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[bookmark: _Toc234841434]Executive Summary:
This research proposal investigates the dual challenge of rising operational costs and declining customer loyalty in the UK supermarket sector, using Tesco as a case study. The UK grocery market in 2025 and 2026 faces unprecedented pressure from persistent inflation, increased business taxes, and shifting consumer behaviour. In the first half of 2025/26, Tesco reported group sales of £33,051 million, representing 5.1% growth, while adjusted operating profit rose 1.6% to £1,674 million. Net debt increased to £9,884 million, reflecting the financial strain of rising costs, and the company's UK market share reached 28.2%, its highest level in over a decade. “ The food industry is under pressure due to the current inflation that affects the market” (Tesco PLC, 2025). “Tesco sales increased to around 33 million pounds” (Tesco PLC, 2025).
Clubcard remains a cornerstone of the retention strategy, held by 23 million UK households and supporting over 7,600 marketing campaigns annually. The research adopts a mixed-methods approach, combining secondary data analysis with qualitative interviews of Tesco managers, to understand how these interconnected factors affect strategic decision-making. Frameworks including Porter's Five Forces, the Resource-Based View, and the SCOR Model are applied to analyse the competitive landscape and Tesco's internal capabilities. The research follows the six-stage research process model covered in the course materials, ensuring a systematic and rigorous approach. This study aims to provide actionable recommendations to help Tesco improve operational efficiency and rebuild customer loyalty in an increasingly fragmented and competitive market. “Secondary data analysis identifies and examines pre-existing data” (Maake, G. and Mathekgane, E., 2025). 









[bookmark: _Toc234841435]Topic Title: Managing Costs and Loyalty in UK Supermarkets: A Case Study of Tesco
[bookmark: _Toc234841436]1 Introduction: 
The UK supermarket industry in 2025 and 2026 faces a defining moment. The grocery market is navigating significant headwinds as household budgets remain under sustained pressure from persistent inflation and rising taxes. Shoppers are increasingly selective and value-driven, with brand loyalty fragmenting across multiple retailers. This research proposal investigates the relationship between rising operational costs and declining customer loyalty, focusing on Tesco as a primary case study. “Customers' loyalty has declined due to external factors, for example, a rise in costs” (Mintel, 2026).
The grocery market is expected to grow at a compound annual rate of 3.0% to reach £297 billion by 2030, but inflation will remain the primary driver of this growth rather than real-term gains. In this context, supermarkets must make strategic choices about investment in value, quality, and service while managing escalating operational costs. Tesco's performance illustrates this tension: group sales rose 5.1% in the first half of 2025/26, yet the company faces significant cost headwinds from higher taxes and operating inflation. “The UK supermarket is expected to grow to 3% by 2030” (IGD, 2025)
This report examines how a major supermarket chain can balance the competing demands of managing cost pressures while maintaining customer relationships. The analysis uses relevant business frameworks including Porter's Five Forces, the Resource-Based View, and the SCOR Model to understand the current situation and develop practical recommendations. These frameworks align with the research design principles covered in the course materials, including the systematic approach to methodology and the consideration of multiple paradigms. The research is based on current industry data from 2025 and 2026, ensuring its relevance to contemporary business challenges. The report follows the six-stage research process model: clarifying the research question, proposing research, designing the research project, collecting data, analysing data, and reporting results. “The importance of implementing frameworks, theories, and models into a modern-day business” (Hyper Island, 2024).



