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Introduction
The expanding competitive world economy often showcases several situations for conducting analysis with the existing economic theories. The following discussion will be focused on the UK retail supermarket industry constituting the ‘Big Four’ firms that used to dominate in the market. Given the scenario and based on current trends the industry can be structured on the basis of an oligopoly market structure. Following this there will be discussions on the features of the oligopoly market, how firms operate in such a scenario and reference to some economic theories that can be aligned appropriately.  Moreover there will be an analysis of the challenges faced by the firms in operating in this market structure with some practical relevance. This will be followed by some recommendations that can be followed based on short or long run scale of operation of the businesses.


Discussion
The retail industry market industry in UK plays a significant role in contribution to gross domestic product of the country. It contributes 10% in GDP and its staff turnover rate is 50% of the population of the country. Since 2021 the country faced drastic fluctuations in UK retail market economy due to the change in customers behaviour, economic factors and challenges from outside the economy (Dolega et al., 2021). In post covid period the consumer spending became low but the country experienced significant growth in online shopping sector. Online shopping sectors contributed to 20% of the total retail sales in 2019. By 2021 the contribution of this sector showed a high record of 37% of the total retail sales volume of the country (Wortmann, 2021). In starting of 2023 the country faced a high inflation of 6.5% which was highest since 1991 but it came down to 5.2% by December 2023. The inflation created a challenging environment for non-necessary items only essentials where in demand but the retail sales showed a decline of 1% in comparison to previous year but the online retail sales increased by 11%. 
The market of UK is highly competitive and comprises different types of businesses which includes departmental stores, supermarkets, online retailers, and small shops. Different types of structure exist for different formats based on the level of their competition. Perfect competition exists in businesses which differentiate their products, monopolistic competition exist in many retail shops mainly fashion stores grocery chains, oligopoly is practised in UK’s grocery sector where large firms are playing deep cut throat competition among them, monopoly is least common but some sectors have dominant player such as amazon in e-commerce logistics (Benetton, 2021). In UK’s retail market industry high competition exist in supermarkets and grocery supply chain. Post covid scenario and change in consumers behaviour changed the approach of big companies and led their focus shift towards online retail business which resulted dramatic changes in the market trend of the country due to increase in competition in the market. It affected the small retail business sector on a large scale resulting to shut down of their business or surrender to the big companies. 
The big four companies of the retail groceries market in Uk are Tesco, Sainsbury’s, Asda and Morrison’s. These companies cover about one third of the market since 2021. But the German companies namely Aldi and Lidl changed the scenario by giving a tough competition to the big four and attracting customers by their attracting discounting strategy (Elg and Welinder, 2022). In December 2024 the Aldi and Lidl captured their highest market share of 12.8% with an annual growth rate of 10.4%and 9.4% respectively. Comparatively the big four showed a deteriorated results over the expectations due to the shift in behaviour of the consumers’ shopping. The main reason behind it is the discounting strategy of the Japanese companies, the low price leads to decrease in customer’s expenditure and the quality of the products results in gaining confidence over the discounters. It was further backed by the lack of lack of customer’s expectation regarding the pricing of the products, differentiated service and innovation by the big four companies (Koziol, 2022). The success behind Aldi and Lidl is mainly due to discount offerings and focusing on consumer relationship post covid period and economic instability in the country changed the consumers behaviour towards discount-oriented shopping and online shopping, the discounters keep their main focus on those needs. 
These company works on low operating cost and large-scale sales which enables them to attract new consumers and uphold the existing ones. They also find success in excelling in strategic alignment among their supply chain and commercial strategies that is segmentation. It results in maintaining effective balance in demand and supply which helps them to utilise their resources in an optimum way and reduce the cost. In order to reduce the supply chain cost they communicate closely with the suppliers (Sarisa, 2021). Their marketing strategies creates excitement in the consumers to get their attention and bring them to store. They offer few brands with high range of quality in different camping schemes such as 3-year guarantee at a fraction of price, ‘When ‘It’s Gone Its Gone’ or WGIG basis. Such promotional techniques enable them to set expectations of the customers and curiosity among them that if they miss the chance, they would not get it back. They also emphasises the retailers to buy short in order to avoid increase in unsold stocks. Such planning of distribution of the stocks are made earlier and are implemented to their supply chain after proper research of the demand of the products. all these factors helped the discounters to foster their growth in retail market industry of UK (Wu, 2025). 
High competition among the supermarkets and retailers results in competition in prices which gives advantage to the consumers of experiencing low prices. Overall, the sale volume of retail market industry in UK showed an upswing of 0.7% in 2024 following a fall in 2023 by 4.1. The challenges of change in behaviour of customers, instability in economy of the country, and cut throat competition among the big firms provides an opportunity for them to reshape them and boost their growth. Successful businesses will improve their technologies and fortify their supply chains for facing unpredictable backdrop globally. Whereas the unsuccessful businesses are expected to improve their operations find their flaws and work on them to stand strong in the economy. It is expected that the retail sales will rise by 4% in 2025 by seeing the trend of growth between 2023 and 2024 and the growth will foster 10% year on year in e-commerce.
