1


BA Business Management
Assessment 1

Module: Global Business Environment
Code: LCBB4005
Module leader: Dr. Rexon Nting
Lecturer: Olusoyi Ashaye
Submitted by: Nikol Stoyanova
Student ID: 2130583









Date of submission: 13.08.22.





Table of content:
[bookmark: _GoBack]1.Background        2
2.Target Market      3
3.PESTLE Analysis   4
4.Porter’s five forces   7
5.Hofstege’s cultural dimension     8
6.Opportunities and Challenges      9
7.Barriers to trade                            10
8.Strategies to succeed in the new market 10
9.Conclusion   10
10.References 12








1.Background
Tesco is the United Kingdom’s (UK) major grocery and general merchandise retailer. It was founded in 1919 in Hackney, London (Kar et al., 2021).  It has stores in five European countries. The retailer also has stores in Asia. In 2020, the company had sales revenues of £53.4 billion (Kar et al., 2021). Tesco’s success in the UK and internationally can be attributed to the company’s diversification strategy. Despite starting off as a grocery and general merchandise retailer, Tesco set out to participate in many business sectors to increase revenue streams. For instance, in 2013, the company bought 49% stake for Harris and Hoole coffee shop chains (Sparks, 2019). The company also operates more than 70 hair and beauty stores in the UK. Tesco also owns its own real estate agencies, online property services, and mobile network. The store also provides travel and health services. Tesco has consistently expanded its e-commerce presence since it founded its electronic selling platform in 1984. By 2012, the company had expanded its operations in multiple countries in Europe and Asia to expand its target market. In 2012, the company recorded £3 billion in sales revenue on online sales (Sparks, 2019). Thus, it was the third largest e-commerce retailer by sales volume. The company is renowned for its commitment to fast and effective deliveries to customers. They offer a wide range of delivery options which are accessible to more than 98% of its UK customers (Sparks, 2019). 
Tesco favored the e-commerce strategy when expanding to the international markets instead of focusing on traditional brick and mortar stores. This strategy aimed to reduce operation costs associated with setting up new stores in countries that significant economic, political, and cultural differences from those in the United Kingdom. The company’s choice to expand into the international markets was also influenced by the desire to leverage the high brand awareness in international markets. This brand awareness was fuelled by the company’s sponsorship of the Downtown Abby, a British dram series that attracted viewers from different countries in the world. Tesco aimed to expand this type of sponsorship in developing countries. Thus, the company decided to venture into Poland. Poland was the European Union’s (EU) fastest growing economy in 2017 (Sparks, 2019). Thus, it was a tenable option for a company seeking to expand internationally. Tesco’s international strategy involves tailoring operations based on local consumer needs based on culture, local supply chains, customer needs, market systems, and brands. This focus on internal business factors in international markets has ensured success when coupled with the company’s competitive advantages. 
Tesco’s major competitive advantage in the company’s branding and reputation. The company turns generic food and non-food products into branded products. These products are then associated with high quality as perceived by consumers. Branding and reputation is also leveraged in marketing. The company seeks to cultivate its commitment to high quality products as its main marketing message in its advertisement campaigns (Sparks, 2019). Fast deliveries are also associated with the brand. Thus, the company’s consumers associate its services with high customer satisfaction. The company also maintains good relationships with its customers which ensure high quality products are available to customers. Those relationships also ensure exceptional shopping experiences for consumers. 
2.Target Market
Tesco has had limited operations in the developing countries in Africa. Nevertheless, some countries in the region have demonstrated huge potential in terms of increased demands due to rising standards of living. This demand provides an opportunity for Tesco to venture into. When evaluating the feasibility of venturing into the South African Market, Tesco must evaluate various factors. For instance, a comprehensive PESTLE analysis must be undertaken to assess the major external factors that would influence the business’s performance in the new market. Porter’s five forces would also need to be analyzed to assess the competitive environment in which the company aims to enter (Sparks, 2019). Lastly, Hosftede’s cultural dimensions would also need to be evaluated to indicate how various cultural factors would influence Tesco’s operations in South Africa compared to the UK. 
3.PESTLE Analysis
There are various political factors that are likely to influence Tesco’s operations in South Africa. South Africa is a significantly young and stable democracy. Thus, political instability is less likely to disrupt business operations in the country. However, the country has history of corruption and favoritism that affects how businesses are operated. Government officials have been found to ask for kickbacks from local and international businesses. These acts of bribery act as barriers for fair trading practices in the country. Nevertheless, the country has launched a nationwide campaign to combat corruption. President Cyril Ramaphosa created a commission to investigate corruption and recommend measures to combat it in the country. The country also has the Protection of Investment Act of 2015 which terminated bilateral investments with some countries in the European Union. However, this legislation does not limit operations by UK based companies such as Tesco. 