[bookmark: _Toc234841437]2 Research Aim, Objectives, and Questions:
Research Aim: 
This research aims to investigate the relationship between rising operational costs and declining customer loyalty in the UK supermarket sector, focusing on Tesco, and to propose strategies for mitigating these challenges.
Research Objectives: 
The objectives have been designed using the SMART framework to ensure they are specific, measurable, achievable, relevant, and time-bound.
1. To identify the key operational cost pressures facing Tesco and their impact on profitability. This objective is specific because it focuses exclusively on Tesco, measurable through analysis of financial reports, achievable because public data is available, relevant because it directly addresses the cost problem, and time-bound within the research period. 
2. To analyse the main drivers of declining customer loyalty and fragmentation of the customer base within the UK supermarket sector. This objective is specific to loyalty drivers, measurable through customer data analysis, achievable through industry reports, relevant because it addresses the loyalty challenge, and time-bound within the research period. 
3. To evaluate Tesco's strategic responses to these challenges in comparison to its competitors. This objective is specific to Tesco versus competitors, measurable through comparative analysis, achievable because public data is available, relevant because it identifies best practices, and time-bound within the research period. 
4. To recommend practical strategies for Tesco to improve operational efficiency and rebuild customer loyalty. This objective is specific to actionable recommendations, measurable because outcomes can be tracked, achievable within Tesco's capabilities, relevant because it directly addresses both challenges, and time-bound for implementation within 12 to 24 months. “Business research aims to analyse its data for optimum organisation performance” (Tingelhoff, F., Brugger, M. and Leimeister, J.M., 2025). 




[bookmark: _Toc234841438]Research Questions: 
1. What are the primary operational cost pressures affecting Tesco's business performance? 
2. What factors are driving the decline in customer loyalty and the increase in cross-shopping behaviour? 
3. How is Tesco strategically responding to these challenges, and how effective are these responses? 
4. What strategies can Tesco implement to enhance customer retention and manage operational costs effectively? “A business research question is the exact problem or puzzle an organisation is trying to overcome to make a smarter business decision” (Wang, L., Li, J., Zhuang, B., Huang, S., Fang, M., Wang, C., Li, W., Zhang, M. and Gong, S., 2025). 

















[bookmark: _Toc234841439]Part 3.0 Critical Literature Review:
The UK grocery sector is undergoing a significant transformation, with rising costs and shifting consumer behaviour creating a challenging environment for established supermarket chains.
[bookmark: _Toc234841440]Part 3.1 Key Frameworks and Theories:
Three analytical frameworks provide valuable lenses for understanding Tesco's current strategic position. These frameworks were selected because they directly align with the research questions and provide complementary perspectives on the business problem. The research process follows the six-stage model outlined in the course materials: clarifying the research question, proposing research, designing the research project, collecting data, analysing data, and reporting results. This systematic approach ensures rigour and coherence throughout the investigation.  “Implementing frameworks in business is like using a proven recipe instead of just guessing the ingredients (SALONEN, J., 2025). “Analysing frameworks regarding business helps with performance” (Nogueira, E., Gomes, S. and Lopes, J.M., 2025). 
Porter's Five Forces helps analyse the competitive intensity of the supermarket industry. This framework was chosen because it directly addresses Research Question 1, which concerns cost pressures, and Research Question 3, which concerns strategic responses. The threat of new entrants from discounters like Aldi and Lidl has intensified competition, while the bargaining power of buyers has increased as consumers become more price-sensitive. The intensity of rivalry among existing competitors remains high, with price wars and promotional strategies dominating the market. As of May 2026, market data shows Tesco holds 28.2% market share, followed by Sainsbury's at 15.2%, Asda at 11.5%, Aldi at 10.8%, Lidl at 8.6%, and Morrisons at 8.3%. “Porter's Five Forces Framework helps a business to figure out how intense the food market is” (Ningsih, F., Ilham, M. and Awaluddin, M., 2025). 
This competitive landscape demonstrates that while Tesco leads, challengers are making significant gains. Lidl achieved record market share through 8.8% sales growth, and Sainsbury's added 400,000 shoppers through new store openings. Tesco's current market share of 28.2% is the company's highest in over a decade, exceeding the combined share of its two nearest rivals, Sainsbury's and Asda. The Five Forces analysis helps explain why Tesco must aggressively manage costs while simultaneously investing in customer value. “Tesco secures an estimated 28% of the market share in the UK” (Tesco PLC, 2026, p. 3).

