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[bookmark: _Toc148617922]To: TESCO Executive Committee

From: TESCO’s Business Planning Director

Date: 20/10/2023

Subject: Business Report and recommendations 
[bookmark: _Toc148617923]Introduction
Over time, the retail sector has seen major transformations, especially in the United Kingdom. Through this transformation, TESCO makes a pioneer force in the supermarket and retail sector in the UK by playing a pivotal role in shaping the landscape. It began as a market booth in the UK and developed into a network of supermarkets. After that, through this substantial growth and diversification throughout the years, TESCO has become one of the largest retailers in the world. The aim of the report is to provide an in-depth analysis of TESCO by considering its history, economic background, stakeholder analysis, and so on. Also, it aims to evaluate profit maximization theory and challenges that are associated with profit maximization activities and describe the role of economic theories in the profit maximization of TESCO. 
[bookmark: _Hlk148128972][bookmark: _Toc148617924]Implementing the Profit Maximization Theory in TESCO
Profit maximization theory is a fundamental topic in economics and business that underscores business objectives and helps them maximize their profit. (Hassan and Parves, 2023). The profit maximization theory is typically based on the following formula:
Profit=Total Revenue−Total Costs.
Profit maximization theory can also help to increase the profitability of the TESCO company to increase their profit by optimizing the balance between revenue and cost of the company that generated. TESCO can utilize profit maximization theory in various ways such as:

Figure 1.1: Profit Maximization Theory (Source: Own Design)
Analyze its costs and revenues: By analyzing the total cost of the operation, the management of TESCO can determine the highest quantity of each product in order to produce and sell which will help TESCO to generate more profit by cutting the unwanted costs that are associated with the operations (Ren, 2021). Through a detailed cost analysis, TESCO observed that making 500 loaves per day would reduce their cost per unit resulting in higher profits.  
Set prices that maximize its profit per unit of output: By setting the price according to the demand for the products, the cost of producing those products, and the prices charged by competitors the business profit increases. TESCO cut the price of its house brand cereal to £3.99 to strike a balance between customer demand and production costs and increase profit per product sold.
Manage the inventory levels: Managing inventory is considered the main element of the retail business that creates a huge impact on running the business. Managing the inventory levels helps to run the retail business successfully (Wang et al., 2019). For example, TESCO tries to reduce waste by using efficient trucking software and saves costs by optimizing inventory of perishable products.  
Invest in new technologies: Because of the massive innovation of technology, the world is changing day by day. Due to the advancement in every sector, the business is growing in a tremendous spirit so TESCO has to invest in technological advancement to run its business successfully as well as maximize its profitability (Mahmood et al., 2019). TESCO invests in reducing labor costs and improving overall profitability through automated checkout systems and online order-taking.
[bookmark: _Toc148617925]Applying the Economic Theories in TESCO
The economic theory is generally related to the demand and supply of the business activities that is so important for the business's success. The economic theory is often referred as the demand theory and the supply theory. By analyzing both theories TESCO can be able to generate more profit as well as can achieve its business goals. As TESCO is a retail product serving company it is crucial for TESCO to manage the demand and the supply of their product. Otherwise, they cannot meet their client's needs.
[bookmark: _Toc148617926]Roles of Demand Theory
To understand and forecast consumer behavior, demand theory is significant to TESCO. In the following ways, TESCO can use demand theory for their business success:


Figure 1.2: Demand Theory (Source: Own Design)

Price Determination: TESCO can use the demand theory in setting the product price they have produced or sold. Through the demand theory, TESCO can understand that when the demand of the products they offer has to be increased or when demand for the product will be decreased. By knowing the demand for the products TESCO can invest more or less based on the demand which helps the business to reduce the product waste rate as a result the business will able to make more profit for the business without facing product shortage (Erdmann, and Ponzoa, 2021). For example, TESCO reduces the price of strawberries during the peak season because demand for strawberries is high and profits are maximized. 
Product Selection: Demand theory also helps TESCO in selecting the products they offer to the customers. By analyzing the demand theory TESCO can understand which products have the demand in the market and which products have less demand in the market. It also helps to understand the demand of which product will be high in the future so that the company can attract more customers by selling those products (Ajibola, 2022). In recent times, high demand items like smartphones make models and attract buyers. 
Promotions and Discounts: The demand theory also helps TESCO to make promotions based on the demand for the product they offer because when the demand for the product decreases then it will help to increase their sales through promotional activities and by offering some discounts of those specific products can significantly boost their sales amount. For example, As the demand for winter clothes decreases, TESCO offers discounts on all products so that these products are sold in the off-season as well.

