
DEVELOPING PEOPLE IN ORGANISATIONS
Building the AI-Powered Organisation: A Case Study of Tesco PLC



Executive Summary
This report examines the people management, leadership, and strategic resourcing implications of artificial intelligence (AI) adoption at Tesco PLC, the UK’s largest private sector employer and one of the world’s most data-rich retailers. Tesco’s three-year strategic partnership with Mistral AI, combined with its ambition to deploy AI across customer experience, supply chain, and internal operations, places the organisation at the forefront of AI-driven retail transformation.
Tesco CEO Ken Murphy has described AI as ‘seismic’ in its implications for how retailers will operate, and the firm has doubled its technology team over five years in recognition of this shift.
Drawing on established leadership theory, organisational behaviour scholarship, and contemporary HR research, this report argues that Tesco’s long-term success in the AI era depends not on technology investment alone, but on its capacity to develop, support, and lead its 330,000 UK colleagues through profound change. The UK government’s AI Opportunities Action Plan and the IMF’s analysis of AI’s labour market impact provide the macro-level context within which Tesco’s people strategy must be understood. The report proposes five costed recommendations covering reskilling, leadership development, wellbeing, ethical AI governance, and change management, informed by Kotter’s eight-step model.
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[bookmark: _Toc228033670]1. Introduction and Scope

Artificial intelligence is increasingly central to modern organisational strategy. AI technologies such as predictive analytics, automation, machine learning, and generative AI are being used to improve forecasting, customer personalisation, operational efficiency, and workforce management. However, research suggests that many organisations fail to realise full value from AI because they focus excessively on systems rather than people, culture, and leadership (Georgieva, 2024; McKinsey and Company, 2025). Consequently, becoming an AI-powered organisation is as much a human resource challenge as a technological one.
Tesco PLC provides an appropriate case study because it operates in one of the most competitive sectors of the UK economy. Tesco serves millions of customers each week, employing approximately 330,000 people across more than 3.800 UK stores, with additional operations in Central Europe and an extensive digital and online presence (Tesco Annual Report, 2024). Tesco has publicly stated that digital innovation, operational efficiency, and customer loyalty remain strategic priorities (Tesco PLC, 2025a). In December 2025, Tesco became the first major UK retailer to partner with Mistral AI, establishing a joint AI lab to co-develop generative AI solutions across customer experience, internal operations and supply chain management (Tesco, 2025). Recent reports also indicate Tesco has partnered with Adobe to expand AI-driven personalised marketing and customer engagement (Reuters, 2026).
The scope of this report covers the business environment context, workforce reskilling, leadership development, employee wellbeing, diversity, equity and inclusion (DEI), and ethical governance of AI in people management, all of which are central to developing people in organisations (Reed, 2015; Armstrong, 2016). Each theme is examined critically against relevant leadership models, HRM theory and empirical evidence, before five practical costed recommendations are proposed.
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[bookmark: _Toc228033672]2.1 Business Environment Analysis
A PESTLE analysis of Tesco’s operating environment highlights the major forces shaping its AI people strategy. Technologically, AI offers significant productivity gains, but also major labour market disruption. Georgieva (2024) notes that around 40% of global employment is exposed to AI, rising to approximately 60% in advanced economies such as the UK. For Tesco, this creates a dual workforce challenge in which technical employees may benefit from AI augmentation, while retail, logistics, and customer service roles face potential redesign or displacement.

Politically, the UK government has strongly endorsed AI through the AI Opportunities Action Plan, which promotes long-term investment, AI Growth Zones, and national infrastructure development (HM Government, 2025). However, this also increases expectations that major employers such as Tesco adopt AI responsibly. As the UK’s largest private employer, Tesco faces reputational risk if AI is perceived as prioritising cost reduction over employee wellbeing (Ipsos, 2024). The CIPD (2025a) further argues that HR functions must play a more central role in AI governance.

Economically, inflation increases in the National Living Wage, and higher employer National Insurance contributions have intensified cost pressures for Tesco (BBC, 2024a). This creates incentives to automate, but also the danger of short-term, reactive decisions rather than a coherent people-centred strategy. The Bank of England (2024) notes that AI investment is concentrated in larger firms, increasing the scale of workforce transformation.

Socially, public concern remains significant. Ipsos (2024) found that 68% of UK adults believe AI will destroy more jobs than it creates, while the TUC (2023) highlights employee anxiety regarding algorithmic management. Mullins (2019) argues that perceptions of fairness, dignity, and justice are essential for motivation and performance, making employee trust critical for Tesco’s transformation.

