	
Discuss the challenges faced by an expanding business in the current economic environment




The business climate surrounding Tesco plc has become increasingly volatile; competitive, and complex. Being the largest retailer of groceries in the UK, Tesco has seen its business face multiple challenges, such as inflation, increasing costs of labour, advances in technology, regulatory scrutiny, environmental concerns, and changing expectations from customers. These factors determine the performance of the business and limit its access to executive decisions. The unique nature of grocery marketing in the UK is that it has high volume sales with low profit margins. As a result, even a modest variation in any of these business factors (cost, consumer behaviour, or regulatory change) has a significant impact on the profitability of grocery retailers. Thus, while Tesco currently holds the largest share of the UK grocery market and therefore has demonstrated the ability to adapt to the competitive environment, this position should be viewed within the context of the rapidly changing external environment in which it operates.
External factors and industry forces that affect the way that businesses operate and compete comprise the business environment. For Tesco, the characteristics of the operating environment include macro-level political, economic, social, technological, legal, and environmental changes, as well as the business structure of competition for grocery retailers. In summary, PESTLE analysis, Porter's Five Forces Model, and dynamic capabilities theory combine to portray Tesco's competitive environment. PESTLE outlines broad environmental drivers of the performance of Tesco, Porter’s assessment of the competitive environment provides insight into the degree of intensity of the competition in the grocery industry, and Dynamic Capabilities Theory is used to evaluate the adequacy of Tesco’s resources to respond appropriately to the constantly changing business environment through sensing (identifying change), seizing (taking advantage of the change), and reconfiguring (changing resources to take advantage of change) (Pisano, Teece, and Shuen, 1997). This essay will examine whether Tesco continues to be competitive based on its existing strengths while considering the challenges ahead. 
Most of the political influences shaping Tesco's environment originate from Brexit and concerns regarding food security. The UK has recently faced a series of difficulties within its food system because of factors such as international instability, difficulties with supply chain continuity, and adjustments made because of new free trade agreements. The UK government has highlighted that there are ongoing concerns regarding resilience in the nation's food system because many factors (energy sources, labour supply, transport, imports, and logistics) all work together to ensure the supply of food products (Defra, 2024). As Tesco has large-scale operations and large product ranges, the company relies on very large, complex supply chains.
Any disruption at ports, in the documentation of trade, or to biosecurity procedures will impact the availability and cost of products that Tesco sells. The high level of concern from the Government regarding the affordability of products to households places supermarkets under a great deal of scrutiny from the public, which means that decisions regarding price and supply will have implications beyond typical business outcomes.
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Economic factors are the largest drivers of the pressure on Tesco. Although most indicators suggest that prices have decreased since they reached record levels in 2022, prices for both food and non-alcoholic beverages are still at historically high levels in January 2026 (ONS 2026a), which means that consumer budgets continue to be strained. Retail sales figures for the same period indicated that consumer spending continued to be weak, so there was no guarantee of volume growth for Tesco (ONS 2026b). This creates an unsustainable balance for Tesco. To keep customers loyal, the company must protect its value proposition and manage its increased costs. A firm’s competitive advantage will ultimately be based on how well it can provide customers with affordable options without jeopardising its margins.
The impact of these economic pressures can be seen in published market data. Reuters found that in early 2026, UK grocery inflation had risen to 4.3% while Tesco had increased its market share to 28.7%. Therefore, Tesco has remained strong in a challenging economic environment. However, with current market conditions, growth is more dependent on the capture of market share rather than booming demand. Price sensitivity has increased customers' likelihood of changing retailers; however, high costs have reduced the degree to which grocery retailers can invest heavily in low pricing. Thus, financial discipline is key to strategic survival. Evidence on business expansion and financial management indicates that firms operating in environments with high levels of uncertainty need to manage their costs effectively and to have a disciplined approach to allocating resources to maintain good performance (Setiadi, Anwar & Solihin, 2026).
Labour costs represent a significant dimension of Tesco's economic climate. Grocery retailers are highly dependent on their frontline store, fulfilment and logistics staff to serve customers. Therefore, grocery chains will encounter wage inflation as a strategic challenge. In early 2026, it was reported that Tesco had negotiated a raise in wages with USDAW, resulting in store and fulfilment centre employees being paid £13.28/hour starting in March 2026 (Reuters 2026c). While this will help build morale, retain employees and increase service quality, it will also increase Tesco's operating costs. Both company skills and staffing systems play a significant role in ensuring that the company is efficient under the pressure of rising costs (Kaur & Kumar). Therefore, Tesco must also find a way to create an increasing capacity and productivity of its workforce, along with paying them a higher wage than before.
The social environment has changed since the cost-of-living crisis, which has had a positive effect on the competitive environment due to the dramatic change in consumer behaviour coming out of the cost-of-living crisis. The average family is spending less, due to rising costs, and will only buy the cheapest products available compared to the more expensive ones. According to Worldpanel by Numerator, 52.2% of grocery purchases in January 2026 were for private-brand products as opposed to branded items, an all-time high (Worldpanel by Numerator, 2026). This means that consumers are much more likely to switch from a well-known brand to a new, low-priced product from a retailer when they perceive value in doing so. As such, this opens a window for Tesco as having a strong private label will assist both with maintaining a customer base and managing margins. However, this is a broader evaluation than just the price; customers are now judging retailers based on their level of trust, convenience, and perceived fairness.
