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Introduction
Considering today’s fast moving competitive world, the economy of different nations is fluctuating in a quick way. UK’s retail economy is showing several situations for leading an analysis on the basis of existing economic theories. The overall discussion in the essay will be focusing on the UK’s current retail market industry scenarios including the rivalry among the big players of the market and the remarkable tactics of the  companies Aldi and Lidl which showed immense heat in the market. Following these there will be detailed discussion regarding the features of different market structures followed in UK’s retail market industry. Its impact over the market which will include how firms operate in such market structures and its references to some economic theories that can be aligned in an appropriate manner. Additionally, there will be a detail analysis on the challenges faced by the firms operating in the market structure followed by few recommendations which can be help them out in both the long and short run.

[bookmark: _Toc191076113]Current Nature and Structure of the Market
Economic theories expresses that a market is a place of interaction between the buyers and the sellers amidst which it may or may not have any physical form. In a market the producer expresses his willingness to sell the goods and services at a certain price and the consumer interacts with the seller to buy the combination of commodities that will maximise his utility. According to Adam Smith, there exists an invisible hand over the market which automatically equilibrates the market conditions. There are various forms of markets that are being studied in economics. Some of them are perfect competition, monopoly, monopolistic competition, oligopoly and duopoly . Based on the current condition of the UK supermarket industry it can be inferred that there exists oligopoly market structure (Rajic, 2024). There are a few large supermarket giants who dominates the industry. In an oligopoly market structure, the firms can engage in a price or non-price competition. In case of a price war the firms can engage in a game of strategies depending on the responses of their rival firms. In such a situation minimisation of prices will be followed by the rival while an increase in the price level will obviously have no response. However, in case of a non-price competition the firms engage in artificial product discriminations by different attractive brand introductions and other forms of advertisements of all forms. The industry is expanding and its total market value is estimated to be about £211.9 billion. Out of this total the supermarket channels have the highest share for about £91 billion. There have been changes recently in the level of competition in the market which will be taken into consideration in this discussion.  
Current Position of the Industry
The supermarket industry is expected to expand to about £96.8 billion by 2027. Following the discussion, the significant players in the UK supermarket industry includes Sainsbury’s, Asda, Morrisons and Tesco. At the last quarter of 2020, Tesco’s market share was estimated to be around 27.1%, Sainsbury’s was 15.4%, Asda’s share was about 14.3% and Morrisons had about 10%. With this information the concentration ratio of these four firms in the industry is coming as 66.9% which indicates heavy market concentration. This figure can also be implemented with the reason for the existence of an oligopoly market structure in this industry (Theodoulou, 2023). The high CR ratio indicates the possibility of a high barrier to enter the market, presence of non-price competition among the firms and influence over the forces of demand and supply of the industry. Recently Aldi and Lidl are emerging as prominent competitors in the industry and giving large challenges to the ‘Big Four’. They have introduced cheaper products maintaining a minimum quality standard that have effectively attracted the customers. After a 45-year high food inflation recently in the second quarter of 2023 for about 18%, the consumers were looking for cheaper alternatives. The emerging companies provided them with attractive discounts which drew them from the traditionally dominating ‘Big Four’ and Morrison even lost its fourth position to Aldi in terms of sales. 
Online sales of the industry declined in 2022 as the cost of living increased substantially and the consumers shifted back to in store discount providers like Aldi and Lidl. This led to fall in the overall online sales in the industry which increased during the pandemic period. Aldi and Lidl have physical shops primarily and they do not have much access to online shopping platforms. This led to the shift of the customers back to the traditional physical shops. Moreover, the increasing cost of delivery of the products on a purchase is becoming a hindrance for the customers to shop smoothly over online platforms which gradually discourages them (CMA, 2024). Further the normalisation of the overall market situation is another factor that cannot be ignored. The surge in online shopping due to the pandemic was a temporary factor and a major mass of the customer base returned back to their normal habits of in store purchasing post pandemic. These overall economic pressures led the customers to properly deal with their unnecessary spending which often include online shopping. The discussion already followed that an oligopoly market structure operates in the industry for the UK supermarket chain. In such a market format there exists barriers to entry in the market (Seuri, 2024). These includes huge cost of establishment of a business initially and such overwhelming costs may discourage newcomers even when there exists market power and potential for surplus generation in the industry. Further, there exists competition among the few sellers who often engage in price related or non-price related competition among themselves. In this situation, it is observed that the firms engage in strategic game movement where their decisions will be influenced by their rival’s actions (Haigh, 2024). 
