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Digital Innovation and Transformation Portfolio
Organisation: Tesco 

[bookmark: _Toc72855841]1. Introduction to the organisation
Tesco is one of the largest and most influential grocery retailers operating in the United Kingdom and plays a central role in shaping competitive standards within the UK retail sector. Established in 1919, Tesco has evolved from a small market stall operation into a multinational organisation with a strong domestic footprint and a growing emphasis on digital capability, customer experience management, and data-driven decision-making. In the UK, Tesco operates an extensive network of large-format stores, supermarkets, and convenience outlets, complemented by a well-established online grocery platform and home delivery service. This omnichannel scale positions Tesco as an appropriate and relevant organisation for analysing innovation strategy and digital transformation within a complex, low-margin retail environment.
The UK grocery retail industry is characterised by intense competition, increasing price sensitivity, and rapidly evolving consumer expectations. Customers now expect convenience, transparency, personalisation, and seamless integration across digital and physical channels. At the same time, traditional supermarkets face sustained pressure from discount retailers and digitally enabled competitors that challenge established business models. In this context, digital innovation has become a strategic necessity rather than a discretionary investment. Retailers such as Tesco must continuously adapt their operating models to maintain relevance, efficiency, and customer loyalty while managing cost pressures and operational complexity (Porter, 2008; Rogers, 2016).
Tesco has responded to these challenges through sustained investment in technology, analytics, and customer-facing digital platforms. Initiatives such as the Clubcard loyalty scheme, self-service checkout technologies, mobile application development, and advanced fulfilment systems demonstrate Tesco’s strategic focus on enhancing customer value while improving operational performance. However, the effectiveness of these initiatives depends not only on technological capability but also on how well innovation aligns with customer needs and integrates across the end-to-end customer journey. As academic research on digital transformation highlights, value is created when technology is embedded within organisational processes and customer experiences rather than implemented in isolation (Westerman, Bonnet and McAfee, 2014).
This portfolio applies the Innovation Ambition Matrix to assess how Tesco balances core, adjacent, and transformational innovation initiatives, alongside Customer Journey Mapping to identify friction points within the current customer experience. Building on this analysis, the portfolio proposes a digital transformation initiative designed to enhance personalisation, reduce customer effort, and improve fulfilment reliability. By linking theory to practice, the portfolio aims to demonstrate how strategic digital innovation can support Tesco’s long-term competitiveness within the UK grocery retail sector.

[bookmark: _Toc2122815721]Key consumer and industry trends affecting Tesco
 Cost-of-living pressure and value seeking
A defining trend in the UK grocery market is sustained consumer sensitivity to price, intensified by cost-of-living pressures and uncertainty about household finances. When budgets tighten, shoppers become more promotion driven, they actively compare retailers, and they trade down to private label or lower-priced pack formats (Mintel, 2023). For Tesco, the strategic challenge is to protect a “value” position without eroding margins further, while keeping the customer experience simple. Tesco has responded with mechanisms such as Clubcard Prices, own-brand ranges and targeted offers that aim to deliver savings to engaged customers. However, heavy promotional environments can create confusion, making customers feel they must “work” to access fair prices. In customer experience terms, value is not just the numeric price; it is the perceived clarity and fairness of the pricing system. This trend increases the importance of transparent digital tools that help customers understand how savings are achieved.

