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Abstract
The report is an analysis and assessment of Tesco. The external analysis contains a detailed analysis of the macro environment and micro environment, where the macro environment uses the PESTLE model and the micro environment uses Porter's Five Forces model. The report found that Tesco's local food, patents, employees, distribution network and financial resources are particularly valuable. The evidence suggests that the cost structure and patent organisation have had an impact on the overall profitability of the company. The researchers suggest that expanding into international markets, updating management strategies and values and conducting business in multiple forms could take Tesco to the next level.
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[bookmark: _Toc161973018]1.0 Introduction
In response to the global economic challenges, this report critically analyses Tesco's current and future internal and external environments. The October 2023 World Economic Outlook report shows signs that policy tightening is beginning to cool economic activity, despite the persistence of core inflation. Risks are more balanced but still tilted to the downside as banking sector stresses subside (INTERNATIONAL MONETARY FUND, 2023). In 2022, global grocery retailing was hit by high inflation hitting consumers in Europe, the Americas, Africa and Oceania, and the relatively inflation-free Chinese economy stumbling due to other factors, with absolute dollar sales declining for the first time in decades on a constant currency basis (euromonitor, 2023). Tesco is a British multinational grocery and general merchandise retailer headquartered in Welwyn Garden City, U.K. It is the market leader in the U.K. grocery market with a 27.4% market share (Statista, 2023).









[bookmark: _Toc161971525][bookmark: _Toc161973019]2.0 External Analysis of Tesco
[bookmark: _Toc161971526][bookmark: _Toc161973020]2.1 Macro Environment
PESTEL is a model developed by analysing the impact of six key external factors, namely political, economic, social, technological, environmental and legal. It can be used by businesses and organisations to assess potential macro-factors that can affect their operations and decision-making (Vanzandt, 2023)。
[bookmark: _Toc161971527][bookmark: _Toc161973021]2.1.1 Political
The government of the country or region where Tesco is located is a key factor for it. If it is politically unstable then Tesco's supply chain and operations will be affected. The government's move to impose import and export tariffs as part of its trade policy can lead to an increase in the cost of Tesco's goods, making them more expensive to sell. In addition, the government's adjustments to tax rates, VAT and additional taxes will have a direct impact on Tesco's revenues and purchases. For example, an additional tax will be charged on the packaging of certain goods (Pereira, 2023).
2.1.2 Economic
In terms of the economy, Tesco's costs and the purchasing power of its consumers are likely to be affected by inflation. This is because inflation would mean that Tesco would need to invest more in its costs, leading to a decrease in its profitability. Consumers will also give up buying unnecessary products because their income becomes lower. Therefore, Tesco needs to keep an eye on the economy and adjust its pricing to balance the impact of inflation on its costs and consumers (The Strategy Story, 2024).
2.1.3 Social
As time goes by, consumers are becoming more and more conscious about the healthiness of food and the sustainability and convenience of supermarkets, their preferences and tastes are constantly changing. Tesco needs to adapt appropriately with this demand in order to satisfy its customers. For example, increasing the range of healthy food and pursuing freshness in the supply of products (Shaw, 2024)。
2.1.4 Technological
E-commerce and online shopping has become the first choice for most people and hence Tesco has carried out an online shopping platform. Not only can people shop on its website, it has also developed mobile apps to provide convenience. Customers can shop from anywhere, whether at home or on the go, and Tesco also offers a delivery service for those who need it. This has led to its market coverage aspect being expanded and customer loyalty will increase accordingly. In addition, Tesco has introduced the Clubcard loyalty programme which collects customer data. By analysing the customer's spending level, product preferences and shopping habits, it is possible to tailor promotions to different users. This data also enhances the shopping experience of the customer, and Tesco will use the results of the analyses to distribute promotions and offers to customers, making them more satisfied and increasing their loyalty (MBASkool, 2023).
2.1.5 Environmental
Tesco produces carbon dioxide during transport and production in its supply chain, the emission of which can have irreversible environmental impacts such as global warming and melting icebergs leading to the destruction of animal habitats. To address these risks, Tesco has set itself the goal of zero CO2 emissions, reducing the generation of plastic waste while promoting recycling (Reddy, 2023).
2.1.6 Legal
In order to protect the rights and safety of consumers, laws and regulations will govern Tesco. For example, Tesco must ensure that its products are safe and the pricing of goods needs to be fair and equitable. Breach of these laws could result in Tesco facing legal action, financial penalties and a significant impact on its reputation. Tesco needs to protect the data and privacy of its customers whilst collecting their data, or face serious legal sanctions (Miller, 2022).