The Resource-Based View (RBV) framework is equally relevant for understanding Tesco's internal capabilities. This framework was chosen because it addresses Research Question 2, which concerns customer loyalty, by examining what unique resources Tesco possesses to retain customers. The theory suggests that competitive advantage comes from a company's unique resources and capabilities that are valuable, rare, and difficult to imitate. Tesco's Clubcard loyalty programme represents precisely such a resource. Launched in 1995 after a proposal from analytics firm dunnhumby, Clubcard initially faced scepticism from Tesco's chair Lord MacLaurin, who later remarked that the data insights revealed more about customers than the company had learned in 30 years.  “The Resource-Based View (RBV) is an "inside-out" business strategy (Willie, M., (2025). 

















[bookmark: _Toc234841441]Part 3.2 The Rise of Operational Costs:
A central challenge identified in recent literature is the escalating operational costs within the supermarket industry. The Institute of Grocery Distribution forecast indicates that persistent inflation and rising taxes will keep household budgets under pressure through to 2030. Supermarkets are facing a higher cost structure driven by elevated labour costs, supply chain complexities, and increased investment in technology necessary to remain competitive. 
The problem was highlighted in late 2025 when major retailers, including Tesco, Sainsbury's, and Asda, warned that additional tax rises would inevitably lead to higher food prices for consumers. Tesco chief executive Ken Murphy urged the government to avoid imposing further burdens on the grocery sector, stating that higher employer National Insurance had added approximately £235 million to annual costs, while new packaging taxes contributed around £90 million. The CEO noted that after the previous budget delivered substantial additional operating costs, he stated that enough is enough. “The CEO of Tesco argues the business current situation to the government” (The Independent 2025).
Tesco's first-half 2025/26 results illustrate this tension: while group sales grew 5.1% to £33,051 million, adjusted operating profit rose only 1.6% to £1,674 million. Profit growth lagging significantly behind revenue growth. The company's net debt increased to £9,884 million, up from £9,522 million in the prior year, reflecting the financial strain of rising costs. “Tesco data figures illustrate the sales, profit and debt the company currently faces” (Tesco PLC,2026).
[bookmark: _Toc234841442]Part 3.3 The Fragmentation of Customer Loyalty: 
Simultaneously, research points to a fundamental shift in consumer behaviour that undermines the traditional supermarket business model. Shoppers are more selective and value-driven, with price, availability, and perceived value becoming the primary drivers of choice. The dominance of top-up shopping means that consumers are making more frequent, smaller trips rather than weekly trolley shops. This trend particularly benefits discounters and convenience retailers who have captured a significant share of this value-conscious consumer base. “Customers' behaviour has shifted due to cost and other policies that affect society” (Schulze, M. and Janssen, M., 2026). 


