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Situational Analysis Report: Tesco PLC

1. Introduction
[bookmark: _Int_y4f4gBbr][bookmark: _Int_QEmeVrcE][bookmark: _Int_F3KnOidk]Tesco works within the UK grocery retail sector and represents one of the largest supermarket chains in Europe. The organisation provides a wide range of products and services including groceries, clothing, homeware, financial services, and online retailing. Tesco maintains a leading position within the UK grocery market, competing with major supermarkets alongside discount retailers operating cost-focused business models. Its competitive strategy emphasises value, convenience and customer loyalty supported by extensive store networks and digital retail capabilities.
[bookmark: _Int_NCN6it9t][bookmark: _Int_qvn5y2Fv][bookmark: _Int_eo4fhDio]The purpose of this report is to conduct a situational analysis examining internal and external factors influencing Tesco’s strategic performance and decision-making. A SWOT analysis framework is adopted as it enables organisations to evaluate internal strengths and weaknesses alongside external opportunities and threats affecting competitiveness (Kotler and Keller, 2022). Situational analysis supports strategic planning by helping firms anticipate environmental change and align organisational resources effectively (Johnson, Whittington and Scholes, 2020).

2. Situational Analysis: SWOT Analysis
2.1 Strengths
[bookmark: _Int_MiwHY5DT][bookmark: _Int_4bGzzQgC][bookmark: _Int_IrTTAcWr]Tesco’s primary strength lies in its market leadership and economies of scale. Large purchasing volumes allow the company to negotiate favourable supplier agreements and maintain competitive pricing strategies within a highly price-sensitive industry (Johnson, Whittington and Scholes, 2020). This scale advantage strengthens Tesco’s ability to retain customers during periods of economic uncertainty.
Another significant strength is the Clubcard loyalty programme, which enables Tesco to collect extensive consumer data. Relationship marketing theory suggests that customer insights support personalised promotions and increase long-term customer retention (Payne and Frow, 2017). The ability to utilise data analytics therefore provides Tesco with a sustainable competitive capability.
[bookmark: _Int_nmy7Y7oZ]Furthermore, Tesco’s investment in online grocery platforms has strengthened its omnichannel presence. Growth in digital shopping has enhanced convenience and accessibility, reinforcing customer engagement and supporting revenue diversification (Wirtz and Lovelock, 2021).

2.2 Weaknesses
[bookmark: _Int_vWUANJm3][bookmark: _Int_AslH0Omw][bookmark: _Int_iaHPiXbw]Despite strong market positioning, Tesco operates within a low-margin retail sector. High operating costs associated with logistics, staffing and energy consumption continue to pressure profitability (Dawson, 2019). Maintaining large physical store estates increases fixed costs and reduces operational flexibility during economic downturns.
[bookmark: _Int_01og3SBG][bookmark: _Int_WKvh1uX9][bookmark: _Int_ytLzxMpO]Tesco also demonstrates significant reliance on the UK market. Limited geographic diversification increases exposure to domestic economic conditions such as inflation and reduced consumer spending. Additionally, previous governance challenges have required ongoing investment in transparency and organisational trust (Jones and Comfort, 2019).

2.3 Opportunities
Changing consumer behaviour presents opportunities for the supermarket sector. Continued expansion of online grocery shopping enables further development of delivery and click-and-collect services. Technological advancements such as automation and artificial intelligence may improve supply chain efficiency and reduce operational costs (Varadarajan, 2020).
Sustainability trends also create strategic opportunities. Consumers increasingly favour environmentally responsible retailers, encouraging supermarkets and their initiatives to reduce emissions and packaging waste (Peattie and Belz, 2021). Strengthening sustainability positioning may enhance brand loyalty and differentiation.
[bookmark: _Int_AHRuxw5s]Expansion of private-label product ranges provides another opportunity, allowing Tesco to improve margins while offering value alternatives across multiple price tiers.

2.4 Threats
[bookmark: _Int_4DBlEx3S][bookmark: _Int_Sj1GTfa7]The UK grocery market remains highly competitive. Discount retailers continue gaining market share through aggressive pricing strategies, placing pressure on competitors margins and strategic positioning (Kantar, 2024). These competitors operate simplified cost structures that are difficult for large retailers to replicate.
[bookmark: _Int_NxvV6Qas][bookmark: _Int_hI0LWGyx]Economic uncertainty also represents a major threat. Rising inflation and cost-of-living pressures influence purchasing behaviour, encouraging consumers to switch to lower-priced alternatives (Office for National Statistics, 2024). Additionally, regulatory requirements relating to sustainability and employment standards may increase operational costs.
Supply chain disruption and geopolitical instability further create uncertainty in sourcing and pricing, increasing operational risk.

3. Critical Analysis and Evaluation
[bookmark: _Int_vAuc3QPR][bookmark: _Int_gNWzdpUb][bookmark: _Int_CWISks5H][bookmark: _Int_q61W7yic]The SWOT analysis demonstrates that Tesco’s competitive advantage is largely derived from scale efficiency and data-driven customer management. Porter (2008) suggests firms achieve advantage through cost leadership or differentiation; Tesco attempts a hybrid strategy combining competitive pricing with customer loyalty initiatives. However, this approach creates strategic tension as investment in technology and sustainability increases costs while price competition intensifies.
From a Resource-Based View perspective, Tesco’s data analytics systems and supply chain infrastructure represent valuable and difficult-to-imitate organisational resources (Barney, 1991). These capabilities support sustained competitive advantage but require continuous innovation to remain effective.
External economic pressures significantly influence internal strategic decisions. Inflation and supplier cost increases limit pricing flexibility, requiring Tesco to prioritise efficiency improvements and operational innovation. While sustainability and digital transformation offer long-term opportunities, excessive investment may further compress already narrow margins.
Therefore, Tesco’s long-term success depends on balancing efficiency, innovation, and value delivery within an increasingly competitive retail environment.

4. Conclusion and Recommendations
[bookmark: _Int_zh4gkOza]This report evaluated internal and external factors affecting Tesco through a SWOT analysis. Strong brand equity, economies of scale and advanced customer data capabilities represent key strengths supporting market leadership. However, high operating costs and dependence on the UK market remain important weaknesses. Opportunities arise from digital retail growth and sustainability initiatives, while threats primarily stem from discount competitors and economic uncertainty.
[bookmark: _Int_RJth4pCK][bookmark: _Int_Ls76BpVe]It is recommended that Tesco increase investment in automation and predictive analytics to improve efficiency and reduce waste costs. Expanding value-focused private-label ranges may strengthen competitiveness against discount retailers, while continued sustainability initiatives can enhance brand differentiation. Exploring additional service-based revenue streams may also reduce reliance on traditional grocery sales.
Situational analysis is essential within strategic planning as it enables organisations to evaluate environmental change, manage risk and support evidence-based decision-making.
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