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[bookmark: _Toc190795307]Introduction 
The purpose of this essay is to examine the UK supermarket sector to understand its structure and the type of competition within this market. The growth assessment of the Supermarket sector of UK has presented valuable data, which specifies that there is enormous potential in this industry for the upcoming years. The supermarket sector of the UK is one of the five most significant sales channels of the country. The supermarket sector of the UK has a total share of £190.9 billion towards the GDP of the county in 2024 (Statista.com, 2024). These rising numbers are positive signs which are beneficial for the new business organizations to settle in the market. The level of competition is consistently increasing due to the presence of discount supermarkets like Aldi and Lidl. Top retail businesses such as Aldi and Lidl have penetrated the varied customer bases which is already dominated by giants like Tesco, Asda, Sainsbury's and Morrisons. This reduces the scope for small and medium-sized businesses to make their mark.
The post pandemic era has redesigned the entire marketing structure across the globe. The changing consumer behaviours include rapid technological evolution, increased cost of living, higher inflation rate, and dynamic pricing nature of the food items. These changes have further allowed discount supermarkets to establish their position among consumers since they seek less expensive options and more discounts on their grocery purchases. In addition, COVID-19 has also cemented online shopping as a core part of this sector due to its convenience (Cai et al. 2024). In addition, the situation has also started changing ever since Brexit, which has allowed one of the discounted supermarkets such as Aldi to take over and increase its market share over Morrissons in 2022 (Statista.com, 2024). Moreover, this altogether makes a significant transformational change in the structure of this super-market sector as well. The main purpose of this essay is to explore and evaluate the nature and structure of the UK’s supermarket market at present. Then, the current position of major supermarket brands will be discussed through incorporating relevant economic theories. The challenges faced by the firms due to intense competition, and dynamic market nature will also be explained in this essay and based on which recommendations will be discussed at the end of this essay. 
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In the UK supermarket sector, there is a huge market competition which is vastly dominated by a handful of large organisations. This includes organisations like Tesco, ASDA, Morrisons and Sainsbury's that fall under the Big Four, which in turn has created an oligopoly market structure in this sector. Apart from the Big Four, there are few other companies like Lidl and Aldi, and these firms altogether possess the significant market share of 0.7% and 10.4% accordingly (Statista.com, 2025). Moreover, this also increases the level of competition for newer or small enterprises wanting to enter or penetrate the market. In addition, it is also notable that this requires a large investment and an extensive supply chain, which makes the barriers to entry even higher. 
Apart from the highly restricted entry barriers, there are several other factors that contribute to oligopolistic market structure of the UK’s supermarket industry. Tesco and Sainsbury’s, who determine market competition and pricing, induce consumer choices and direct a sector due to oligopoly. Moreover, there are few other companies like Lidl and Aldi that possess the most significant market share in this sector (Corstjens, 2024). In the Tesco Aldi Price Match campaign, there are over 500 discounted products to compete directly with Aldi (de Moura, 2021). Not only does this strategy attract customers with price consciousness, but it also affects the overall market pricing. This pricing strategy also reflects the broader influence of discount retailers in the market making larger chains adapt (Zuhri, 2024). As a result, these competitive pricing tactics also shape the entire supermarket industry by changing consumer purchasing behaviour.
The large firms are inter-dependent on each other in the sense that when one takes a strategic action, it influences the other supermarket chains as well. Moreover, due to their interdependence, it increases the scope for price collusion, which in turn has enabled the large firms to decide on the prices collectively to remain competitive (Mleczko, 2023). On the other hand, they also apply competitive pricing with the purpose of competing to acquire more customers and a larger market share. 
There are also certain features that describe the industry in detail, which primarily include the prominent level of competition, discount-giving supermarkets, and online shopping. It also offers Q-commerce services to consumers, including quick order delivery, which in turn increase customer satisfaction. Both the nature and structure of this sector have been modified or altered because of the rise in technological advancements and online shopping. Research by Mintel has shown that, as of FY2024, 13.1% of the grocery sales were made through online platforms (Mintel.com, 2024). In 2024, online grocery stores alone incurred around £3.63 billion as part of the e-commerce net sales. In this manner, Sainsbury’s has obtained a substantial share by generating £3.01 billion through online grocery sales alone and reaching the 2nd position after Tesco (Statista.com, 2025). It is apparent that this has influenced consumer behaviour and made an impact on the supermarket landscape of the UK as well. There are numerous factors apart from customers' convenience, which have positively influenced online grocery shopping. Instead of visiting stores, they can get orders quickly delivered to them at their doorstep through online shopping. Considering the current inflation in the UK, discounted prices across online platforms make it more appealing for price-sensitive or budget-conscious customers. 
