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[bookmark: _Toc147531338]Introduction
A dynamically evolving retail landscape presents TESCO, a British retail behemoth with a long history, with several challenges and opportunities. TESCO's strategic decision-making is evaluated and shaped by this report used by the Business Planning Director (Tesco, 2023) at TESCO. Recognising the importance of TESCO's Profit Maximisation Theory in light of the company's position as the market leader in the UK's supermarket and retail sectors. This report will also analyse the intricate connection between maximising profits and adjusting prices to do so. Throughout this report, economic concepts like supply and demand dynamics will be used to provide context for the business climate, market structure, and stakeholder concerns. To comprehend TESCO's future challenges and opportunities, this report will culminate in a set of well-thought-out recommendations. 

[bookmark: _Toc147531339]Application of Profit Maximization Theory at TESCO
Profit maximisation theory supports company decision-making as it states that a corporation should maximise profits—the gap between revenue and expense (Reeve and Sarkees, 2018). In the context of TESCO, using this theory is crucial for improving its financial performance.
[bookmark: _Toc147531340]Profit Maximization at TESCO
TESCO is continuously on the lookout for new ways to increase profits without compromising the company's commitment to customers. The company should consider a variety of options, including price hikes, to reach this goal.
Profit Maximization through Selling Price Increases
Increasing selling prices can be a reasonable option for TESCO to boost its income (Reeve and Sarkees, 2018). Caution is required to avoid unintended consequences. This strategy is dissected in detail:
Demand Elasticity Analysis
TESCO should evaluate the price elasticity of demand for its products before adopting price increases. Consumers with elastic demand are responsive to price fluctuations, but those with inelastic demand are less so (Ribeiro, 2019). TESCO may use this data to figure out which products can withstand price hikes without seeing a major drop in sales.
[image: Elasticity : Elasticity of Demand | Definition | Economics | Formula ...]
[bookmark: _Toc147529485]Figure 1: Example of Price Elasticity
Source: (Happy, 2019)
TESCO can uncover possibilities to raise prices on inelastic commodities, increasing profitability, by analysing the elasticity of the prices of the products in its portfolio which is shown in the figure.
Cost-Benefit Analysis
To determine the possible advantages of price increases, TESCO must do a thorough cost-benefit analysis. This entails estimating the increased revenue earned through higher prices and comparing it to the probable loss in sales volume (Mankiw and Taylor, 2014). It may also entail examining how price increases affect customer loyalty and market share.
[bookmark: _Toc147529498]Table 1: Cost-Benefit Analysis of Price Increases
	Product Category
	Elasticity of Demand
	Additional Revenue from Price Increase ($)
	Potential Sales Volume Loss ($)

	Fresh Produce
	-0.3
	50,000
	10,000

	Electronics
	-0.1
	30,000
	5,000

	Clothing
	-1.0
	70,000
	70,000

	Total
	
	150,000
	85,000



To illustrate the cost-benefit analysis of pricing hikes for TESCO, this table used three product categories Fresh Produce, Electronics, and Clothing in this example.
Competitive Landscape
In a very competitive market, TESCO competes. Strategic timing of price increases is essential, as is taking into account the pricing strategies of rivals (Porter, 2008). A detailed understanding of the competitive environment is vital to prevent price conflicts that may damage profitability.
[image: Tesco Competitors | Check out the Top 6 Competitors of Tesco]
[bookmark: _Toc147529486]Figure 2: Competitor Analysis of Tesco
Source: (Tesco, 2023)
This graph will show how TESCO's pricing stacks up against those of its rivals. Market research and an examination of the competition should provide the information needed for this graph. The graph will also assist TESCO in seeing where it stands about rivals in terms of price.
Customer Perception
The opinion of the customer is crucial. To justify its price increases, TESCO should highlight the value delivered by its services. Improved product quality, enhanced customer experience, and loyalty programmes are all ways to do this (Kotler & Armstrong, 2021). A favourable adjustment in customer perception would aid TESCO in keeping its clientele following the implementation of price hikes. Here, is an example of customer perception of quality and satisfaction.
[image: 3. consumer perception]
[bookmark: _Toc147529487]Figure 3: Customer perception
Source: (Ryan, 2020)
Customers are more inclined to accept and continue buying from TESCO if they observe improvements in quality, service, or other value-added components. This also demonstrates the success of customer loyalty programmes and similar activities (Grant, 2019). It may be a sign that these programmes are well-received if customer satisfaction rises after a price hike.
Stakeholder Engagement
Stakeholders, such as TESCO's workers and suppliers, must be taken into account while the company strives for maximum profit. Long-term success depends on treating these parties fairly and maintaining positive relationships with them (Grant, 2019).


