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1. [bookmark: _Toc152320783]Introduction
The food retail industry in the UK stands as a vital contributor to the national Gross Value Added, reflecting its economic significance. This report presents an in-depth analysis of the current market structure of the UK's food retail industry, emphasizing distribution channels, major players, and recent trends. As the UK's food market comprises diverse activities from farming to retailing, understanding its structure is paramount for stakeholders. The 'big four' supermarkets, including ASSI, dominate this landscape, shaping strategic decisions that influence supply, demand, and profitability. Additionally, the report delves into the application of Profit Maximization Theory in the UK food retail sector, highlighting its impact on strategic decisions made by industry leaders like ASSI. The discussion extends to the Agency Problem, elucidating how conflicts of interest and information asymmetry pose challenges in the food retail market. Drawing insights from academic literature, this report aims to provide a comprehensive understanding of the dynamics influencing the UK food retail industry.
[bookmark: _Toc152320784]Current Market Structure of the Food Retail Industry in the UK
The food retail industry in the UK is a significant sector, contributing substantially to the national Gross Value Added. (Department for Environment Food & Rural Affairs, 2023) This report provides an overview of the current market structure of the food retail industry in the UK, focusing on its key distribution channels, major players, and recent trends.
[bookmark: _Toc152320785]Market Overview
The food industry in the UK encompasses activities ranging from farming and food production to retailing and food services. The revenue of the entire food market in the UK is estimated to be just over 151 billion British pounds. (Wunsch, 2023) The key distribution channels of the UK food and grocery retail market include hypermarkets, supermarkets, hard discounters, convenience stores, gas stations, multi-channel retail, food, and drink specialists, among others.  (GlobalData, 2023)
[bookmark: _Toc152320786]Major Players
The grocery retail market in the UK is dominated by the ‘big four’ supermarkets: Tesco, Sainsbury’s, Asda, and Morrisons. As of October 2023, Tesco and Sainsbury’s held 42.2 percent of the market share together. (Bedford, 2023)
[bookmark: _Toc152320787]Recent Trends
The Gross Value Added (GVA) of the food sector (excluding agriculture and fishing) was £115.2bn in 2021, increasing by 12.3% since 2020. All food and drink sectors saw an increase in this period, with catering increasing by 31.6%, manufacturing by 8%, retailing by 5.5%, and wholesaling by 0.4%. (Department for Environment Food & Rural Affairs, 2023)
[bookmark: _Toc152320788]Market Structure in which ASSI operates
ASSI, a multinational grocery and general merchandise retailer based in the UK, is one of the largest retailers worldwide in terms of gross.
[bookmark: _Toc152320789]Oligopolistic Market Structure
ASSI operates within an oligopolistic market structure, a type of market structure characterized by a small number of firms that dominate the market.
[bookmark: _Toc152320790]Characteristics of Oligopoly
[bookmark: _Toc152320791]Few Market Participants
In an oligopolistic market, there are only a few dominant firms, and Tesco, alongside the other 'big four' supermarkets, holds a considerable market share in the UK grocery retail sector (Nicholson, 2004).
[bookmark: _Toc152320792]Interdependence
Decisions made by one firm significantly influence others in an oligopolistic market  (Varian, 2014). For instance, a pricing decision by Tesco could impact the pricing strategies of its competitors, emphasizing the interdependent nature of firms in this market structure  (Armstrong and Porter, 2007)
[bookmark: _Toc152320793]Barriers to Entry
Oligopolistic markets typically exhibit high barriers to entry, making it challenging for new firms to enter easily. Factors such as substantial capital investments and established supply chains act as deterrents for potential competitors  (Varian, 2014)
[bookmark: _Toc152320794]Non-Price Competition
[image: 3.1. Kinked demand curve in oligopoly market. Reprinted from Oligopoly ...]Firms in an oligopolistic market often engage in non-price competition, competing on factors other than price, such as product quality, innovation, or customer service  (Nicholson, 2004) Tesco, for example, competes with its rivals not only on pricing but also on aspects like product range, store locations, and customer service  (Armstrong and Porter, 2007)
Fig. 1 Kinked Demand curve in oligopoly market
The reaction of rivals to a price change depends on whether price is raised or lowered. The elasticity of demand, and hence the gradient of the demand curve, will be also different. The demand curve will be kinked (Figure 1), at the current price. (EconomicsOnline, 2022)
Understanding and navigating the dynamics of an oligopolistic market structure is vital for ASSI to formulate effective strategies that consider the interdependence among competitors and leverage non-price factors to maintain a competitive edge.
[bookmark: _Toc152320795]Profit Maximisation Theory
[image: PPT - Perfect Competition PowerPoint Presentation, free download - ID ...]Profit maximisation theory is a fundamental concept in neoclassical economics, dictating how firms make output and pricing decisions (Brueckner, 2013). It is based on the principle of marginal analysis, which focuses on analysing incremental changes in revenue and cost. The theory assumes that firms seek to maximise profits by equalising marginal revenue and marginal cost (Ansari, 2020)
Fig. 2 Profit Maximization
[bookmark: _Toc152320796]Characteristics of Profit Maximisation Theory
The profit maximisation theory is based on several key assumptions (Ansari, 2020):
[bookmark: _Toc152320797]Objective of the Firm
The theory assumes that the primary objective of the firm is profit maximization, defined as the disparity between the firm’s revenue and costs (Figure 2) (Mankiw, 2018).
[bookmark: _Toc152320798]Entrepreneur Ownership
A central tenet of the theory is that the entrepreneur is the sole owner of the firm, thereby having exclusive control over its strategic decisions and operations (Varian, 2014).
[bookmark: _Toc152320799]Consumer Tastes and Habits
The stability of consumer tastes and habits is assumed, providing a constant backdrop for the firm’s decision-making processes  (Stiglitz, 2015)
[bookmark: _Toc152320800]Production Techniques
The techniques of production are considered fixed, suggesting a predetermined and unchanging method of production  (Mankiw, 2014).