Customer loyalty is at an all-time high in the current social environment. Supermarkets now use loyalty programs to reward repeat customers, provide high levels of value to customers, and gather customer data about customers' purchasing patterns. Studies have shown that implementing loyalty programs effectively can positively contribute to a business's ability to expand and grow by combining customer incentives and strategically using data (Ziliani, 2025). In addition, emerging evidence from retailer-focused financial strategy suggests that if you build effective and integrated reward/voucher programs, they can strengthen customer loyalty and increase the visibility of value delivered to customers through these programs (Deshapriya, 2025). The Clubcard model also fits this logic; it allows Tesco to offer consumers targeted savings while giving them additional insights into consumer purchase behaviour. However, it does create one risk for Tesco: the potential for some consumers to perceive the Clubcard system as excluding them from the opportunity to add true value to their shopping experience and therefore perceive it negatively.
Another major characteristic of Tesco’s business environment is technological change. Digital transformation in retail is no longer optional; customers expect the same level of flexibility and convenience when shopping online as they do when shopping in-store (and often more so). Tesco's Whoosh delivery service is just one example of how Tesco is using its digital and logistical capabilities to enhance its omnichannel retail presence. According to Reuters (2026a), Whoosh has expanded from approximately 1,600 stores to well over 70% of all UK households, resulting in a significant increase in Tesco's online sales. By leveraging its existing store footprint as a last-mile fulfilment asset in the expanding same-day/next-day delivery sector, Tesco has incorporated Whoosh into its overall business model rather than allowing rapid-delivery service providers to define that market.
Developing the capabilities required for digital transformation is a key strategic issue. Building organisational capabilities is critical for organisations to realise the full potential of their digital investments (Inan and Yilmaz, 2025). Therefore, successful omnichannel retailing at Tesco will require not only investment in supported platforms but also effective coordination among stores, distribution, information, and customer service functions. Strategic choice over time will also be an important factor for omnichannel retailers; every channel newly entered may increase complexity and cost to the retailer if strategic priorities are unclear (Lindblom, Kautto, & Mitronen, 2026). Tesco needs to ensure that the development of its existing infrastructures leads to success in its overall business strategy because it does not build separate fulfilment systems. Long-term success in the future, as it relates to expanding through digital channels, will need to be communicated carefully to inform management which digital channels are valuable.
Big data and artificial intelligence are anticipated to be utilised more within the Tesco operations to enhance their business decisions, provide better forecasting of market demand, and refine promotional strategies, making it an attractive resource to utilise within a low-margin industry (Kaggawa et al., 2024). AI and big data technologies are specifically utilising strong supply-chain resiliency through improved identification of risk, enhanced visibility and faster response times to disruption, which is particularly important to Tesco as both product availability and cost structure are underpinned by supply resilience (Dindarian, 2026). Additionally, the realisation of economic benefits from AI is not guaranteed; research has shown organisations can experience challenges in realising economic benefits from AI through the introduction of new inefficient processes/management challenges without properly integrating these new systems/functionality (Mills & Spencer, 2025). Therefore, as Tesco implements its technologies, it should do so in an organised manner and not allow its digital complexity to exceed its operational capabilities.
Legal and regulatory pressures exist in Tesco's operating environment that cause greater scrutiny of Tesco and impact its pricing transparency and competitive position in the marketplace. The Competition and Market Authority examined the grocery sector in the UK during the cost-of-living crisis and reported that all supermarkets will continue to be subject to scrutiny as household affordability for food continues to be central to the well-being of a household (CMA, 2023a). Therefore, Tesco is competing in a marketplace with legal oversight that is regulated by competition law (narrow) and by the general public's interest in the fairness of an organisation within that industry. Thus, the texture of prices/rates at the company has both an official evaluation and a reputational evaluation.
Loyalty pricing is especially evident in terms of this relationship. The CMA in 2024 reviewed the amount of loyalty or reward pricing in the grocery industry and determined that, for the grocery industry, loyalty pricing normally provides genuine savings relative to regular prices. Additionally, the CMA did not find many examples of standard prices being raised artificially to give the illusion of bigger discounts (CMA, 2024), which means it was acceptable for Tesco to include Clubcard pricing in the value of its offerings. However, regardless of this regulatory acceptance, the risk of reputational harm still exists. The legality of a price/rate and the legitimacy of that price with respect to consumers are not always the same. For example, if a shopper believes standard prices are excessive, they will likely criticise the retailer for that, even though the retailer has followed all applicable legal requirements. The competitive advantage of Porter’s model is that firms’ competitive positioning is based on their ability to respond to their respective industries through aggressive pricing, but regulations limit the extent of aggressive pricing (Omsa, Abdullah and Jamali, 2017).