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Among the major industry participants, Tesco has the largest market share, accounting for 28.5% and has taken the 1st position as of 2025 in the UK retail market, which is followed by Sainsbury’s, Asda, Aldi, Morrisons, Lidl, and others (Retaileconomics.co.uk, 2025). The current market position of the industry participants based on market share has been portrayed in the image in the appendix. However, this can also be explained using economic concepts and theories. For instance, the Theory of Firms consists of several theories, and they all explain the way companies operate in this sector and the factors, which have a direct impact on their market performances. Thus, this theory can also be applied to explain the reasons behind their existence, organisational structure, and interactions within the market (Menz et al. 2021). By applying this theory, the decisions of production and pricing of products are made by the firms with the purpose of increasing their profit. In the UK supermarket sector, this is done through the supply chain. By optimising their supply chain network, companies can keep competitive pricing and thus reach economies of scale. 
They have high fixed costs as part of their operational expenses. This covers their expenses of stores, employees, and supply and logistics. However, they acquire and produce goods in bulk quantities that keep the expenses lower per unit. Thus, they can keep competitive pricing (Khan et al. 2022). Meanwhile, Aldi and similar discount supermarkets use smaller stores and formats and low product variety. They also keep private label which in turn, allows them to keep costs low compared to large firms and give discounts to consumers while still making revenues (Sarisa, 2021). Large firms generate revenue through high product variety, competitive pricing against low cost per unit on items, budget and premium private label goods and different formats for stores. Meanwhile, their sales and loyalty programmes increase customer retention and repeat purchasing (Urquhart et al. 2022). On the other hand, discount stores have low profit margins because of cheaper products but they attract price-sensitive and budget-conscious customers through the prices. 
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Similarly, the Nature of Competition theory can also be applied in this context. This theory explains that even the companies that have limited resources, are using their best strategic models and resources to stay competitive in this market. Thus, it creates interactions between them because when one company succeeds in using those resources, it reduces the ability of other companies to use those resources, thus affecting them negatively (Cennamo, 2021). As a result, it forces them to adapt to the market and evolve constantly within this system.              As explained earlier, the UK supermarket sector has reflected an oligopoly market structure since, only a handful of large supermarket companies have been dominating this market for years (Chen et al. 2022). With respect to figure, it is also apparent that they own the largest market shares in the sector [Referred to appendix 1]. As a result, this decreases the market share for other smaller firms and increases the level of competition. 
Meanwhile, with discount pricing and having cheaper alternative items, the discount stores have also been able to create competition for the big firms. This is evident from the fact that Aldi, a discount supermarket store, has already taken over Morrisons, which was one of the Big Four and instead reached the 4th position in the market share list (Kantarworldpanel.com, 2025). Apart from this, the oligopoly nature of competition can be explained by the high barriers of entry, price as per demand, and companies’ dependency on each other (Corstjens, 2024). Moreover, the interdependence of firms also increases the competition and influences their actions (Trewern et al. 2021). For instance, since Aldi has been giving discounted prices, this has prompted Tesco to launch the Aldi Price Match campaign. This includes more than 500 products with discounted prices to compete with the company (Standard.co.uk, 2025). Moreover, this also influences the pricing of overall products due to the level of competition and demand in this market. 
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The challenges for this sector involve both short and long-term issues. For instance, the UK has been affected by high inflation rates for the last few years. It has also increased the cost of living and product prices while wages have been stagnant. Consequently, it has reduced the disposable income of consumers, which influenced their spending patterns and customer behaviour (Nabarro, 2024). This has also created scope for discount supermarkets to compete with large firms by appealing to price-conscious consumers.