Legally, the EU AI Act classifies employment-related AI as high-risk, requiring transparency, human oversight, and the right to challenge decisions (European Parliament, 2024). Tesco’s European presence therefore creates direct compliance obligations. In the UK, the ICO (2024) has updated GDPR guidance on automated decision-making, while the EHRC (2024) warns that AI-based management tools may create unlawful indirect discrimination.

Environmentally, AI infrastructure is energy intensive. Goldman Sachs (2024) estimates AI systems could consume 8% of US electricity by 2030, which is relevant to Tesco’s net-zero carbon commitment by 2035 (Tesco Annual Report, 2024).

Internally, Tesco’s strengths include extensive Clubcard data assets, an expanding technology function, and leadership commitment to AI transformation (Murphy, 2024). Weaknesses include limited AI literacy among frontline and middle managers, industrial relations sensitivity around automation, and the complexity of workforce change management (The Guardian, 2024b). Using Teece’s (2023) dynamic capabilities framework, Tesco must strengthen its ability to sense AI opportunities and risks, seize opportunities effectively, and continuously reconfigure people, structures, and processes.

[bookmark: _Toc228033673]2.2 Workforce Reskilling and Talent Architecture
The most significant people management challenge arising from Tesco’s AI strategy is the widening gap between current workforce capabilities and the skills needed in an AI-enabled retail environment. Accenture (2023) found that only 3% of organisations are prepared for large-scale AI workforce transformation. Although Tesco has doubled its technology headcount in five years (Tesco, 2025), many frontline colleagues, drivers, and warehouse staff remain vulnerable to automation unless supported through deliberate reskilling.

Continuous learning has therefore become essential. LinkedIn’s Workplace Learning Report (2024) found that the half-life of professional skills is now less than five years, meaning capability development must be ongoing. Degreed (2024) advocates a skills-based organisation model that maps competencies rather than job titles, enabling agile redeployment as roles evolve. Taylor (2021) similarly argues that talent management must adapt continuously to changing labour markets, while Taylor and Perkins (2021) emphasise more flexible employment relationships beyond static role definitions.
Recruitment is also central to Tesco’s transformation. AI can improve hiring through automated screening, interview scheduling, candidate matching, and onboarding, helping reduce costs and time-to-hire during peak trading periods. Gartner (2025) notes that organisations using AI-assisted recruitment often improve hiring speed and candidate responsiveness. However, ethical risks remain. Algorithms trained on historic recruitment patterns may reproduce bias relating to age, ethnicity, disability, or gender (Cooke, Dickman and Parry, 2023). The OECD (2024) therefore recommends strong governance, while Armstrong (2020) supports human oversight in final hiring decisions.
[bookmark: _Toc228033674]2.3 Flexible Working and AI-Enabled Job Redesign
Workforce planning is a critical issue for Tesco because it operates across supermarkets, convenience stores, online fulfilment, and rapid delivery services, where labour demand changes according to promotions, weather, holidays, inflation, and consumer confidence. Traditional planning models based only on historical averages are increasingly ineffective. Dale (2020) argues that flexible working can improve both employee and organisational performance when managed effectively. AI forecasting can enhance rota planning, labour scheduling, and resource allocation through real-time data analysis. Deloitte (2024) states that predictive workforce planning is becoming essential in large service organisations because it reduces waste and improves service quality. Timms (2020) emphasises that energised workplaces depend on how technology supports people. Tesco’s AI philosophy of saving colleague time aligns with this (Tesco, 2025). Georgieva (2024) stresses AI should complement workers, while the World Economic Forum (2025) highlights the need for investment in workforce transition.


[bookmark: _Toc228033675]2.4 Management, Wellbeing and the Psychological Contract

A sensitive aspect of Tesco’s AI adoption is the use of algorithmic systems in workforce management, including scheduling, performance monitoring, and customer flow systems. Wood et al. (2023) define algorithmic management as automating managerial tasks such as work allocation, monitoring, and evaluation. The TUC (2023) found that 60% of UK workers monitored by AI reported higher stress, while 56% felt reduced dignity at work, creating clear risks for Tesco’s employee relations strategy.
Hasson and Butler (2020) argue that wellbeing requires preventative employer action. If algorithmic management creates anxiety, surveillance, or reduced autonomy, costs through absenteeism, presenteeism, and turnover may exceed efficiency gains. Guest (2024) notes that the psychological contract becomes fragile during technological change. Tesco’s past industrial relations tensions around automation increase this risk (The Guardian, 2024b).
Armstrong (2016) views culture as a strategic lever, while Edmondson (2023) identifies psychological safety as essential for innovation. Sull, Sull and Zweig (2023) conclude that culture is often more decisive than strategy in successful AI transformation.