South Africa is one of the most developed countries in Africa. It also recorded 0.8% and 0.2% growth in its gross domestic product (GDP) in 2018 and 2019 respectively. However, the Covid-19 pandemic led to 7% contraction in its GDP. Nevertheless, the company hit a 3.6% growth in GDP in 2021. The country’s economic activity is forecast to grow by a similar rate in 2022. South Africa is rated among the best countries to operate in in Africa given its booming performance in finance, manufacturing, real estate, and retail industries. The country also aims to implement the African Continental Free Trade Agreement (AfCFTA) by 2040. Its full implementation is expected to increase South Africa’s GDP from $28 billion to $44 billion (Minkov et al., 2017). Such increases in economic activity are likely to improve the population’s purchase power. Thus, it presents an excellent opportunity for Tesco. South Africa uses the South African rand. The rand is a volatile currency that often complicate planning for international businesses. Multinational companies in South Africa often resort to forward covers to protect themselves from the currency’s volatility.
Several social factors also affect international trade in South Africa. The racial segregation in South Africa in the Apartheid era still shapes South African societies. To help empower Black South Africans who were discriminated against by the apartheid regime, South Africa developed the Broad-Based Black Economic Empowerment policies. These policies seek to redress the socio-economic imbalances in the country. International businesses are required to operate within these policies. They are expected to perform well in socio-economic development of the marginalized communities to operate in the country. Nevertheless, South Africa seeks similar cultural and social posture as that of the West. Thus, Western products and business operations are more likely to be accepted in the country. The country also maintains some African traditions and cultures such as dances and close-knit family units which are likely to affect their purchase patterns.
South Africa is Africa’s most technologically advanced country. The information, communications technology (ICT) industry is one of the most significant contributors to South Africa’s economy. In 2019, the industry had an estimated value $6.83 billion (Minkov et al., 2017). In 2022, the industry is forecast to be worth about $6.03 billion. The country exports its ICT products and services across the African continent. The country also aims to use the industry to promote social economic development in the country through the industry. Internet connectivity is excellent in the country’s cities. However, the lack of intercity connectivity and high costs of hardware is a barrier to high internet accessibility in rural areas. However, the South African government has continued to encourage large tech companies such as Microsoft and IBM to provide their products and services in South Africa (Minkov et al., 2017). The South African government also encourages local entrepreneurs and tech startups to develop local technology. This move aims to reduce hardware and software costs consequently increasing access to modern technologies. Increased connectivity will increase the e-commerce market. Companies such as Tesco will have opportunities to sell to the more than 59 million South African consumers. 
The Broad-Based Black Economic Empowerment Act (2014) is South Africa’s most consequential legislation in South Africa. Companies operating in South Africa are required to abide the legislation’s code of conduct. The legislation also empowers the South African government to regulate investments that have significant public interest in the country. The Competition Amendment Act (2018) also protects local small and medium enterprises (SMEs) from unfair competition from large multinational companies (Minkov et al., 2017). Multinational companies operating in South Africa are also required to abide by the requirements of individuals privacy rights enshrined in the Protection of Personal Information Act (POPIA) (2021). This legislation requires that companies undertaking e-commerce in South Africa protect sensitive personal information obtained from consumers in South Africa. Failure to comply with these legislations may lead to punishments that include fines, compensation, and cancellation of the certificate of operations in the country. Companies operating the country are required to undertake compliance programs. 
Climate change remains South Africa’s major environmental risk for multinational businesses. For Tesco, rising global temperatures experienced in South Africa and other countries in the world are likely to increase such costs as refrigeration. However, the country has low risks for natural calamities which makes it ideal for international trade. 
4.Porter’s Five Forces
Porter’s five forces exert pressure on multinational companies and impact their success. The first force is the threat of new entrants. New entrants in the South African retail industry do not face major competitions. The government has set up an encouraging environment for multinational companies. Evidently, some of these companies are among the five biggest retailers in the country. They include Shop Rite, Pick n Pay, Spar, Woolworth and Walmart’s Cambridge Foods. Since Tesco has almost as much financial strength as these companies, it stands a significant chance of succeeding in the market. 
The second force is threat of substitutes. The established retailers in the South African market such as Shop Rite and Spar present Tesco with the biggest threat as direct substitutes for products. However, Tesco’s strategy to brand and sale local products based on the local business environment is crucial to ensuring success for the company. 
Suppliers in South Africa have a strong negotiating power. Tesco must expect to deal with many suppliers who might present various challenges to the company. Nevertheless, the company must develop a loyal and reliable relationship to ensure that supply chain disruptions are minimized. 