[bookmark: _Toc152320801]Single Commodity
The theory posits that the firm produces a single, perfectly divisible, and standardized commodity, simplifying the complexities of production and market dynamics (Varian, 2014).

[bookmark: _Toc152320802]Complete Knowledge
It is assumed that the firm possesses complete knowledge about the quantity of output that can be sold at each price point, facilitating informed decision-making  (Stiglitz, 2015)

[bookmark: _Toc152320803]Known Demand and Costs
The theory presupposes that the firm has certain knowledge about its own demand and costs, forming the basis for effective profit maximization strategies  (Mankiw, 2014)

[bookmark: _Toc152320804]Long-run Entry
According to the theory, new firms are expected to enter the industry only in the long run, allowing existing firms to operate without immediate threats from new competitors (Varian, 2014).

[bookmark: _Toc152320805]Time-horizon
The firm is assumed to maximize profits over a defined time-horizon, introducing a temporal dimension to its decision-making processes  (Stiglitz, 2015)

[bookmark: _Toc152320806]Short and Long-run Profits
Profit maximization, as per the theory, occurs both in the short run and the long run, indicating a sustained focus on profitability  (Mankiw, 2014)

The profit maximization condition of the firm, derived from this theory, is expressed as: Maximize p(Q) where p(Q)=R(Q)–C(Q), with p(Q) representing profit, R(Q) revenue, C(Q) costs, and Q the units of output sold (Varian, 2014).

[bookmark: _Toc152320807]Application in the UK Food Retail Market
In the UK food retail market, profit maximisation theory can be observed in the strategic decisions made by firms. The retail sector, including food retail, is an integral part of the UK economy, comprising 5.2% of the UK’s gross domestic product (GDP) in 2020. (Office of National Statistics, 2021)

Firms in this sector, such as Tesco, Sainsbury’s, Asda, and Morrisons, aim to maximise their profits by making strategic decisions about pricing, product range, store locations, and customer service. These decisions are influenced by factors such as consumer tastes and habits, production techniques, and market competition. (Hutton and Rhodes, 2021)
.
For example, firms may decide to offer discounts on certain products to increase sales and maximise revenue. They may also invest in improving the quality of their products or customer service to attract more customers and increase market share. These strategies are all aimed at maximising the firm’s profits, demonstrating the application of profit maximisation theory in the UK food retail market.