[bookmark: _Toc228033676]2.5 Leadership Theory Applied to Tesco’s AI Transformation

Tesco’s AI transformation requires a sophisticated leadership approach. Northouse (2024) argues that transformational leadership, based on vision, intellectual stimulation, and individualised support, is especially effective during major change. Tesco CEO Ken Murphy has promoted such a vision for AI (Murphy, 2024), but it must be embedded throughout the organisation. Bass and Avolio (2024) state transformational leadership raises motivation beyond self-interest, which is vital when AI threatens established roles.
Authentic leadership also matters. Avolio, Gardner and Walumbwa (2023) suggest that leaders who are transparent about uncertainty build trust during change. This is particularly important for Tesco’s middle managers who shape frontline employee experience. Gratton (2024) describes “dual fluency” as combining technical AI understanding with commitment to human dignity. Reed (2015) stresses leadership remains essential regardless of technology. Truss, Mankin and Clare (2012) link leadership development to strategic HRM alignment, while Harvard Business Review (2024) associates people-centred AI leadership with higher engagement.

[bookmark: _Toc228033677]2.6 Diversity, Equity and Inclusion in AI-Driven People Management

Tesco’s scale and social footprint give its Diversity, Equity and Inclusion responsibilities particular weight. The company employs large proportions of women, ethnic minority workers, people with disabilities, and older workers, all groups that may be disproportionately affected by AI-driven change (EHRC, 2024). Köchling and Wehner (2024) demonstrate that AI recruitment and performance management tools trained on historical data systematically reproduce existing inequalities, potentially exacerbating disadvantage at scale. The BBC (2024b) has reported that several major retailers withdrew AI screening tools following discrimination audits.
For Tesco, this creates both a legal compliance imperative; the EHRC (2024) has warned that biased AI in employment may constitute unlawful indirect discrimination under the Equality Act 2010,  and a strategic one. Tambe, Cappelli and Yakubovich (2024) argue that inclusive AI requires diverse development teams, representative training data, and ongoing bias auditing embedded into procurement and vendor management. Truss, Mankin and Clare (2012) contend that strategic HRM must embed fairness and inclusion as core values, not merely legal obligations. Tesco’s People Committee and HR leadership must therefore ensure all AI-supported people management tools undergo rigorous pre-deployment bias auditing and regular in-use monitoring, with results communicated transparently to employees, investors, and the public.


[bookmark: _Toc228033678]2.7 Strategic HRM and the UK AI Policy Context

Tesco’s AI people strategy does not operate in a policy vacuum. The AI Opportunities Action Plan (HM Government, 2025) explicitly positions UK employers as key actors in the national AI agenda, with commitments to AI skills development, AI Growth Zones, and employer-led training partnerships creating both opportunities and obligations for large employers such as Tesco. The CIPD (2025a) argues that the AI agenda is fundamentally a people agenda and that HR must lead from the front. Strategic HRM, as theorised by Truss, Mankin and Clare (2012), requires that people strategy be coherently aligned with business strategy and responsive to the external environment, a challenge Tesco’s HR leadership must now meet at unprecedented scale and speed.
Ulrich and Dulebohn (2024) argue that the next frontier for HR is to function not merely as an administrative partner but as a genuine strategic force shaping enterprise-wide decision-making, including technology procurement, AI governance, and organisational design. For Tesco, this means HR must secure a central seat at the AI governance table, contributing workforce intelligence, change management expertise, and ethical judgment to decisions that are currently dominated by technology and finance functions. The CIPD (2025b) found that only 28% of HR directors are currently involved in AI procurement decisions, a gap Tesco must close urgently if its AI transformation is to be genuinely people-centred.