Buyers in South Africa also gave a strong negotiating power. Thus, they are likely to have significant influences on the prices for products sold at Tesco. Thus, the company must develop ways to counter this strength. The company must develop strategies to become bigger to counter its buyer’s strength. An alternative solution would be to cooperate with other retailers to develop a collective bargaining power to counter the buyers’ power. 
Rivalry among existing competitors is the biggest force that is likely to affect the company’s performance in the country. Such companies as Shop Rite, Spar and Wool Worth provides South African consumers with undifferentiated products. The lack of differentiation increases competition and requires Tesco to find innovative ways to differentiate its products. Nevertheless, the company’s brand offers it a competitive advantage that would allow it to compete with the existing retailers in the country. 
5.Hofstede’s Cultural Dimensions 
South Africa scores 49 for power distance (Minkov et al., 2017). Thus, if Tesco set up operations in the country, employees would largely accept hierarchical order. Thus, undertaking a hierarchical organizational structure would increase the company’s ability to offer the best customer experiences to the South African consumers. 
South Africa’s scores 65 for individualism. Thus, they prefer a loosely-knit social framework (Minkov et al., 2017). Thus, Tesco must provide products and services that promote individualism instead of collectivism to increase chances of success. 
On masculinity, the country scores 63. Thus, it is a masculine society in which competition, success and personal achievements are desired (Minkov et al., 2017). Managers are expected to be assertive and able to grind out of conflicts and challenges. 
The country also has a low uncertainty avoidance index. Thus, people in the country are more concerned by practice more than by principle. Thus, they are likely to tolerate deviance from the norm (Minkov et al., 2017). They prefer few rules that need not be changed more than necessary. 
South Africans have a low score on long-term orientation (34) (Minkov et al., 2017). Thus, they are more normative than pragmatic. They have respect their traditions and have relatively low propensity to invest in the future. Instead, they are more concerned with achieving quick results. Products and services must be tailored to meet this cultural aspect. 
South Africa has a high indulgence score (63) (Minkov et al., 2017). Thus, they are more willing to show and realize their desires and impulses. Tesco must be keen to identify these desires since they are critical indicators of the population’s consumer needs. 
6.Opportunities and Challenges
New markets present opportunities and challenges for multinational businesses. Some of the opportunities available for Tesco in South Africa include lower operation costs. By focusing on e-commerce, Tesco will leverage the low operation cost since it will not have to pay high rent fees for conventional brick and mortar stores (Bin Rosnizam et al., 2020). The company will also access a bigger market. South Africa has about 60 million who will provide the company with a vial market for products. Lastly, the company will access a larger talent pool. This talent pool can be a source of innovation for the company to drive up profits. 
Some of the possible challenges include cultural differences. Some products and services might not be desired in South Africa as they are in the UK. For instance, South Africans are not as fond of tea as Britons. Managing global teams may be also a major challenge for the company. However, hiring local managers and leadership training might help solve this challenge (Bin Rosnizam et al., 2020). The country’s fluctuating currency and inflation rates is also a challenge for the company. However, such strategies as forward covers might help shield the company from the risks associated with the fluctuations. Lastly changes in foreign policies and relations between the South African and UK governments might have adverse effects for the company (Farndale, et al., 2019). 
7.Barriers to trade
Tariffs remain a major barrier to trade in South Africa. The South African government has high tariffs on imported goods to protect SMEs. Consequently, imported goods may have higher prices than locally produced goods which would reduce their demand. Non-tariff barriers such as import quotas, trade embargoes, and exchange controls are also likely barriers to trade (Bin Rosnizam et al., 2020).
8.Strategies to Succeed in the new market
To successfully enter the new market, Tesco needs to focus on the customer experience and prioritizing customer service. Excellent customer experiences are likely to cultivate loyalty and revenue. They also create an attractive brand image as consumers advertise a rand through word of mouth. Tailoring products and services to customer needs and hiring experts to lead their operations based on existing market conditions is also necessary for the company’s success (Cao et al., 2020). 
9.Conclusion
Tesco’s expansion into the South African market is faced with multiple opportunities, challenges and barriers to markets based on the countries business environment. South Africa is one of Africa’s most developed countries. The more than 60 million people in the country present a large market for Tesco. The country has relatively favorable economic, political, legal and socio-cultural conditions for the company to expand into. Some of the opportunities available for Tesco in South Africa include lower operation costs, access to bigger markets, and access to a larger talent pool. Some of the possible challenges include cultural differences, managing global teams, fluctuating currency and inflation rates, and changes in foreign policies and relations. Some of the barriers to international trade include distance, tariffs, and non-tariff barriers such as import quotas, trade embargoes, and exchange controls. To successfully enter the new market, Tesco needs to focus on the customer experience, prioritize customer service, tailor products and services to customer needs, and hire experts to lead their operations.
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