[bookmark: _Toc147531341]Other Issues of Importance for TESCO to Improve
TESCO should address several important concerns to enhance its performance, in addition to maximising profits via price increases.
Sustainability Initiatives
TESCO should engage in sustainable business practices to save costs and attract environmentally conscientious customers as cost consciousness among consumers rises (Epstein & Buhovac, 2014). Sustainable sourcing practices, recycling programmes, and energy-efficient retail outlets are all examples.
[image: WWF: Tesco ranked most sustainable retailer in MY, local firms lag ...]
[bookmark: _Toc147529488]Figure 4: Sustainability Investments and Cost Reduction
Source: (Tesco, 2023)
This figure depicts that Tesco has been ranked 76% score in the Sustainable Retailer Scoreboard. Besides, sustainable business practices ensure cost reductions due to sustainability initiatives that are also happening to Tesco.
Technology Integration, Market Expansion and Diversification
To improve customer experience, simplify operations, and collect useful data for decision-making, TESCO should keep investing in technology. Cost reductions and increased profitability can be achieved via the use of cutting-edge inventory management systems and data analytics technologies (Kotler & Armstrong, 2021). TESCO can experience growth and higher profitability by broadening its product line or expanding into new areas. These strategic choices need to be informed by market research and feasibility studies. This figure shows the operational activities of Tesco worldwide, but still, there are some potential markets where Tesco can expand.
[image: How Leahy made Tesco a global giant | Analysis | Retail Week]
[bookmark: _Toc147529489]Figure 5: Market Expansion Opportunities
Source: (Creevy & Danaher, 2011)
Employee Training and Development
Investing in employee training and development may result in increased customer service, lower attrition, and enhanced productivity. This may have a favourable effect on profitability (Pulker & Mentes, 2016). Besides, the relationship between employee training and customer satisfaction is linear since the employees are experienced in understanding customer needs, and they can easily satisfy the customers.


[bookmark: _Toc147531342]Analyzing the TESCO Business Environment and Applying Economic Theories
This section examines the application of economic theories, the business environment, the examination of business objectives, the examination of market structure, and the assessment of stakeholder issues. 
[bookmark: _Toc147531343]Economic Theories Analysis
Demand Analysis
Pricing, manufacturing, and inventory management are all impacted by the basic economic idea of demand. To make wise decisions, TESCO must carefully examine demand patterns (Mankiw and Taylor, 2014). Understanding consumer preferences, income levels, and demographics are all part of this investigation. To demonstrate this, let's evaluate the demand for TESCO's products. Below is a table displaying the elasticity of several TESCO products.
[bookmark: _Toc147529499]Table 2:Demand Analysis
	Product Category
	Price Elasticity
	Demand Responsiveness

