of recommendations.
[bookmark: _Toc224731177]7. Causal Loop Analysis
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[bookmark: _Toc224731179]Causal Loop Analysis 
The Smart Basket initiative within Tesco can be understood through interacting reinforcing and balancing feedback loops, which together shape system behaviour over time. The primary reinforcing loop captures a positive growth dynamic: reducing customer choice complexity lowers cognitive effort, which enhances customer satisfaction. Increased satisfaction strengthens loyalty, leading to greater platform usage and higher volumes of behavioural data. This expanded data pool improves AI accuracy, enabling more precise basket recommendations. As basket quality improves, customers experience greater value, ultimately increasing sales and reinforcing continued engagement. This reflects a classic data network effect, where system performance improves through usage (Veldhuis et al., 2025)
However, system growth is moderated by a balancing loop linked to operational constraints. Limited delivery slot capacity can negatively impact customer satisfaction, particularly as demand increases. While AI-driven scheduling optimisation can partially mitigate this issue by improving slot allocation efficiency, capacity constraints remain a structural limitation. This aligns with systems thinking principles, where reinforcing loops drive growth but balancing loops impose limits (Kim, 2016).
Importantly, the interaction between these loops highlights that technological innovation alone is insufficient; operational scalability must evolve in parallel (Kim,2016). Without addressing logistical constraints, the benefits of improved AI accuracy and customer experience may be diminished (Hirpara, 2025). Therefore, the Smart Basket should be implemented alongside capacity planning and fulfilment optimisation to ensure sustainable system-wide performance.
[bookmark: _Toc224731180]8. Critical Evaluation & Risks
While the Smart Basket initiative presents significant opportunities for Tesco, its implementation introduces a range of strategic, ethical, and operational risks that must be critically evaluated. One key concern is the potential for over-reliance on AI-driven decision-making, which may reduce customers’ perceived autonomy and control over purchasing behaviour. Research by Davenport et al. (2020) suggests that excessive automation can create user disengagement if individuals feel excluded from the decision process. Furthermore, data privacy and trust represent critical challenges, particularly given increasing regulatory scrutiny under frameworks such as GDPR. Consumers are becoming more aware of how their data is used, and perceived misuse could negatively impact brand trust and loyalty (Martin and Murphy, 2017).
[bookmark: _Toc224731181]Key Risks
Additionally, algorithmic bias poses a systemic risk, as AI systems trained on historical data may unintentionally reinforce existing consumption patterns or promote higher-margin products, potentially conflicting with customer interests (Arora et al., 2023). There is also a behavioural risk that some customer segments may resist adoption due to a preference for traditional, manual shopping experiences. From a systems perspective, these risks highlight the importance of maintaining balance between automation and human agency (Barbrook-Johnson and Penn, 2022).
[bookmark: _Toc224731182]Mitigation Strategies
To mitigate these challenges, Tesco must adopt a hybrid interaction model, allowing users to override AI recommendations and customise their baskets. Transparency mechanisms, such as explainable AI interfaces, can enhance trust by clarifying how recommendations are generated. Strong data governance policies and ethical AI frameworks are also essential to ensure compliance and fairness. A phased rollout strategy, combined with customer education, will further reduce resistance and enable iterative system refinement, ensuring that innovation does not come at the expense of trust or user experience.

[bookmark: _Toc224731183]9. Measurement & Success Metrics
The success of the Smart Basket initiative within Tesco should be evaluated through a comprehensive performance measurement framework that integrates customer, behavioural, and operational metrics.
[bookmark: _Toc224731184]Customer Metrics
From a customer perspective, key indicators such as Customer Satisfaction Score (CSAT), Net Promoter Score (NPS), and Customer Effort Score (CES) are critical in assessing whether the initiative effectively reduces cognitive load and enhances the overall shopping experience. According to Lemon and Verhoef (2016), customer experience metrics are essential for understanding value creation across the digital journey and its impact on long-term loyalty.
[bookmark: _Toc224731185]Behavioural Metrics
Behavioural metrics provide further insight into user adoption and engagement. A projected 10–15% increase in basket size, alongside a reduction in checkout time of approximately 30%, would indicate that the AI system is successfully streamlining decision-making processes. Increased repeat purchase rates and higher frequency of app usage would also reflect improved customer retention and platform stickiness. These outcomes align with findings from McKinsey (2021), which highlight the role of personalisation in driving revenue growth and customer engagement in digital retail environments.
[bookmark: _Toc224731186]Operational Metrics
Operational metrics are equally important in evaluating system efficiency and scalability. Improvements in delivery slot utilisation, reduced substitution rates, and enhanced stock optimisation would demonstrate the system’s ability to align demand with supply more effectively.
[bookmark: _Toc224731187]Continuous Improvement
From a systems thinking perspective, continuous improvement should be driven through real-time feedback loops, A/B testing, and iterative algorithm refinement (Sterman, 2002). This ensures that performance measurement is not static but dynamically informs ongoing innovation, allowing Tesco to adapt to changing customer behaviours and market conditions while maintaining operational resilience.
[bookmark: _Toc224731188]10. Strategic Impact on Tesco
The Smart Basket initiative has the potential to generate both immediate and long-term strategic impact for Tesco by fundamentally transforming its digital value proposition.

[bookmark: _Toc224731189]Short-Term Impact
In the short term, the initiative is expected to enhance user experience by reducing cognitive effort and simplifying the purchasing process, thereby increasing digital engagement and reducing cart abandonment rates. This aligns with research by Verhoef et al. (2015), which emphasises the importance of seamless and integrated customer journeys in driving digital transformation outcomes.
[bookmark: _Toc224731190]Long-Term Impact
In the long term, Smart Basket positions Tesco to achieve a sustainable competitive advantage through advanced personalisation and data-driven decision-making. By continuously capturing and analysing customer data, Tesco can develop a more sophisticated understanding of consumer behaviour, enabling more accurate predictions and tailored offerings. This creates a data network effect, where increased usage generates richer data, which in turn enhances AI performance and further improves customer experience. Such self-reinforcing mechanisms are central to platform-based business models and have been widely observed in leading digital organisations (Parker et al., 2016).
Moreover, the initiative supports Tesco’s evolution from a traditional retailer to an intelligent, service-oriented platform, capable of integrating retail, logistics, and data ecosystems. However, this transformation also requires significant organisational adaptation, including investment in AI capabilities, cultural change, and cross-functional integration. From a systems perspective, the Smart Basket contributes to a self-reinforcing innovation loop, enhancing both efficiency and adaptability (Barbrook-Johnson and Penn, 2022). Ultimately, this positions Tesco for long-term resilience in an increasingly complex and competitive retail landscape.
[bookmark: _Toc224731191]Conclusion
The Smart Basket initiative represents a transformational response to Tesco’s Cognitive Friction Gap. By integrating analytical thinking, lateral creativity, systems theory, and design thinking, the solution is both theoretically grounded and practically viable.
Importantly, the initiative shifts Tesco from a traditional product-based retailer to an intelligent decision-support platform. This aligns with the future direction of digital retail, where automation and personalisation are key drivers of value.
While risks exist, they can be effectively managed through transparency, user control, and continuous system refinement. Ultimately, Smart Basket enhances not only operational efficiency and profitability but also customer wellbeing by reducing mental effort. This positions Tesco for long-term resilience and sustained competitive advantage in an increasingly complex retail landscape.
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