[bookmark: _Toc161971528][bookmark: _Toc161973022]2.2 Micro Environment
Michael Porter introduced the Five Forces model of strategic analysis in a 1979 article in the Harvard Business Review, listing five forces at work in a given industry: internal competition, the potential for new entrants, the bargaining power of suppliers, the bargaining power of customers, and the ability of customers to find substitutes (Gratton, 2024).
2.2.1 Rivalry Among Existing Competitors
The main competitors of Tesco are Sainsbury's, Asda, Aldi, Morrisons and Lidl. As of October 2023, Tesco is considered to be the sustained market leader with a market share of 27.4%. In comparison, the other companies are lagging behind with 14.8%, 13.7%, 9.9%, 8.6% and 7.6% of the market share respectively (Statista, 2023). As a result, Tesco is more competitive in terms of operating across the environment.
2.2.2 Threat of Substitute Products or Services
The threat of substitutes in retailing is usually low because large branded supermarket chains have a full range of products. This also leads to many customers becoming dependent on familiar supermarkets and eventually develop into their loyal customers. Moreover, the prices of goods in many small retail shops are generally much higher than those in large supermarkets. As a result, most customers will be attracted to the large supermarkets, and the large supermarkets will not be threatened by these alternatives to the (Pantano et al., 2017).
2.2.3 Threat of New Entrants
However, the threat of new entrants is big for this industry. This is because even if there are many big and recognisable brands in the market as a whole, it will not have an impact on the entry of new businesses. This is because retail shops are very malleable and they can find the right niche according to the needs of their customers and then adapt themselves to potential customers to meet their requirements (Sadun, 2015). Moreover, new entrants will increase the competition among the companies in the whole market, and there will be constant adjustments and comparisons among the companies, and this situation is a great threat to the whole industry.
2.2.4 Bargaining Power of Buyers
Customer bargaining power is a very powerful force for this industry. The reason for this is the existence of a wide range of supermarkets in the market, where people can choose where to shop or the supplier of goods according to their needs without being constrained. And because the switching costs of retailers are very low, resulting in supermarkets not being able to make suitable counter-actions in the face of consumer bargaining power, which further makes the consumer bargaining power higher (Stan, 2015). Therefore, the influence of consumers on this industry cannot be ignored.

2.2.5 Bargaining Power of Suppliers
The bargaining power of suppliers is low to medium and this is due to the fact that there are a large number of suppliers in the industry as a whole, so they do not have a significant impact on companies. The influence of independent suppliers on large companies is even more minimal, which leads to more aggressive competition for their place in the market in order to survive (Wang et al., 2018). It is clear from these points that the bargaining power of suppliers has no way of influencing the industry as a whole.
2.3 Customers Analysis
For Tesco, customers are a major micro-environmental factor that is very important. Because Tesco has to serve millions of customers every day, the customer's requirements and needs will make it adjust accordingly in time. Moreover, all these customers have different needs and their jobs make their needs change. Therefore, Tesco needs to survey and collect customer satisfaction frequently to make appropriate changes. Although Tesco has a wide range of products to meet most of its customers' needs, it needs to continue to expand its range of certain products to meet the specific needs of certain customers, such as gluten-free and vegetarian products. Because Tesco makes improvements and adjustments in response to customer needs, most customers join their Clubcard loyalty scheme and become members. Tesco also values the impact of customers on their business and puts the customer at the centre of it. They believe that customer feedback is very important and helpful in improving their services and products (Tesco Plc, 2023).
2.4 Employees Analysis
Employees as part of Tesco also make a difference to every aspect of it. As a highly recognised multinational retailer, Tesco employs over 330,000 people. Therefore, Tesco needs to consider its customers as well as the welfare of its employees. For example, the wages they pay their employees and the processes they use to recruit and train them all have an impact on their future growth.The Tesco Plc team provides employees with the core services they need, which include training and development, occupational health, assistance programmes, free health checks, an e-learning platform and some additional support. These benefits all contribute to the innovation and personal growth of employees and make the products Tesco produces even better (Schosser, 2024).
[bookmark: _Toc161971529][bookmark: _Toc161973023]3.0 Internal Analysis of Tesco
3.1 Valuable
The food products produced by Tesco are a valuable resource. This is because of their high level of differentiation which gives customers a high perceived value for these products. This differentiation also allows customers to rate their products higher than other large retailers in the market, which increases Tesco's competitiveness. Tesco's patents are also a valuable resource to them as they avoid the disruption of competition in the marketplace, allowing Tesco to sell their products with peace of mind and bring in more revenue. If Tesco licensed its patents to other manufacturers, it could receive an additional income (Pereira, 2023). Unfortunately, there is no value in Tesco's cost structure. The specific reason for this is because the high cost of production has led to the company's overall profitability suffering and it may not be able to compete with its competitors. Therefore, Tesco's cost structure is a competitive disadvantage that needs to be improved.