Several theories exist in economics where the behavior of a firm can be studied. Considering the theory of firms, it depicts how a company works in a particular industry. It explains how their operations are affected by any change in the overall market forces of the industry, their relation and position in the industry and their work mechanisms on the basis of which they produce goods and services (Theodoulou, 2023). According to this theory, important aspects of the firm related to their pricing policies, technique used in production process, allocation of scarce productive resources and the volume of total supply along with the inventory that is needed to be maintained. A firm reacts and uses strategies on the basis of the market that it is operating in. This is due to the reason that an individual firm has different market share and market power based on the type of industry like monopolistic competition, perfect competition, monopolist, any form of oligopolistic structure and so on. Another relevant theory that is quite applicable is the demand and supply analysis. In this regard a firm can get an idea about the market demand and plan accordingly their supply for each and every individual product. The theory also indicates any presence of excess or deficit demand or supply of any particular commodity, showing their respective price and cross price elasticity in relation to other products, the equilibrium price level of the market and the equilibrium quantity of supply and demand (Myśliwski et al., 2025).
Focusing on the current market structure of the UK supermarket industry, it can be observed that there exist characteristics of oligopoly. There exist a few large retail chains that are currently dominating the market which includes Tesco, Sainsbury’s, Asda and Morrison’s. Recently Lidl and Aldi are turning out to capture more loyal customers due to their discount strategies. Now coming to the discussion of an oligopolistic market structure, some of its features include huge barriers to enter the existing market, interdependence and rivalry in the market due to the presence of few players, stickiness of the market price of the products, product differentiation in terms of branding and advertisements, etc. (Pi and Vukina, 2025). The main competition is observed as non-price among the rivals like branding, advertisements, discount incentives, etc. Also in this industry, there exist economies of scale for the firms as they can enjoy cheaper manufacturing costs, economic production operations as they have already achieved long run, huge productive capacity due to large funds, etc. Since these firms are huge in structure they possess large buying power which allows them in negotiating with the suppliers (Correani et al., 2023). 
The discussion now follows with the market demand and supply analysis for this industry and the most significant evaluation can be done with respect to the introduction of Lidl and Aldi. It is practical from the law of demand that the market price has an inverse relation to the quantity of goods and services being sold. Thus from the theories of economics it can be stated that the customers will become potentially loyal to the respective brands based of the incentives that the company provides in their respective interactions. This practical example depicts that price conscious buyers switched over to a cheaper and good quality alternative whenever they found the opportunity. This shifted the overall market power from the Big Four and as a result market competition increased and is expect to increase further in future. Moreover the inflation rate in the UK food industry also led the buyers to search for cheaper alternatives to save (Hirsch et al., 2021). From the concept of income elasticity of demand it can be stated that in case of inferior goods the value comes as negative and positive in case of normal goods. The situation explains that as the real income of the consumers fell due to rise in inflation to a 45 year high, they went in search for suitable cheaper alternative that was being supplied by Lidl and Aldi.
The ‘Big Four’ are facing severe competition amidst the rising food inflation and as the economy is almost on the verge of a recession, it has turned out to be a favored shopper’s stop for the middle-class people who are trying to save and look for alternative cheaper options (Grashuis and Hakelius, 2023). One of the main reasons behind this change was the huge discount options, creation of more convenience stores and promoting online shopping which became prominent especially after the pandemic. Other barriers that the firms are facing are the rise in the cost of production of commodities as the cost of energy and fuel and other costs of securing raw materials are rising. Also the consumers have turned from the ‘Big Four’ to the available cheaper alternative due to their maintenance of quality standards of the products being sold.
The ‘Big Four’ have undertaken certain regulations in their usual work process to increase profitability and recovering their lost position in the retail market. This includes implementation of rationalisation of the entire product line. The process involves closure of non-performing or non-profitable business units or stores all over the economy to minimise the losses to the company. In addition it also involves discontinuation of certain products from the supply chain that are not currently being sold at a profitable margin. Removing unnecessary obstacles helps in efficiently regulating the inventory for the company and the operations become more concentrated over those products which can give the maximum yield. In order to perform such a complicated and risky operation the companies have relied on their sales statistics to identify the status of their products along with their sales history and the probable causes behind the fluctuations in the sales. Moreover the companies have started to identify the non-performing retail stores and made an effort for temporary closure or operation sharing with other firms who are willing for business sharing (Sarisa, 2021).
The ongoing discussion now comes to a point where some recommendations can be suggested which may be effective for maintaining the competitive state of the companies (Garnett et al., 2024). Firstly, on the basis of short run operations of the firms, the services should be much more focused on the tastes and preferences of their customers. In order to improve and give priorities to their customers, they can modify their online shopping platforms so that they are provided with individual marketing programs and loyalty schemes. The company should focus on the nature of the customer and their background so that only the relevant loyalty schemes are provided to them without the possibility of any wastage of the time of the customer. Long run measures can include steps taken by the company in terms of demand forecasting. This can act like a game changer as it increases the efficiency unlike any other factors and can increase the economies of scale in its favor. But in order to properly forecast the companies need to invest more on data analytics and create assist teams of analysts to cater to the need. The companies can also promote dark store in the economy as the online marketing platform is expected to expand in future and the presence of such units can assist the supply chain. Last but not least, they can work on product differentiation in order to draw more customers. It is an effective strategy that involves planning to advertise and promote the products to align with modern trends. 

Conclusion 
The study consist of a brief discussion on the market structure along with the theory of firms and the theory of demand and supply analysis and their implementation in the UK retail supermarket chain. Following the discussion it can be understood how the market operates in the supermarket chain in UK based on an oligopoly structure. Here the existing situation of the market with the dominating ‘Big Four’ companies namely the Tesco, Sainsbury’s, Asda and Morrison’s have been taken into consideration. The recent change in market power with the introduction of Lidl and Aldi in the cheaper supply alternative segment is studied. The reasons behind the change in pattern of market competition for these firms are being studied along with the causes behind the adverse situation of the existing ‘Big Four’ which is taken as an example. The discussion also follows how they reacted to their challenges and the preventive steps taken by the companies to deal with the change in market trends.  
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