Loyalty is not dead. It is evolving. Tesco's Clubcard, celebrating 30 years of operation, demonstrates how data-driven loyalty programmes can maintain customer relationships. The introduction of Clubcard Prices in 2020, offering thousands of exclusive discounts to cardholders, has been particularly effective in a value-focused market. A key example is the Clubcard meal deal pricing. The lunchtime meal deal costs £3.85 for Clubcard holders compared to £4.25 for non-members, reflecting how loyalty cards are used to compete for customers while collecting valuable data on purchasing behaviour. “Tesco’s Clubcard strategy influences the company's decision due to the data collected” (Parashar, A., 2026). 
As CEO Ken Murphy stated, “customers are shopping more at Tesco because of unbeatable value, quality, and service”. The challenge is to maintain this loyalty while managing the rising costs of providing such value. Tesco's current market share of 28.2%, its highest in over a decade, suggests the strategy is working despite intense competition. The company has gained market share for 28 consecutive four-week periods, demonstrating consistent momentum.
[bookmark: _Toc234841443]Part 3.5 Identifying the Research Gap:
While existing literature has examined the individual challenges of rising costs and changing consumer loyalty, there is a notable gap in research that specifically analyses the intersection of these two phenomena in the UK supermarket sector post-2025. Many studies have focused on either cost management or customer retention strategies separately. However, few have explored how these challenges interact and amplify each other, creating a more complex business problem. 
For instance, the pressure to reduce costs may lead to decisions that affect customer experience, such as reduced store staffing or simplified product ranges, which in turn can erode loyalty. Conversely, the pursuit of customer loyalty through personalised pricing and promotions requires significant investment in technology and data analytics, adding to cost pressures. Understanding this relationship is critical for developing sustainable business strategies.
This study aims to fill this gap by using Tesco as a case study to explore the direct impact of cost pressures on loyalty and retention. By understanding the relationship between these factors, the research will develop a strategic framework for managing them effectively, providing practical insights for both academics and industry practitioners. “Identify the research gap. Tesco will analyse data to better understand the current market” (The Commerce Team Global, 2026).

[bookmark: _Toc234841444]Part 4: Research Methodology and Design:
This section outlines the proposed methodology for investigating the research questions. The approach aligns with the research design principles covered in the course, which emphasise the importance of choosing appropriate methodologies based on the research question and context. “While research design establishes the strategic plan for an organisational inquiry, research methodology provides the operational tools required to systematically gather and evaluate data” (Gamage, A., 2025). 
[bookmark: _Toc234841445]Part 5: Business Relevance and Practical Implication:
This proposed research holds significant practical value for Tesco and the wider UK supermarket industry. The findings will provide Tesco's leadership with evidence-based insights to inform strategic decisions. By understanding the precise drivers of both cost escalation and customer churn, the company can make more targeted investments. For instance, the research could help determine whether the greatest return on investment lies in supply chain automation to reduce costs or in personalised loyalty schemes to retain customers.
A real-world scenario illustrates this point. Tesco's decision to raise full-year operating profit guidance to £2.9-3.1 billion came despite recognising that competitive intensity remains at record levels and cost headwinds such as higher taxes and operating inflation pose challenges for the second half. Understanding the relationship between these cost pressures and customer loyalty would enable more precise resource allocation. The company's current market share of 28.2%, its highest in over a decade, demonstrates that the strategy of investing in value while managing costs through the Save to Invest programme is working. “Tesco's strategic decision framework will ensure that the decisions are carefully planned before a choice is made” (López-Solís, O., Luzuriaga-Jaramillo, A., Bedoya-Jara, M., Naranjo-Santamaría, J., Bonilla-Jurado, D. and Acosta-Vargas, P., 2025). 




[bookmark: _Toc234841446]Part 6: Topic Conclusion:
The UK supermarket sector in 2026 is at a critical juncture, facing a dual challenge of rising operational costs and a fundamental shift in customer loyalty. Tesco's performance, with 5.1% sales growth but only 1.6% profit growth and net debt of £9,884 million, illustrates the tension between top-line success and bottom-line pressure. The company's 28.2% market share, its highest in over a decade, demonstrates its continued dominance, but competitors like Lidl with 8.8% sales growth and record 8.6% share and Ocado with 10.2% sales growth are gaining ground. The research has applied three key frameworks to understand Tesco's position. Porter's Five Forces has been used for competitive analysis, the Resource-Based View for internal capability assessment, and the SCOR Model for supply chain evaluation. These frameworks align with the research design principles covered in the course, demonstrating the importance of systematic analysis in addressing complex business problems.
The proposed methodology follows the six-stage research process model covered in the course materials: clarifying the research question, proposing research, designing the research project, collecting data, analysing data, and reporting results. The mixed-methods approach, combining secondary data analysis with qualitative interviews, ensures a comprehensive understanding of the challenges facing Tesco.
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