 Omnichannel convenience and fulfilment expectations
A second trend is the normalisation of omnichannel shopping. Consumers increasingly expect to move seamlessly between planning on a mobile device, purchasing online, topping up in-store, and using delivery or click-and-collect depending on time and need (Euromonitor International, 2023). Fulfilment reliability has become a core component of brand equity: customers judge a retailer on slot availability, delivery punctuality, substitution quality and the ease of resolving issues. Operations research highlights that omnichannel performance depends on integration between inventory visibility, picking processes, last-mile logistics and customer communication. The implication for Tesco is that digital experience improvements must be coupled with operational execution; otherwise, digital promises can raise expectations that the physical system cannot meet.
 Personalisation, data ethics and trust
Consumers also increasingly expect personalisation, particularly in promotions and recommendations. Marketing research indicates that data-driven personalisation can improve relevance and engagement when it reduces search costs and feels helpful rather than intrusive (Davenport et al., 2020). Tesco’s Clubcard gives it strong data assets, but the trend also heightens scrutiny regarding privacy, transparency and the perceived fairness of algorithmic decisions. Regulators and industry guidance emphasise the need for clear consent, purpose limitation and explainability when personal data is used to shape customer outcomes (ICO, 2023). For Tesco, the challenge is to use data to provide convenience and value while maintaining trust. If customers believe that algorithms create unfair price discrimination, or that data is used without meaningful control, the loyalty relationship can weaken. This trend therefore supports initiatives that make personalisation explainable, controllable and visibly beneficial.
 Sustainability and responsible retailing
Sustainability has moved from a niche concern to a mainstream expectation, with customers paying more attention to packaging, waste, sourcing and emissions. Retailers influence sustainability outcomes through forecasting accuracy, dynamic markdowns, redistribution, packaging redesign and supply-chain collaboration. Digital technologies can enable sustainability by improving demand prediction, enabling traceability, and optimising distribution routes, which reduces waste and emissions (McKinsey & Company, 2023). Tesco has stated commitments on waste reduction and emissions, so initiatives that reduce waste while improving customer experience can provide dual value. In grocery, food waste is also linked to substitutions and availability: when the system cannot supply what customers planned to buy, waste can increase through rejected substitutions and abandoned baskets. Therefore, a sustainability lens strengthens the case for data-led planning and substitution optimisation.
 Competitive dynamics and fast imitation
Finally, the diffusion of retail technologies is rapid. Competitors can imitate self-checkout, scan-and-go and loyalty mechanics, which means differentiation often comes from execution quality and integration across activities rather than any single feature. Strategy research argues that sustained advantage comes from a unique system of activities that fit together, not isolated best practices (Porter, 1996; Porter, 2008). In practical terms, Tesco must align its app experience, offers, fulfilment operations, and service recovery to create a coherent journey that customers find easier, fairer and more reliable than alternatives. This trend favours innovations that integrate across touchpoints and improve the end-to-end journey rather than point solutions.

Part 1: Analysis of Tesco’s approach to innovation
3.1 Innovation Ambition Matrix
The Innovation Ambition Matrix classifies innovation into three categories: core, adjacent and transformational (Nagji and Tuff, 2012). Applying the matrix to Tesco clarifies how it balances reliability-focused improvements with growth and longer-term bets.
Core innovation at Tesco is extensive and continuous. It includes incremental improvements to store operations, checkout throughput, planogram execution, availability, and digital interface usability. For example, self-checkout enhancements reduce queueing time, while app improvements such as better search, clearer filtering and smoother payments reduce friction for online ordering. Supply-chain and store replenishment analytics are also core innovations because they improve the same underlying model: buying efficiently, distributing effectively, and maintaining high on-shelf availability. In a low-margin industry, these improvements support competitiveness by lowering cost-to-serve and reducing customer dissatisfaction linked to missing items.
Adjacent innovation involves extending capabilities into new services or channels. Tesco’s development of click-and-collect, expansion of rapid top-up delivery options, and integration of complementary services such as financial products or mobile services can be classified as adjacent. Adjacent innovation leverages existing assets, including brand trust, store networks and data, while opening additional revenue streams and new customer use cases. However, adjacent innovation requires careful prioritisation because it can stretch organisational attention. If adjacent services dilute focus from the core grocery mission, customer experience can suffer. Tesco’s challenge is therefore to select adjacent innovations that reinforce convenience and loyalty rather than distract.
Transformational innovation is where Tesco’s most distinctive potential sits, particularly through advanced analytics, AI and automation. Transformational initiatives change how value is created or captured, for example by using loyalty data to move from generic promotions to individually relevant offers, or by deploying automated fulfilment systems that alter service levels and cost structures. Research on digital transformation stresses that technology alone does not create transformation; leadership, governance, and capability building are essential (Westerman, Bonnet and McAfee, 2014). In Tesco’s case, the transformational promise is to make shopping feel effortless and fair through intelligent planning, recommendation, and fulfilment systems. The risk is that algorithms can create perceived unfairness or operational mismatches if data is inaccurate.
Overall, Tesco’s innovation portfolio appears weighted toward core and adjacent innovation, reflecting the operational demands of grocery retail. The strategic opportunity is to use transformational capability to improve the most painful parts of the journey, especially planning, substitution and service recovery, where personalisation and automation can materially reduce effort.