[bookmark: _Toc152320808]ASSI’s Profit Maximisation: A Historical Perspective
[bookmark: _Toc152320809]Early 20th Century: The Beginning
When ASSI started operations in the early 20th century, it was a small grocery stall in London. The market structure was more of a perfect competition, with many small, independent retailers.  
[bookmark: _Toc152320810]Today: The Oligopolistic Market
Today, ASSI operates in an oligopolistic market structure, where a few firms dominate the market. ASSI, along with a few other major players, holds a significant market share in the UK grocery retail market. ASSI’s current pricing strategy is based on offering competitive prices while maintaining quality. It actively monitors and compares its prices with its competitors to ensure they remain competitive and provide good value for money.
[bookmark: _Toc152320811]Applying Profit Maximisation Theory Today
In today’s market, simply increasing prices may not lead to profit maximisation. In an oligopolistic market, firms are interdependent, and a price increase by one firm could lead to a loss of customers to competitors. Moreover, today’s consumers are more price-sensitive and have more choices available to them. (Tesco, 2022)

For example, Tesco has responded to these market changes by adopting various strategies. For instance, it has focused on keeping prices ‘in check’ as profits doubled. (Sweney, 2022) Despite facing higher costs, Tesco tried to protect shoppers from the full effects of rising food prices. It has also lifted its profit forecast as it attracted shoppers by keeping a tight lid on food prices and its own costs.  (Simpson and Masud, 2023)
However, Tesco’s profits halved as it grappled with higher costs. While sales rose 7% to £66bn, pre-tax profits dropped 51% to £1bn with Tesco saying it had faced “unprecedented” rises in prices charged by suppliers. (BBC, 2020)

[bookmark: _Toc152320812]Supply and Demand Theory in the Oligopolistic UK Food Retail Market

The supply and demand theory is a fundamental concept in economics that explains how changes in the price of a resource, commodity, or product affect its supply and demand. (Fernando, 2023) This theory is applied in various market structures, including oligopolies, which are markets dominated by a few large firms. (EconomicsOnline, 2022)

[bookmark: _Toc152320813]Supply and Demand Theory
[image: Law of Supply and Demand]The supply and demand theory elucidates the reciprocal relationship between the price of a commodity and its supply and demand dynamics (Mankiw, 2014). As articulated by this theory, changes in price lead to corresponding adjustments in supply and demand, with an increase in price prompting an expansion of supply and a contraction of demand, and vice versa (Figure 3) (Mankiw, 2014). The equilibrium price, reached through this interaction, represents a consensus between producers and consumers (Varian, 2014).

Fig. 3 Supply and Demand Curve

[bookmark: _Toc152320814]Oligopolistic Market Structure
In oligopolies, characterized by a limited number of dominant firms, collaboration among these entities becomes crucial in shaping supply and demand dynamics (Varian, 2014). Leaders within an oligopoly may coordinate efforts to manipulate the supply of goods or services, consequently influencing demand and justifying higher prices (Varian, 2014).
[bookmark: _Toc152320815]Application in the UK Food Retail Market
In the UK food retail market, exemplifying an oligopolistic structure, the 'big four' supermarkets — Tesco, Sainsbury’s, Asda, and Morrisons — command a significant market share, allowing them to influence pricing, product offerings, and service quality (Mankiw, 2018).
For example, these firms might strategically implement discounts on select products to stimulate sales and augment revenue (Varian, 2014). Additionally, investments in product quality enhancements and customer service improvements are common strategies to attract and retain customers, thereby influencing market share (Mankiw, 2018).
Within the context of an oligopolistic market like the UK food retail sector, profit maximization becomes a key objective for firms. Through strategic control of supply and demand, these companies aim to establish higher price points, leading to increased revenues and, potentially, augmented profits (Varian, 2014). However, it's crucial for these firms to weigh the associated costs of such strategies, including the expenses related to enhancing product quality and customer service (Mankiw, 2018).
[bookmark: _Toc152320816]Agency Problem
The agency problem, also known as the principal-agent problem, is a conflict of interest inherent in any relationship where one party, termed the “agent”, is expected to act in the best interests of another party, termed the "principal". This problem arises when the agent has incentives or motivations to act in a manner that is not favourable for the principal.

[bookmark: _Toc152320817]Key Characteristics of the Agency Problem
The agency problem, a critical concept in corporate governance, encompasses several key characteristics that highlight the challenges arising from the separation of ownership and control in organizations (Eisenhardt, 1989; Jensen & Meckling, 1976; Ross, 1973).

[bookmark: _Toc152320818]Conflict of Interest
A fundamental characteristic of the agency problem is the presence of a conflict of interest where the agent, representing the management, may be motivated to act in a manner contrary to the best interests of the principal, the shareholders (Jensen & Meckling, 1976).

[bookmark: _Toc152320819]Information Asymmetry
Information asymmetry, a common feature of the agency problem, refers to situations where the agent possesses more information about the task or operation than the principal. This information gap can be exploited by the agent, leading to adverse outcomes for the principal (Jensen & Meckling, 1976; Eisenhardt, 1989).