The oligopoly market structure has a significant influence over the market price level, the variety of products that are being introduced by the companies and the behaviour of the consumer. The price competition results in a sticky price level as the firms cannot profitably increase their prices due to strategic responses from their rivals and in the fear of losing their loyal customer base. Loyalty programs are also conducted with providing gift cards or loyalty bonus and discount coupons to the customers. The tier system for differentiated customers, personalised services and offering freebies also in case of delivery to attract customers are some significant services that are provided by these supermarket giants to retain their customers. Although it is an oligopoly, the UK supermarket industry has retained this nature of perfect competition. It can be well presented as an oligopolistic competition where both features of oligopoly and perfect competition exists. Like in perfect competition the firms present in this industry cannot effectively increase their prices as there is a price war. This implies that the rivals will not follow in such a case and there is a risk of losing the existing customers for the company specially in the given market scenario (Ward, 2025). This was not always the case as the ‘Big Four’ used to dominate the market previously but this extreme price war started with the arrival of discount supermarket chains like Aldi and Lidl.
Analysing the current retail market industry of the UK, it can be observed, there is wide range of changes in comparison to the trends which the market used to follow starting from changes in behaviour of the consumer to the regulation and planning laws made by the government. Following the changes, the players of the market have also changed their working pattern by following different economic theories for the growth of their entity. The most important theory on which the retail market industry operates is ‘Supply and Demand Theory’. According to this theory the price of the products is determined by the supply of the product and its overall demand (Fernando, 2024). A rise in demand results in price rise if the supply is constant and decrease in demand results in decrease in price as the product is available for sale. There are different types of fluctuations based on demand supply theory. This includes seasonal demand fluctuations, where the price of the products changes seasonally. For example, there is a hike in price during Christmas due to high demand. In the Christmas of 2024, there was a high rise in demand the retailors counted a record of 88.3 billion pound of spending which includes 1.29 billion parcels delivery through e-commerce across the country which was 10.94% more than 2023 in same period (Erdly, 2024). 
The prices are also adjusted on the basis of the stock levels which are discounted at the time of high stock levels and increases when the stock level is low, these factors impact in inflation of the country. In this context the supply chain and commercial strategies which is called segmentation followed by Aldi and Lidl is significant. The company manage their stock levels with great efficiency and sound strategies. They focus on supplying the products to their retailors in a way so that the unsold stocks with them are minimum (Argyropoulou et al., 2024). This enables them to reduce the wastage of the products at the time taking them back thereby reducing their overall cost and help them to stand strong in the market.
Theory of Firms
One more important theory followed in the UK retail market industry is ‘Theory of Firms’ (BCS, 2024). Analysis of this theory consist of various factors and economic perspectives including, consumer behaviour, competition, market structure.  The consumer behaviour analysis states the concept used by the firms to address the behaviour of the consumer, how they take decision while purchasing a product. Measuring the marginal utility, they get by consuming the product then finding the ways to maximise their marginal utility of consuming more. In the UK the supermarkets chain which includes big four companies of UK namely Tesco, Sainsbury's, Asda, and Morrisons. Other companies such as Aldi, Lidl and Waitrose compete with each other on the basis of this theory with different strategies of discounting, advertisement and other tactics of building customer relationship stronger the sake of attracting attention. In this context, the competition given by Aldi and Lidl to the big four companies of UK is remarkable (Purcărea et al., 2022). 