The UK retail sector has been facing labour shortages since Brexit since a larger portion of their labour market accounted for migrant workers coming from the EU countries. This has also affected various sectors in the country, including the supermarket sector as well. This has been further exacerbated by the Covid-19 pandemic, causing disruptions in the market in terms of workforce availability and the ageing UK workforce (Lindsey et al. 2025). The labour shortage has also revealed crucial skill gaps and shortages. This particularly affects the roles and positions in this sector that require special knowledge, experience, and training. 
In FY2023, the market size of the UK’s supermarket sector was calculated to be around £205.1 billion, which has marked an insignificant increase of 0.2% from the previous year (IBISWorld.com, 2024). Therefore, it can be stated that the industry has reached a significant market saturation whereas, it increases competition and reduces the scope for new and smaller firms to grow (BBC.com, 2025). Long-term challenges primarily include the sustainability issue. There is substantial pressure on the grocery industry to achieve sustainability while minimising its negative environmental consequences. There is also the burden of increasing food waste, and it has pressured supermarket companies to reduce their food waste generation. Similarly, concerns about plastic pollution generation are also being raised that push companies to use eco-friendly packaging materials (Yang et al. 2024). Digital transformation also poses a challenge to companies, particularly smaller firms with limited resources. The Covid-19 pandemic has influenced the market and consumer behaviour to the point where a lot of firms have been forced to adopt digital transformation rapidly (Suali et al. 2024). However, with constant technological evolution, the market has been disrupted by emerging technologies, thus constantly changing the market too. 
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In conclusion, this essay has explored the UK supermarket industry and its current state in an explained manner. The critical evaluation of the UK’s supermarket has revealed its oligopolistic structure, which increases competition for the newer and smaller firms in terms of market penetration and sustainable business growth. This also increases price competition among the firms, which affects their actions to compete in the market. In addition, nature has been changed by the rise of online shopping because customers increasingly prefer this option out of price consciousness and convenience. On this note, two economic theories have also been applied, which are Theory of Firms and the Nature of Competition, to explain the current position of the key industry players such as Tesco, Sainsbury’s Morrisons and ASDA. 

Short and long-term implications for the industry
Within the context of the challenges that have been discussed in this essay, a set of suggestions is being portrayed here in this section that are as follows.
Considering the current market disruption caused by the COVID-19 pandemic, it is crucial for firms to modify and restructure their supply chain. They should decrease their excessive reliance on overseas suppliers and instead increase their reliance on regional or local supply chain partners (Argyropoulou et al. 2024). They should establish partnerships with local suppliers, distributors, and producers to improve their local supply chain network. 
To address the digital disruption, it is necessary for firms to adopt emerging technologies that can help them to compete in the changing business landscape and consumer expectations. They should digitalise inventory and logistics for optimising supply chain and delivery operations. This can also minimise their food waste generation by preventing excessive stocking and instead streamlining procurement as per demands and requirements (Trevisan et al. 2024). This can be further strengthened by applying AI-driven systems and advanced data analytics that can improve forecasts.
Since price has become a major factor for the current customer base, it is mandatory for all supermarket companies to be more sensitive and responsible during pricing. They should modify dynamic pricing and implement product pricing in accordance with the current market situation (Li et al. 2024). This should be dependent on the demand curve as well as the market prices from competitors. 
Food waste can be addressed by the companies by creating more scopes for reducing food waste generation. For instance, they can partner up with local social organisations and groups for food donation programmes and give marketplaces to producers to sell off the excess food. Apart from reducing food waste, this also decreases their negative environmental consequences (Al-Obadi et al. 2022). At the same time, it also improves their sustainability so that they can align with current consumer expectations and appeal to more eco-conscious buyers.
Considering the increased threat of aggressive competition and market saturation, it is essential for companies to adopt strategies that can increase their resilience against this. For instance, Tesco has adapted to the format of discounted grocery and supermarket stores by launching the Aldi Price Match campaign over certain products. Similarly, other companies should establish exclusive and long-term partnerships with certain food producers, distributors, and local brands. Thus, they can acquire the items at reasonable and low prices per unit while selling them using competitive pricing (Beacom and Bergin, 2024). This is beneficial for them to maintain the profit margin and still attract customers with comparatively cheaper prices while also keeping a large product variety available.
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Appendices 
Appendix 1: Market share of UK Supermarket firms
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