	Fresh Produce
	-0.5
	Inelastic

	Electronics
	-1.2
	Elastic

	Private Label Brands
	-0.3
	Inelastic



Supply Analysis
Supply analysis is similarly important, as it applies to TESCO's capacity to effectively source and provide products. Relationships with suppliers, manufacturing costs, and logistics all have a role in determining availability (Sloman & Hinde, 2018). TESCO requires a stable supply chain to serve customers. TESCO's supply chain illustrates this.
[image: ]
[bookmark: _Toc147529490]Figure 6: Supply Chain of Tesco
Source:( Tesco, 2023)
[bookmark: _Toc147531344]Business Environment Assessment
Macroenvironment Analysis
Economic, political, social, and technical factors impact TESCO's activities. Macroeconomic variables such as inflation and GDP growth might impact consumer spending (Mankiw and Taylor, 2014). Political factors, such as trade policy and regulations, may affect TESCO's operations. Understanding and adapting to these difficulties is crucial. Consider TESCO's economic and political aspects.
[bookmark: _Toc147529500]Table 3:Macroenvironment Analysis
	Macroenvironment Factor
	Impact on TESCO

	 Economic Growth
	Positive

	Inflation Rate
	Negative

	Trade Policies
	Variable

	Regulatory Environment
	Variable


Competitive Analysis
Due to the existence of a large number of enterprises competing for market share, the retail industry has a highly competitive landscape (Sloman & Hinde, 2018). To assess rivals' strengths and weaknesses, TESCO must continuously evaluate the market. TESCO's strengths and drawbacks may be compared to rivals in the following table. By doing this analysis, TESCO can identify its strengths and potential competitive advantages.
[bookmark: _Toc147529501]Table 4: Competitive Analysis
	Competitors
	Strengths
	Weaknesses

	TESCO
	Strong brand presence, and diverse product mix.
	High operational costs, and limited e-commerce penetration.

	Sainsbury's
	Extensive store network, loyal customer base.
	Lower profit margins, less product variety.

	ASDA
	Competitive pricing, and strong cost management.
	Limited online presence, smaller store network.

	Morrisons
	Emphasis on fresh produce, and competitive pricing.
	Limited international presence, lower sales.



[bookmark: _Toc147531345]Business Objectives Alignment
TESCO's economic plans and corporate objectives must be in line. Revenue growth, market expansion, cost-cutting, and sustainability objectives are a few examples of these objectives (Dhillon & Halan, 2020). TESCO must include economic theories into its decision-making processes to attain these objectives.
Revenue Growth - TESCO may increase its bottom line by trying out various pricing structures, broadening its product line, and penetrating adjacent markets. In making pricing decisions, knowing how price elasticity works is crucial.
Cost Reduction - Analysis of costs should serve as a reference for cost-cutting methods. Production costs, supply chain effectiveness, and operating costs may all be analyzed using TESCO (Dhillon & Halan, 2020).
Sustainability Goals - Consumer demand for environmentally friendly products is in line with TESCO's commitment to sustainability (Epstein & Buhovac, 2014). Decisions on waste minimization and resource optimization may be guided by economic theories like the circular economy model.
[bookmark: _Toc147531346]Market Structure Examination
TESCO's pricing and strategic decisions will be much more informed by a thorough knowledge of the market structure (Epstein & Buhovac, 2014). The UK retail market is characterized by monopolistic competition, where several competitors provide distinct products. Due to its competitive positioning in terms of product quality and customer service, TESCO's pricing tactics are influenced by its organizational structure. The below figure shows the market structure size of Tesco.
[image: How Tesco Compares To Its Rivals In The Supermarket Business | Scoop ...]
[bookmark: _Toc147529491]Figure 7: Market Structure of Tesco
Source: (Sky News, 2018)
[bookmark: _Toc147531347]Stakeholder Issues Analysis
Customers - For TESCO to succeed, customer satisfaction is essential. Economic theories like customer lifetime value (CLV) might aid in determining the long-term profitability of keeping customers (Verbeke, 2013). TESCO has to put a high priority on the quality of their customers' shopping experiences.
Employees - Employees are a key stakeholder. Decisions about pay, education, and benefits may be influenced by economic theories of labour. Happy workers are more likely to get things done, which is good for TESCO's financial line.
Suppliers - Maintaining a healthy supply chain is crucial to a stable and productive business (Verbeke, 2013). By using game theory in its supplier discussions, TESCO may strike mutually beneficial bargains.
[bookmark: _Toc147529502]Table 5: Stakeholder Issues Analysis
	Stakeholder
	Key Issues
	Relevant Economic Theories