[bookmark: _Toc152320820]Risk Preferences
Conflicting attitudes towards risk between the agent and the principal contribute to the agency problem. Divergent risk preferences can result in disagreements and challenges in decision-making, impacting the overall efficiency of the agency relationship (Jensen & Meckling, 1976; Ross, 1973).

[bookmark: _Toc152320821]Goal Misalignment
Goal misalignment is a core characteristic where the objectives of the agent and the principal may not align. This misalignment leads to conflicts of interest, hindering the achievement of the principal's goals and potentially compromising organizational performance (Eisenhardt, 1989; Jensen & Meckling, 1976).

Understanding and mitigating these key characteristics is crucial for designing effective governance mechanisms that align the interests of the agent and the principal, ultimately fostering a more efficient and accountable organizational structure (Ross, 1973).
[bookmark: _Toc152320822]Influence on the Food Retail Market
The agency problem has influenced the food retail market in various ways over the past century. For instance, managers of food retail companies, who act as agents for the shareholders (the principals), may make decisions that maximize their own wealth rather than maximizing shareholder wealth. (Chen, 2022) This could include decisions about pricing, product range, store locations, and customer service.
Moreover, the agency problem can also arise in relationships with suppliers. For example, a food retailer might prioritize its own profits over the quality of products supplied, leading to conflicts with suppliers.

For example, Tesco the UK’s biggest supermarket chain, the agency problem has had significant impacts. For instance, Tesco had to pay out £235m to settle investigations by the Serious Fraud Office and Financial Conduct Authority into a 2014 accounting scandal. This scandal was linked to how Tesco booked payments from suppliers, which is a clear example of an agency problem. (Ruddick and Kollewe, 2017)

Moreover, Tesco has also faced agency problems in its relationships with suppliers and customers. Tesco has been fined for a pollution incident (Environment Agency, 2017), which could be seen as prioritizing its own profits over its responsibilities to the environment and the community.

[bookmark: _Toc152320823]Long and Shor term recommendations

ASSI, like any other business, aims to maximise its profits. However, the strategy to achieve this goal can vary depending on various factors such as market structure, consumer behaviour, and competition. Here’s how ASSI can apply the theories we’ve discussed to maximise the profit of its own brand products:

ASSI can aim to maximise profits by equalising marginal revenue and marginal cost. This involves making strategic decisions about pricing, product range, store locations, and customer service.

ASSI can control supply and demand to set higher prices for their products, leading to higher revenues and potentially higher profits. However, they must also consider the costs associated with these strategies, such as the costs of improving product quality or customer service.

As one of the largest supermarkets in the UK, ASSI has a significant influence on the market. They can use this influence on control supply and demand and set higher prices for their products.

However, simply increasing prices may not lead to profit maximisation. In an oligopolistic market, firms are interdependent, and a price increase by one firm could lead to a loss of customers to competitors (The Strategy Story, N.A.)Moreover, today’s consumers are more price-sensitive and have more choices available to them.
For example, Tesco has previously increased the price of more than 1,000 products, including its own brand products. However, this led to a backlash from consumers and a drop in sales. (BBC, 2019) Therefore, while increasing prices can lead to higher revenues in the short term, it may not be a sustainable strategy for profit maximisation in the long term.

Instead, ASSI could focus on improving the quality of its own brand products, offering competitive prices, and providing excellent customer service. These strategies can help ASSI attract more customers, increase sales, and ultimately maximise profits.

While the primary objective of ASSI is to maximise profits, the strategies to achieve this objective must be carefully considered and adapted to the changing market dynamics.

[bookmark: _Toc152320824]Conclusion
ASSI operates in an oligopolistic market structure, where a few firms dominate the market. The UK food retail market has evolved from a fragmented market with many small, independent retailers in the early 20th century to an oligopolistic market dominated by the ‘big four’ supermarkets today.

ASSI aims to maximise profits by making strategic decisions about pricing, product range, store locations, and customer service. However, simply increasing prices may not lead to profit maximisation due to the interdependence of firms in an oligopolistic market and the price-sensitivity of today’s consumers.

ASSI can control supply and demand to set higher prices for their products, leading to higher revenues and potentially higher profits. However, they must also consider the costs associated with these strategies, such as the costs of improving product quality or customer service.

ASSI’s primary objective is to maximise profits, the strategies to achieve this objective must be carefully considered and adapted to the changing market dynamics.
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