	Innovation type 
	Focus 
	Tesco examples 
	Strategic purpose 

	Core innovation 
	Improvements to existing product/processes
	Self-checkout upgrades, supply chain analytics, Club-card pricing refinement
	Efficiency, cost reduction, convenience 

	Adjacent innovation 
	Expansion into new channels/services
	Click-and-collect, rapid delivery, Tesco bank integration 
	Revenue diversification, omnichannel growth

	Transformational innovation 
	New data-driven business capabilities 
	AI personalisation, automated fulfilment centres, predictive analytics
	Long-term competitive advantage



Critical analysis:
Core innovation dominates Tesco’s portfolio. In a low-margin grocery sector, incremental improvements such as reducing checkout times or improving stock accuracy have immediate financial impact. Research suggests that in mature industries, core innovation provides stability and protects margins (Porter, 2008).
Adjacent innovation allows Tesco to leverage its infrastructure. Services like rapid delivery extend existing capabilities rather than replacing them. This reduces risk while capturing new customer behaviours such as convenience-led shopping (Rogers, 2016).
Transformational innovation is increasingly data driven. Tesco’s Clubcard generates vast customer data, enabling predictive analytics and personalised pricing. However, transformational initiatives require strong governance and integration across departments to succeed (Westerman, Bonnet and McAfee, 2014).
Overall, Tesco shows a relatively balanced innovation portfolio, but transformational capabilities present the greatest opportunity for differentiation.

[bookmark: _Toc315159251]3.2 Customer journey mapping: current state
Customer journey mapping identifies how customers interact with Tesco across stages, touchpoints and emotions. The journey differs by channel, but a unified view helps prioritise improvements that matter across in-store and online experiences.
Stage 1: Need recognition and planning. Customers identify household needs, set budgets and decide where to shop. Touchpoints include the Tesco app, email and app notifications, physical leaflets, social media, and in-store signage. A common pain point is cognitive load: customers face many offers, price mechanisms and product choices. Some shoppers also struggle to estimate the final basket total while planning, especially when “Clubcard Price” discounts apply selectively. If planning feels uncertain, customers may reduce basket size or switch to a retailer perceived as simpler.
Stage 2: Search and consideration. Customers browse categories, compare prices, and check availability. Online, search relevance, filtering and sorting are critical; in-store, signage, shelf layout and staff visibility matter. Pain points include poor visibility of likely stock-outs, uncertainty about substitution outcomes, and difficulty comparing value across pack sizes. For loyalty-linked deals, customers may not understand why certain offers appear or disappear, which can create frustration.
Stage 3: Purchase and fulfilment. Customers either shop in store, place an online delivery order, or use click-and-collect. In-store, queueing, locating items, and checkout speed shape perceptions. Online, slot availability, picking accuracy, substitution quality and delivery punctuality dominate. Substitutions are especially important: customers may accept substitutes when they are similar and communicated well, but reject them when they are inappropriate, expensive or contradict preferences. Operationally, poor substitution handling increases refunds and complaints.
Stage 4: Consumption and evaluation. Customers judge product quality, freshness and value once they use items at home. If something is wrong, the cause may be operational rather than product-based, but the emotional impact is similar. Customers also evaluate the usefulness of offers retroactively, asking whether Tesco helped them save money or added complexity.
Stage 5: Post-purchase support and loyalty. Customers request refunds, report issues, rate substitutions and receive loyalty offers. Pain points include slow resolution, inconsistent experiences across channels, and limited proactive communication. Service research shows that effective service recovery can restore trust, but poor recovery increases churn risk (Tax, Brown and Chandrashekaran, 1998).
Synthesising the journey, Tesco’s main friction points cluster around (a) planning with confidence about budget and value, (b) substitutions and availability transparency, and (c) fast, fair service recovery. These points are suited to digital intervention because they depend on real-time data, preference management and automation.