3.2 Rare
Tesco has a rare resource of employees as they are trained to be well trained and skilled and excellent employees. Also the desirable salaries, good job packages and benefits offered to them by Tesco further retains these employees to continue working for them. In addition, Tesco's distribution network is also a scarce resource, which has been developed over time and with different suggestions from various customers. So it would take a lot of money, time and effort for competitors to find a better distribution network as very few companies have a distribution network as good as Tesco.
3.3 Imitable
Tesco's financial resources are difficult to emulate because they have been acquired over many years of long-term profitability. Therefore, it would take a long time for new entrants and fellow competitors to acquire similar financial resources if they wanted to make the same or better profits. It is also very difficult to emulate Tesco's distribution network, which has been developed over many years, and the cost of doing so is high for other competitors. They would need to invest a lot of money at an unknown risk and may not be able to do it all at once.
3.4 Organisation
Tesco's financial resources can be used to make strategic investments in order to seize the right opportunities or take timely action in the face of threats, which is an important competitive advantage. However, Tesco's organisational unit that manages its patents is not taking full advantage of the potential benefits of these patents. If Tesco had started to sell its patented products before the expiry of the patents, there would have been an unused competitive advantage, which could have been turned into a sustainable competitive advantage for Tesco if it had not done so.
[bookmark: _Toc161971531][bookmark: _Toc161973024]4.0 Recommendations
[bookmark: _Toc161971532][bookmark: _Toc161973025]4.1 Expansion into International Markets
Expanding into international markets will allow Tesco to compete effectively in the global retail industry. As the domestic market is becoming more crowded, retailers need to look for expansion opportunities in emerging markets so as to avoid systemic risks in the domestic market. Among other things, retailers need to make their strategies flexible and adaptable to market changes when expanding, meeting local customer needs and adapting products to local tastes and preferences (Rijamampianina et al., 2003).
[bookmark: _Toc161971533][bookmark: _Toc161973026]4.2 Updating Management Strategies and Values
Tesco can manage its supply chain by adopting different approaches to minimise potential risks and avoid future losses. For example, Tesco can introduce strategic management that focuses on innovation. In addition, the organisation needs to update its standards to meet the needs of its employees and change its HRM strategy and company values (Sanchez et al., 2015).
[bookmark: _Toc161971534][bookmark: _Toc161973027]4.3 Use of Multiple Forms of Business Models
[bookmark: _Toc161971535][bookmark: _Toc161973028]Tesco is able to cater for a wide range of customers by using a variety of formats for its operations and using different distribution channels. Although Tesco already has a number of physical shops in some regions or countries and also has an online mode of shopping, it can continue to expand its business model. For example, differentiated shop formats such as 'Express, Metro, Superstore, Extra and Homeplus', which are used in the UK, could be tried in other regions (Blythman, 2012 p.67). This approach may be similar to expanding internationally, however Tesco is only operating in a small number of countries at the moment, so it may be possible to experiment with different types of shops first to see how it works. If this works well, then signing franchise agreements with local companies overseas could also give Tesco a boost to its expansion.









5.0 Conclusion
5.1 Strengths
A survey of Tesco found that its strengths are high customer perception of local food, patents that can bring in extra revenue, and its staff and distribution network are very rare, respectively. In particular, online shopping and delivery services make customers' lives easier, and Tesco also improves its satisfaction and loyalty based on the data it collects from its customers. All of this has brought it considerable benefits, which is probably why Tesco has a 27.4% market share.
5.2 Weaknesses
However, Tesco's cost structure affects the overall profitability of the company and its patent organisation is not utilising the full potential of these patents.
5.3 Opportunities
The opportunity for Tesco is that it can gain more potential customers by adjusting its product offerings in a way that caters for changing preferences and demands. It can also look for new expansion opportunities in international markets and operate in a variety of formats to meet the needs of a range of customers.
5.4 Threats
However, there are many threats to Tesco. Political instability can lead to disruption of supply chains, investments and operations, and the government's behaviour in changing tax rates, VAT, duties and additional taxes can force product prices to rise. The rate of inflation can also have an impact on Tesco's costs as well as reducing the purchasing power of consumers. If Tesco breaches the relevant laws and regulations that it is required to comply with, this could lead to legal action resulting in financial penalties and reputational damage. In addition, the threat of new entrants to the retail sector is very high and the bargaining power of customers is high for the retail sector. This all poses a potential threat to Tesco. In order to help Tesco to grow better, the researcher has made three recommendations for it to expand into international markets, update its management strategies and values, and diversify its business.
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1. Market share of grocery stores in Great Britain from January 2017 to October 2023
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