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[bookmark: _Toc222515333]1: Introduction
This report is an analysis of the positioning of Tesco plc in the UK grocery sector in terms of PESTLE and SWOT analysis tools. Tesco is in a very sensitive and competitive environment ready to be constantly adjusted to regulatory changes, increased inflation, and evolving consumer demands (Fu, 2024). This analysis is expected to evaluate the impact of macro-environmental elements and internal strengths on the competitive edge of Tesco and its long-term sustainability in the changing UK retail industry.
[bookmark: _Toc222515334]2: External Environment Analysis-PESTLE
Political: The Brexit regulatory framework has raised more requirements in border documentation and inspection on imported food. In addition to the increase in the UK corporation tax to 25% and the introduction of the National Living Wage to 11.44 by 2024, Tesco is exposed to the continuous cost inflation challenges (GOV.UK, 2025: GOV.UK, 2025). These structural forces lower flexibility of margins and increase dependence on operational efficiency and purchasing power to maintain its competitive pricing policy.
Economic: The average UK CPI inflation rose by 05.% in Decemeber, 2025, and the bank of England base rate was 5.5% (Price, 2026: Bank of England, 2023). Restricted household budgets are indicated by prolonged low consumer confidence. With price sensitivity, the demand the company will shift to Tesco-label and value lines and reduce growth opportunities in the higher-end markets and reform promotional strategies (Fu, 2024).
Social: In the UK, 44% of consumers buy discounted retailers, 43% change to own-brand and 42% to lower-end brands and Moreover, 42% of them are enrolled in loyalty programs and purchase discounted items, but the demands in terms of sustainability grow, as does the interest in health (Silvia Rindone, 2025). Moreover, there is an ageing population in the UK, which affects the purchasing preferences. Tesco thus has to strike a balance between affordable and responsible sourcing and the development healthier products to remain relevant in the brand.
Technological: The proportion of online sales on the total UK retail activity is about 26.3 percent (Statista, 2025). Tesco Clubcard data characteristics assist in targeted marketing and integration within the omnichannel, as well as, the massiveness of investments and vulnerability to cybersecurity are also linked to digital growth.
Legal: Tesco is subjected to tight governance through legal regulations like the UK GDPR and the Competition and Markets Authority, which creates a strict governance policy. Lack of compliance to these legal requirements will subject the company to heavy monetary fines and negative publicity.
Environmental: Net Zero 2050 strategy of the UK and the introduction of the Plastic Packaging Tax will put stress on the sustainability practices of Tesco, which would have cost implications and strategic challenges (Burnett and Stewart, 2024).
[bookmark: _Toc222515335]3: Internal Analysis – SWOT
Strengths: Tesco controls around 27% of the UK grocery market which avails good economies of scales and buyer power to the suppliers (Statista, 2025).Its well-built brand equity and well-spread network of stores cement its dominance on the market, and the Clubcard loyalty programme creates valuable consumer data. Under a Resource-Based View (Barney, 2001), Tesco data infrastructure and supply chain capabilities are a competitive-advancing resource, that is difficult to imitate and therefore valuable.
Weaknesses: Tesco is inherently in low retail margins, with high labour and logistics costs, despite scale. The excessive dependence on the UK market subjects it to the domestic market volatility. Moreover, continual price wars make differentiation difficult, casting uncertainty on the sustainability of a highly cost-oriented business model in the market becoming more and more fragmented.
Opportunities: The potential to expand due to the further development of online grocery and fast adoption of digital technologies. The mainstream products and sustainability pledges of Tesco are connected with the shifting consumer demands (Potter, 2026). Also, the targeted marketing efficiency is increased through AI-driven personalisation with the help of Clubcard data. Such opportunities are strategic to complement the current resources of Tesco, indicating viable growth directions of the current resources framework (Fu, 2024).
Threats: The increased growth of Aldi and Lidl intensifies price-based competition and the risk of an economic downturn enhances consumer trading-down behaviour. Political inspections and inflation of prices put additional pressure on margins. In the long-term, the profitability can be undermined, and the strategic flexibility of Tesco can be undermined due to discount competition (Potter, 2026).
[bookmark: _Toc222515336]5: Critical Review of Situational Analysis Models
In spite of the fact that both the PESTLE and SWOT offer a structured approach to environmental assessment, the models have certain limitations. PESTLE provides a highly stable overview of the macro-environmental forces that could simplify the dynamic and fast-changing nature of the UK retail environment (Perera, 2017). Likewise, SWOT analysis has been argued to be subjective and not prioritised thus lessening the clarity of the strategies (Hill and Westbrook, 1997). Both theories run the risk of over-simplification, that is, of dividing complex and interrelated factors into discrete headings. Thus, these resources are valuable in early-stage diagnosis, but they need constant renewal and decision-making by the managers to be strategically competitive.
[bookmark: _Toc222515337]6: Strategic Recommendations
Tesco ought to increase the efforts on digital personalisation by adding more AI to its Clubcard system. With increasing penetration of online and price sensitivity that has been observed in the PESTLE and SWOT analysis, expanded data targeting can add to basket value and customer loyalty in a competitive UK market.
Second, Tesco should enhance sustainability differentiation by increasing speed in carbon reduction, innovation in the field of ethical sourcing and packaging (Patel, 2023). As environmental demands and Net Zero pressure intensify, active ESG leadership can help companies change the regulatory costs liability into brand equity.
Third, the development of financial services and retail media channels would enhance revenue diversification, which will limit the overreliance on core grocery margins, which is one of the structural vulnerabilities indicated by the SWOT analysis (Shi et al., 2018).
Lastly, the additional automation of distribution centres and supply chain processes is necessary to balance wage inflation and cost growth and maintain long-term profitability and strengthen the strategic cost leadership stance of Tesco (Hines, 2024).
[bookmark: _Toc222515338]7: Conclusion
To sum up, Tesco is a retail company that is conducted in the context of a challenging but opportunity-rich retail environment in the UK due to political, economic and environmental stressors. Threats of margin pressure and unfriendly competition are unremitting, but its size, brand equity, and data potential can be strategically strong. Despite the fact that PESTLE and SWOT are valuable sources of diagnostic data, they have to be reconsidered at all times. Lastly, the digital innovation, sustainability and operational effectiveness leadership will rely on the long term competitiveness of Tesco.
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