	Stage
	Customer Actions
	Touchpoints
	Pain Points
	Emotional State

	Need Recognition
	Realises groceries are needed
	App alerts, email promotions
	Overload of offers
	Mild confusion

	Planning
	Builds basket
	Tesco app/website
	Unclear final cost
	Uncertainty

	Purchase
	Orders online or shops in-store
	Checkout, self-scan
	Stock-outs, substitutions
	Frustration

	Fulfilment
	Receives delivery
	Delivery service
	Late slots, poor substitutes
	Anxiety

	Post-Purchase
	Contacts support if needed
	App, customer service
	Slow issue resolution
	Dissatisfaction



Analysis of Pain Points
The most significant friction occurs during:
· Planning stage – Customers struggle to understand total basket cost due to loyalty pricing complexity.
· Substitution stage – Poorly matched substitutes reduce satisfaction.
· Service recovery – Delays in resolving issues weaken trust.
These friction points indicate opportunities for digital innovation focused on transparency and proactive problem resolution.

[bookmark: _Toc1450331862]3.3 Critical evaluation of Tesco’s innovation fit
A useful way to judge Tesco’s innovation choices is to consider “fit” between customer value, operational feasibility and strategic positioning. In grocery, customers rarely reward novelty for its own sake; they reward reliability, speed and fair value. Core innovations such as improving availability, reducing queues and simplifying navigation therefore have high fit because they deliver immediate, tangible benefits. Adjacent innovations have fit when they solve a realistic customer job-to-be-done, for example enabling customers to collect shopping on the way home, or to order a last-minute top-up. Transformational innovations have fit when they simplify complex decisions, such as planning within a budget, or managing substitutions without frustration.
Tesco’s current innovation fit is strongest where digital and physical reinforce each other. For example, loyalty data can inform store ranging and local availability, while store network density can support collection and rapid delivery. Fit is weaker where customers perceive complexity or unfairness. The spread of “member pricing” in UK retail suggests customers accept loyalty-linked discounts, but only if the experience is transparent and not punitive (Mintel, 2023). Tesco therefore needs to ensure that personalisation is framed as helpful guidance rather than a confusing discount maze. The design of digital interfaces matters because it shapes how customers interpret the system.
Another dimension of fit is organisational capability. Digital transformation literature stresses the importance of combining digital skills with domain expertise (Westerman, Bonnet and McAfee, 2014). Tesco’s capability base is strong in retail operations, but complex AI initiatives require data governance, model monitoring and cross-functional ownership. Without disciplined governance, AI features can drift, produce inconsistent recommendations, or amplify errors from poor underlying data. This is why transformational innovation must be implemented with clear accountability and measured through customer journey outcomes rather than only technical outputs.
[bookmark: _Toc180600052]3.4 Stakeholders and capability requirements
Tesco’s innovation outcomes depend on multiple stakeholders. Customers are the primary value recipients, but colleagues in stores and fulfilment centres influence whether digital promises are delivered. Suppliers are also stakeholders, because promotions and availability decisions shape demand patterns and inventory risk. Finally, regulators and civil society influence the “license to operate” through expectations about fair pricing, data privacy and sustainability.
Capability requirements therefore span technology and people. Technically, Tesco needs accurate item-level inventory, robust customer identity and consent management, and reliable APIs connecting app experience to fulfilment operations. Organisationally, Tesco needs product management capability to design journeys, data science capability to build models, and operations capability to translate insights into execution. Training and incentives matter: if store targets prioritise speed at any cost, substitution quality may fall. If customer service metrics reward deflection rather than resolution, service recovery will suffer. A journey-based governance model that aligns incentives across functions supports consistent delivery.