Nature of Competition
The cause behind the success of Aldi and Lidl over their competitors was effective use of the consumer behaviour and marginal theory and attracting customers of their competitors by understanding the customers’ needs. Those were low spending due to inflation in the economy and offering attractive discounts on their products. This helped them to gain new customers and retain their existing customers. Market structure analysis is also important which is followed by the companies in different market structures. In order to compete in the market, a company should identify the type of market in which they work. UK’s retail market consists of four types of market namely, perfect competition, monopolistic competition, oligopoly competition and monopoly market. Perfect competition markets consist of large number of small retailors, however, in UK this type of competition is rare as there are few numbers of small retailors. Monopolistic competition is the type of market structure were there are large number of retailors sell similar products with small differences. In UK this type of markets is operated in fashion, electronic, and grocery stores. Oligopoly market is the market where there are few companies dominating major part of the industry (Papanagnou et al., 2022). In UK the supermarket chain like Tesco, Sainsbury's, Asda, and Morrisons covers the major portion of grocery sector constituting oligopolistic characteristics such as price and non-price competition. Monopoly market means a single seller dominating the whole market but there is not a single entity in UK which holds a complete monopoly. Although, there are few companies such as Tesco in grocery and Amazon in e-commerce which dominates major portion of the market.
The grocery retail market of the United Kingdom is significantly competitive which is impacted by different economic principles such as the theory of firm and demand and supply dynamics. The theory of the firm derives that the firms in an industry mainly intend to maximise their profit by adjusting the production output and pricing according to the market conditions (Samuelson et al., 2021). According to the supermarket industry of the UK firms such as Tesco, Sainsbury’s, Asda, and Morrison’s must respond to the changes in consumer behaviour costs and competitive pressures. There is a growing popularity towards the discount supermarkets such as Aldi and Lidl which defines the huge responsiveness of price changes in the demand. This mainly capitalises on the price sensitivity which occurred during the cost-of-living crisis. There was a hike in the food prices in 2023 which boosted the demand towards the low-cost substitute items. This was identified specifically among cost-conscious shoppers and this price sensitivity aligns with the law of demand (Samuelson et al., 2021). This means that where prices rise the customers tend to demand fewer goods and when the price decreases the demand increases. The entry of discount organisations such as Aldi and Lidl with the potential pricing and quality providing is responsible for shifting the demand curve. This effectually attracted consumers even those who preferred the big four organisations as well. On the other hand, the supply side of the market is impacted by aspects such as cost-of-living constraints, operational efficiency and requirement of product diversification (CFI, 2024). 


Challenges
The increased food prices have potentially been caused by the price level increase and the post-pandemic consequences highly impacted the household budgets. The increased cost faced by the suppliers was passed to the consumers affecting demand which must be balanced as it potentially shifted to the value-focused options. The big four supermarkets such as Tesco, Sainsbury's, Asda, and Morrison’s, experience potential challenges in protecting their market share against the discount competitors (BBC, 2024). It is to be said that these established players are mainly responding through non-price competition which refers to the strategies where firms compete on aspects that are other than price. For example loyalty card schemes are one of the main strategies for the Big Four organisations to retain their customers (Samuelson et al., 2021). This approach mainly aims to improve the perceived value by offering rewards to the customers. On the other hand, discount chains such as Aldi and Lidl benefit from their lower operating costs by focusing on price leadership. This will lead them to continue capturing the market share by offering a price advantage with improved price quality and expansion. Emphasising the overall discussion have reached to appoint where some recommendation for improving the current stage of the retail market industry can be suggested. In order to improve short term operations of the companies, the primary focus of the companies should be made on identifying the taste and preference of the consumers. For this purpose, they should modify their online shopping platforms provided with individual marketing programs so that they can identify the choice of their customers and sell accordingly. In long run the focus should be made on effectively using their resource. In this context, the company should invest in analysis of the demand and supply of their products so that they can track the demand of their products and availability of their products. It enables the company to minimise their wastages which leads to profit maximisation resulting in overall growth of the company.


[bookmark: _Toc191076114]Conclusion 
The essay has derived the consequences of the supermarket industry in the United Kingdom. There has been a brief discussion regarding the UK retail market which operates with an oligopoly market structure. There is intense competition present in the industry as there are potential marketers along with some discounted organisations as well. The essay has discussed economic theories such as the Theory of the Firm, Demand and Supply Analysis. It has also elaborated on the current position of the organisations operating in the industry and their response towards the challenges stated by the theories. Apart from that, there have been some effectual recommendations denoted in the essay in order to achieve sustained growth. 
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