 
[bookmark: _Toc228033679]3. Recommendations
Recommendation 1: Launch a Tesco AI Reskilling Academy (Estimated cost: £8–£12 million Year 1)
Tesco could establish an AI Reskilling Academy within its existing Tesco Academy to support colleagues affected by AI-driven role change. Three pathways are proposed: digital literacy and AI awareness for frontline staff (£3–£4 million); technical upskilling for team leaders and department managers in data tools and AI-supported decision-making (£2–£3 million); and advanced AI/data science programmes for high-potential internal candidates (£3–£5 million), including university partnerships and degree apprenticeships. This aligns with Taylor’s (2021) focus on internal talent pipelines, Armstrong’s (2020) employee-as-asset philosophy, and the CIPD’s (2024a) good work agenda. Success should be measured through internal mobility, lower recruitment costs, and engagement scores.
Recommendation 2: Develop a Human-Centred AI Leadership Programme (Estimated cost: £4–£5.5 million Year 1)
Drawing on Northouse’s (2024) transformational leadership frameworks and Gratton’s (2024) dual fluency model, Tesco should introduce a tiered leadership programme. Senior executives should focus on AI strategy, ethics, and culture (£500,000–£700,000). Middle managers, including store and department managers, should develop skills in leading hybrid teams, wellbeing support, and AI-enabled performance management (£3–£4 million). A reverse mentoring scheme pairing junior digital talent with senior leaders should also be introduced (£200,000–£300,000) (Financial Times, 2024c). This addresses Tesco’s key weakness: middle management capability (Reed, 2015; Armstrong, 2016).
Recommendation 3: Establish Wellbeing and Psychological Safety Infrastructure (Estimated cost: £2.5–£3.5 million annually)
Tesco should implement wellbeing measures to reduce the psychological impact of AI-driven change. This should include expanded Employee Assistance Programme support (£800,000–£1.2 million), Mental Health First Aider training for team leaders (£800,000–£1 million), quarterly AI transition surveys (£400,000–£600,000), and a Colleague AI Voice Forum. Edmondson’s (2023) psychological safety model should guide management communication. These initiatives protect the psychological contract, reduce attrition, and support employee trust (Guest, 2024; Hasson and Butler, 2020).
Recommendation 4: Create a Tesco AI Ethics and Governance Board (Estimated cost: £600,000–£900,000 annually)
Tesco should establish an AI Ethics and Governance Board including HR, Legal, Technology, Procurement, employee representatives, and an external ethics expert. The Board should review AI applications, conduct bias audits, and publish an annual transparency report. Governance should align with OECD AI Principles (OECD, 2024) and the EU AI Act (European Parliament, 2024). This supports responsible AI leadership and Tesco’s equality obligations (Ada Lovelace Institute, 2024; EHRC, 2024; HM Government, 2025).
Recommendation 5: Implement a Structured AI Change Management Programme (Estimated cost: £2–£2.8 million Year 1)
Using Kotter’s (2023) change model, Tesco should implement a phased 24–36 month AI transformation programme with clear communication, employee involvement, training integration, and visible short-term wins. Tesco should appoint a Chief People and AI Transformation Officer (£400,000–£600,000) and develop 500 internal AI Change Champions (£800,000–£1.2 million). Formal change programmes reduce turnover during AI transitions (BBC, 2023). Armstrong (2020) and CIPD (2025a) emphasise HR leadership in managing change. 
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Building the AI-powered organisation at Tesco requires far more than technology investment. It requires a people management strategy of equivalent ambition and rigour. This report has demonstrated that AI adoption at Tesco operates within a demanding macro-environment: accelerating technological change (Georgieva, 2024), a national AI agenda with both opportunities and obligations (HM Government, 2025), regulatory developments that place employment-related AI under heightened scrutiny (European Parliament, 2024; EHRC, 2024), and a social context in which employee anxiety about AI is widespread and legitimate (TUC, 2023; Ipsos, 2024).
The theoretical literature is clear: effective leadership of AI-driven change requires transformational vision combined with authentic, human-centred values (Northouse, 2024; Gratton, 2024). Strategic human resource management must align people practices with the organisation’s AI ambitions while ensuring those ambitions serve, rather than harm, the workforce that makes Tesco’s competitive advantage possible (Truss, Mankin and Clare, 2012; Armstrong, 2020). Investment in reskilling must be equitable and accessible (Taylor, 2021; CIPD, 2024a). Wellbeing infrastructure must be proactive and preventative (Hasson and Butler, 2020). Governance frameworks must be robust, transparent, and inclusive (OECD, 2024; Ada Lovelace Institute, 2024).
Tesco has the scale, the data assets, and the organisational capability to be a national exemplar of responsible, human-centred AI adoption. Whether it achieves this will depend on whether it treats AI primarily as a cost reduction instrument or as a transformation tool that can genuinely improve the working lives of its 330,000 UK colleagues. As Mullins (2019, p.4) argues, organisations that place people at the centre of their management philosophy will always outperform those that do not. In the AI era, this is not merely an ethical aspiration, it is a strategic imperative.
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