4. Part 2: Proposed digital transformation initiative
[bookmark: _Toc697942852]4.1 Initiative overview: Tesco Personal Shopping Companion
The proposed initiative is an AI-enabled Tesco Personal Shopping Companion integrated into the Tesco app and online grocery journey. Its purpose is to reduce customer effort, increase perceived fairness of personalised offers, and improve fulfilment satisfaction by managing substitutions proactively. The initiative combines three capabilities.
Capability one is personalised planning. The companion creates smart lists and meal plans based on household purchase history, stated dietary requirements, allergies, and “rules” set by the customer, such as maximum weekly spend or preferred brands. Customers can turn features on or off, which supports agency and reduces privacy concerns.
Capability two is transparent value optimisation. Rather than simply presenting deals, the companion explains how prices and offers influence the basket. It shows “with Clubcard” and “without Clubcard” totals, highlights savings drivers and suggests alternatives that meet customer rules, such as switching to a comparable own-brand option or a better unit-price pack. Importantly, it uses explainable prompts, so the customer understands why an item is recommended, aligning with guidance on trustworthy AI and transparent communications (ICO, 2023).
Capability three is substitution and service-recovery automation. Before checkout, customers set substitution preferences at a granular level, for example “never substitute branded baby formula” or “substitute within 10% of price for fresh produce”. The system learns from acceptance and rejection behaviour. During picking, it predicts likely stock issues, flags them early and proposes substitute candidates ranked by similarity and prior acceptance. If something goes wrong, the companion offers an instant resolution pathway.

[bookmark: _Toc969297807]4.2 Enhanced customer journey
Stage 1 planning (enhanced). When the customer opens the app, the companion offers a weekly planning dashboard showing predicted staples running low, likely household needs based on patterns, and an estimated basket cost range. The customer can set a budget and see in real time how the plan fits. The companion proposes meals and lists that balance budget, health and convenience. By reducing planning uncertainty, the feature supports value-seeking consumers and reduces switching.
Stage 2 search and consideration (enhanced). As the customer browses, the companion provides clearer value signals: unit price comparisons, relevant coupons, and a “why this offer” explanation. If a product is at risk of unavailability, it is flagged with a probability indicator and suggested substitutes appear immediately. This reduces disappointment and supports informed choice.
Stage 3 purchase and fulfilment (enhanced). For online orders, the companion confirms substitution rules, shows a fulfilment confidence indicator for the selected slot, and offers alternative slots if predicted accuracy is higher. For in-store shopping, the app can provide route guidance and remind customers of list items near their location. At delivery or collection, the customer receives a simple substitution summary with one-tap decisions. The companion also supports proactive messaging when delays occur, reducing anxiety.
Stage 4 consumption and evaluation (enhanced). The companion prompts lightweight feedback, for example rating a substitute or reporting freshness issues. Feedback triggers learning and, where necessary, immediate service recovery. Stage 5 loyalty (enhanced). The companion converts behaviour into meaningful loyalty benefits, allowing customers to choose reward types, such as money-off, points acceleration or sustainability-linked rewards, which can strengthen emotional loyalty.

	Stage 
	Digital enhancement 
	Customer benefit
	Emotional state

	Need recognition
	AI predicts shopping needs 
	Auto-generated smart list 
	Convenience 

	Planning 
	Real-time budget tracker 
	Transparent savings
	Confidence 

	purchase
	Smart substitution logic
	Fewer rejected items
	Trust 

	Fulfilment 
	Predictive delay alerts 
	Reduced uncertainty 
	Reassurance 

	Post-purchase 
	One-tap issue resolution 
	Faster refunds 
	Satisfaction 



[bookmark: _Toc1858969343]4.3 Value creation for customers and Tesco
For customers, value is created primarily by reducing effort and increasing clarity. Customer effort has been shown to be a strong predictor of repurchase; lowering effort often matters more than “delighting” with extra features (Dixon, Freeman and Toman, 2010). The companion reduces effort by simplifying planning, explaining value mechanics, and minimising friction when substitutions happen. It also builds trust through transparency and control, which is crucial when personalisation influences prices.
For Tesco, value is created in commercial performance and operational efficiency. Commercially, better planning and relevance can increase retention, app engagement and basket size. More accurate and acceptable substitutions reduce refunds, complaints and re-picks. Better forecasting and a clearer understanding of preferences can reduce waste, improving margin and sustainability outcomes. Strategically, the initiative builds an integrated system that combines data, app experience and fulfilment operations, supporting differentiation through fit among activities rather than a single feature (Porter, 1996).