	Customers
	- Customer satisfaction
	- Customer Lifetime Value (CLV)

	
	- Improving the customer experience
	- Consumer Choice Theory

	Employees
	- Compensation and benefits
	- Labor Economics

	
	- Training and development
	- Human Capital Theory

	Suppliers
	- Supplier relationships and negotiations
	- Game Theory

	
	- Fair deals that benefit both parties
	- Supply Chain Economics



[bookmark: _Toc147531348]Discussion and Evaluation of Key Issues Considered by Management
Key Issues
Strategy for Pricing: TESCO should keep evaluating price elasticity for various products (Kotler & Armstrong, 2021). Inelastic commodities need cautious pricing methods, whereas elastic goods may accept price rises.
Supply Chain Efficiency: In the face of shocks like the COVID-19 pandemic, it is crucial to have a robust supply chain. TESCO could consider investing in technology and diversifying suppliers to avoid risks.
Market Expansion: Expanding into newer markets or launching new product lines may generate growth (Kotler & Armstrong, 2021). Before making any major strategic changes, TESCO should first do extensive market research and feasibility studies.
Sustainability Initiatives: Sustainability may save money in addition to being ethical (Epstein and Buhovac, 2014). TESCO has to keep pouring money into environmentally friendly initiatives like renewable energy and ethical sourcing.
Employee Development: Investments in employee training and development programs can assist in creating a more engaged and competent team.
Suggestions for TESCO’s Management
To continue TESCO's growth and competitiveness, it is recommended that the management employ dynamic pricing strategies, taking demand elasticity for both inelastic and elastic commodities into account. Diversification of suppliers, technology investments, and demand forecasting techniques are essential for supply chain resilience (Porter, 2008). The strategy should include expanding internationally in developing areas while adapting to local realities. Additionally, it is crucial to enhance sustainability activities with specific goals. TESCO's long-term performance depends on investing in employee training and development.


[bookmark: _Toc147531349]Conclusion and Recommendations for TESCO’s Management
[bookmark: _Toc147531350]Conclusion
In conclusion, TESCO, a retail behemoth with a rich history, is at a crossroads in the rapidly changing supermarket and retail market in the United Kingdom. From profit maximisation to economic theories, the business environment, stakeholder issues, and market dynamics, this paper illuminates TESCO's operations. Applying the Profit Maximisation Theory to TESCO showed the need to optimise selling prices (Wagner et al., 2017). A solid basis for strategic decision-making has been laid by our exploration of economic theories, which includes demand and supply dynamics. Knowing how much customers are willing to pay for different items allows TESCO to adjust its pricing strategies. In addition, reducing vulnerability and increasing responsiveness to opportunities requires an organisation to adopt a resilient supply chain and adjust to a dynamic microenvironment.
[bookmark: _Toc147531351]Recommendations
The performance and growth of TESCO depend on the alignment of business objectives with economic strategies. This alignment is the foundation of the proposals made here:
Firstly, it is recommended that TESCO implement dynamic pricing strategies while accounting for demand elasticity (Reeve and Sarkees, 2018). As a result, prices for inelastic commodities may be set competitively, while those for elastic ones can be raised strategically, maximising profits. Secondly, enhancing supply chain resilience via supplier diversification, technological integration, and demand forecasting tools is crucial. This will strengthen TESCO's flexibility to respond rapidly to market changes and customer preferences. Third, TESCO can accelerate growth and diversify its income sources by exploring international expansion opportunities in new regions while being flexible to local market dynamics (Ribeiro, 2019). Fourth, to remain at the forefront of sustainability initiatives, it is recommended to establish concrete goals for things like cutting down on carbon emissions, decreasing waste, and increasing purchases of environmentally friendly goods (Porter, 2008).  Finally, TESCO should continue its investment in employee training and development programmes. 
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