As environmental factors have become more important in the financial and operational exposure of companies, they have also had an impact on Tesco in the UK. For retailers, large retailers are highly influenced, if not dependent on, stable agricultural production, efficient delivery of products and provision of energy, and therefore any disruption of these environmental factors will impact the operational aspects of retailers. The analysis of government food security indicates that the ability of the overall food supply chain to recover and respond to unanticipated shocks is directly tied to its ability to manage and recover from unexpected shocks related to climatic conditions and unrest in global markets (Defra, 2024). Furthermore, the abundance of data and characteristics of weather-related systemic risk indicate that environmental challenges are linked to a greater degree with financial and operational risk across sectors (Pellegrini, Pellegrini and Vismara, 2026). Tesco's environmental strategy isn't just a way to enhance the company's image but is also a means to secure a supply chain and limit risks over the longer term. The environmental changes we are seeing now offer exciting possibilities for improved risk management and innovation within businesses. ERM frameworks outline that organisations must have clear systems, roles, and goals to navigate through periods of uncertainty (FERMA, 2025). To be resilient in the future, Tesco will need to apply this framework to all aspects of sourcing, logistics, and category management going forward. Further, the broader context of the supply chain should be taken into consideration; it is not just about managing costs, but it is also about flexibility and the ability to adjust sales strategy (Pache, 2025). Those retail operations that have large exposure to climate-sensitive products or geopolitical disruption cannot afford solely lean environments, meaning they will want to have redundancy, contingency planning, and adaptive capabilities.
As pointed out through Porter’s Five Forces, there is a significant level of strategic pressure on Tesco, even with its current dominance. The competition between existing organisations in this market has reached a fever pitch, and Tesco competes with its closest rival, Sainsbury’s, along with numerous other retailers such as Asda, Morrison’s, Aldi, and Lidl, all in a market where customers can easily compare prices, and the cost of switching between competitors has never been lower. In addition, the increase in competition from discount retailers over recent years and their price-led proposition has influenced customers’ expectations around traditional supermarkets, such as Tesco. The recent study on Aldi’s differentiated international supermarket strategy shows how discount retailers have combined cost leadership with targeted location strategies to offer significant competition to larger incumbent retailers (Wu, 2025). High buyer power exists due to the ability of customers to easily change retailers, especially during an inflationary period. There is variation in supplier power across the different categories, with disruptions creating greater supplier power when there are fewer available alternatives. The threat of new entrants is moderate for both digital and rapid delivery channels, while substitute products will always exist with meal delivery, convenience specialists and alternative retail formats all being examples. Achieving competitiveness will require more than just low prices; it will require a well-executed strategic plan to be successful.
Dynamic capabilities theory explains Tesco's capacity to respond to the changing business environment. Dynamic capabilities refer to the company's ability to integrate, build and reconfigure capabilities to meet ongoing changes in the external environment (Pisano, Teece and Shuen, 1997). Tesco appears to have demonstrated this with their omnichannel development, loyalty pricing system, and workforce changes. The firm's recent actions demonstrate their ability to sense critical changes in their environment, seize the opportunities that exist and successfully reconfigure their resources accordingly. There is significant research that shows a positive correlation between innovation and performance and relatedness to the long-term competitiveness of the company (Farida and Setiawan, 2022). In addition, there is evidence that businesses in periods of uncertainty must employ strategies of organisational maturation and adaptive diffusion to achieve long-term competitiveness (Dahmani et al., 2025). Tesco's recent actions are part of this pattern, as its delivery systems, pricing systems and labour systems have all been adjusted based on external changes.
Benchmarking also provides insight into Tesco's relative strength. Companies can use benchmarking to improve their competitive capabilities by comparing their capabilities and processes to competitors' capabilities and processes and by leveraging that knowledge to improve the deployment of resources (Malhotra et al., 2025). Tesco has gained relative market share compared to its competition, which implies that it has done a better job than many competitors in utilising benchmarking and making the necessary adjustments. Tesco's current momentum has also been attributed to the continued implementation of a strategically consistent approach to various areas such as value, scale of their online business and operational execution (AInvest, 2025). However, long-term success will require Tesco to continue to learn from its past experiences and adapt as required due to the importance of capturing and applying lessons learned from experience as it relates to the long-term adaptability of an organisation (Moser, de Villiers, Scheepers and de Klerk, 2025).
In conclusion, Tesco is doing business within a challenging business environment, as it is increasingly affected by inflation, technological changes, regulatory scrutiny, environmental risks, and extremely competitive business environments. PESTLE analysis has shown that Tesco's strategy is being impacted by political pressures supporting food security, economic volatility, changing social norms, digital transformation, legal regulation and climate-related disruption. Porter’s Five Forces shows that UK grocery retailers remain very structurally challenging and that rivalry and buyer power remain extremely high. Tesco has responded effectively, as evidenced by their utilisation of dynamic capabilities to adjust to their operating model, enhance their omnichannel services and improve their brand loyalty. However, Tesco's future will be determined by its ability to build resiliency in the supply chain, utilise AI and data more effectively (while still using said data to achieve greater efficiency), and create and/or maintain trust in its value proposition. In conclusion, while Tesco's current position as a market leader is of significance, its future position will largely depend upon Tesco being responsive to its very dynamic business environment through ongoing strategic adaptation.
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