[bookmark: _Toc1259808126]4.4 Implementation considerations and risks
Implementation should be phased. Phase one delivers planning and basket transparency features using existing data and rule-based explainability. Phase two adds advanced substitution prediction and learning loops, requiring integration with inventory accuracy and picking workflows. Phase three introduces automated service recovery and personalised reward preferences.
Key risks include privacy concerns, algorithmic bias, and over-promising. Privacy-by-design should be applied, with clear consent settings and the option to use features without sharing additional sensitive information (ICO, 2023). Algorithmic bias can be mitigated through monitoring, audit trails and testing across customer segments (Davenport et al., 2020). Over-promising is avoided by tying confidence indicators to data quality and by improving stock accuracy processes in parallel.
Change management is also critical. Store and fulfilment colleagues need training so that digital promises match physical execution. Leadership must align incentives so that customer journey outcomes, not only cost, are prioritised. Research suggests that successful digital transformation relies on governance that coordinates across functions and invests in capability building (Westerman, Bonnet and McAfee, 2014).

[bookmark: _Toc1571155361]4.5 Metrics and evaluation
A balanced evaluation plan should combine customer, commercial and operational metrics. Customer metrics include Net Promoter Score, Customer Effort Score, substitution satisfaction, complaint rate, and app weekly active users. Commercial metrics include retention, share of wallet, basket size, and offer efficiency. Operational metrics include substitution acceptance, pick accuracy, refund volume, delivery punctuality and waste levels. Tesco should run controlled experiments, comparing cohorts with and without the companion features, and evaluate results over multiple shopping cycles to account for learning effects. Qualitative insights from interviews and app feedback should complement metrics to identify unintended consequences.
This portfolio has examined Tesco’s approach to innovation and digital transformation within the context of a highly competitive and rapidly evolving UK grocery retail market. The analysis has shown that Tesco operates in an environment defined by increasing price sensitivity, rising expectations for convenience and personalisation, and growing scrutiny of sustainability and data usage. These conditions place significant pressure on established retailers to innovate in ways that enhance customer value while maintaining operational efficiency and trust.

Through application of the Innovation Ambition Matrix, it is evident that Tesco has developed a relatively balanced innovation portfolio. Core innovations focus on improving operational reliability and customer convenience, adjacent innovations extend Tesco’s value proposition into new services and channels, and transformational initiatives leverage data and advanced technologies to reshape how customer value is delivered. While this balanced approach reduces strategic risk, the analysis also highlights that the greatest opportunities for differentiation lie in transformational innovations that directly address customer effort, uncertainty, and dissatisfaction within the shopping journey.
Customer Journey Mapping revealed that Tesco’s current experience is comprehensive and well-developed but not without friction. Key pain points emerge during the planning stage, where customers struggle to understand value and manage budgets, and during fulfilment, where substitutions and service recovery can undermine satisfaction. These issues are particularly important in a low-margin industry where customer retention and repeat purchasing are critical to profitability. Addressing such friction points requires more than incremental improvements; it requires integrated digital solutions that connect data, operations, and customer-facing interfaces.
The proposed AI-enabled personalised shopping companion represents a strategically aligned digital transformation initiative capable of responding to these challenges. By enhancing planning confidence, increasing transparency around pricing and promotions, and proactively managing substitutions and service recovery, the initiative has the potential to reduce customer effort, strengthen loyalty, and improve operational outcomes. Importantly, the proposal aligns with academic perspectives on digital transformation, which emphasise the importance of customer-centric design, organisational capability, and cross-functional integration.
In conclusion, Tesco’s scale, data assets, and omnichannel infrastructure provide a strong foundation for digital innovation. However, sustained competitive advantage will depend on Tesco’s ability to integrate technology into a coherent and trustworthy customer journey that feels simpler, fairer, and more reliable than those offered by competitors. Strategic digital transformation, when guided by customer insight and supported by organisational alignment, can therefore play a crucial role in securing Tesco’s long-term success in the UK grocery retail sector.
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