[bookmark: _Toc148617927]Functions of Supply Theory
Supply theory has also the same importance as the demand theory for TESCO to perform their day-to-day activities because the supply theory deals with the supply total inventory of the business. Without a sufficient amount of supply of goods, the business cannot survive. As TESCO is a retail business company it is a must to have a clear idea about the supply theory. Besides this supply theory will help TESCO in the following ways such as:
Supply Chain Optimization: The main role of the supply theory is to optimize the supply chain activities of TESCO through developing and synchronizing the overall supply chain strategy with the corporate goals within the field of supply chain strategies including demand forecasting, inventory management, and sourcing the inventory needed to perform the retail activities. Moreover, its responsibility is to make sure that the supply chain is set up to meet the long-term objectives of the company (Morgan et al., 2022). TESCO uses demand forecasting models to keep its products fresh, reduce waste, and keep product quality high which helps streamline their supply chain. 
Cost Management: Cost management is a crucial component of obtaining and maintaining success in the cutthroat corporate environment of today. Through the comprehensive analysis of the supply theory, TESCO can understand how to minimize the cost of supply of inventory which will help the company to reduce the total cost of supply in the highest possible manner so that the company can save more money. (Lotfi, Walker, and Rendon-Sanchez, 2021). To save costs, they optimize transportation costs, reduce excess inventory levels, and try to reduce storage costs.

[bookmark: _Toc148617928]TESCO’s Demands and Growth in Recent Years

	Year
	Total Revenue in Billion (£)
	Sales Growth
	Key Products

	2022
	£60.5
	5.2%
	Online Grocery, Electronics

	2021
	£57.6
	4.8%
	Home Goods, Clothing

	2020
	£55
	3.9%
	Food and Beverages

	2019
	£52.9
	4.2%
	Household items, Electronics

	2018
	£50.8
	3.5%
	Grocery, Apparel



Analyzing TESCO's product demand, net profit, and sales growth for the past few years, it can be seen that the company is continuously increasing its profit from 2018 to 2022.  The reason for their increase in sales every year is the use of the Roles demand theory.  TESCO's gross profit in 2018 was 50 point 8 billion pound whereas in 2022 their net profit was 60.5 billion pounds.  That is, the demand for their products has increased every year (Khoiruwnia, 2022).  
By using the Roles demand theory, they have determined the prices of those products based on the increase in demand for the products.  From their annual report, it can be seen that their sales growth was 3.5% in 2018, which increased to 5.2% in 2022.  When customers buy more of certain products, they determine the price of the product accordingly and this theory has helped them the most to do this work.
[bookmark: _Toc148617929]Business Environment and Objectives
[bookmark: _Toc148617930]Business Environment
Economic conditions: Economic conditions, regulations, and government policies play an important role in regulating the activities of TESCO in the UK.  A recent analysis of TESCO's financial condition shows that in 2019, due to the COVID-19 nineteen, UK TESCO's sales decreased significantly and compared to the previous year, their sales rate decreased by about 6% percent, due to which the company has an economic downturn.  However, after the pandemic, the company's sales increased significantly in 2021-22 and it increased by 7-8% over the previous year, which enabled the company to overcome the previous year's losses. Price memory often has an impact on TESCO's profits (Joy, 2022).  The 2022 annual report noted that the impact of currency exchange rates cost profits by £73 million due to fluctuating international exchange rates.  
Regulations: Due to the law of the United Kingdom and may affect the net profit of TESCO.  As TESCO operates in a highly regulated food industry, they strive to maintain food safety and food quality.  If for any reason, the quality of food deteriorates and customers complain about the quality of food then the reputation of the organization may be damaged (Moura, 2021).  
Business Objectives
TESCO Company's business objectives are crucial in guiding its strategic decisions.  Because the sustainable success of companies requires them to follow the economic rules and adapt their objectives to the market conditions.  TESCO's objectives are more focused on the elements of increasing market share, cost reduction efficiency, and achieving customer satisfaction.  Various business models are used to achieve these objectives and they try to achieve maximum profit for the company by following the economic rules efficiently (Dhyana, and Gupta, 2022). 



[bookmark: _Toc148617931]Competition and Market Structure
The UK supermarket and retail market is highly competitive and major companies such as TESCO are constantly competing for market share.  Currently, with the advent of the e-commerce business, TESCO Company is trying to create a strong brand value by proving its competence.  In this regard, they have to face several obstacles because in selling online, they have to work in various complex environments and keep in touch with customers all the time (Lancieri, and Sakowski, 2021). 
TESCO has dominated the UK retail market.  According to recent data, TESCO has captured around 27% of the UK retail market, making it the UK's largest supermarket.  The range of competitive advantages of TESCO Company can be highlighted through their number of stores and network.  TESCO currently has more than 5,000 stores in 14 countries around the world.  In 2022 alone, TESCO's total revenue in the UK was 60.5 billion pounds.  At the same time, TESCO's online sales have also increased.  According to 2022 data, their online sales increased by 8.2% compared to the previous year.  TESCO can use profit maximization theory, and demand and supply theory in their company to sell online as well as increase net profit (Jullien, and Sand-Zantman, 2021).
Competition with other companies in the UK retail market forces TESCO to adopt pricing strategies that affect their profits.  The current TESCO company is competing with other companies by occupying 27% of the UK market share.  In order to survive in the competitive market, the company spent 1.4 billion pounds on promotion in 2022.  As a result, the company was able to achieve a profit of 5.2% that year.  



[bookmark: _Toc148617932]Stakeholders Issues
Managing stakeholders is a very important aspect of running a business in the UK retail market.  Because the overall success and sustainability of the company depends on the stakeholders.

Figure 1.3: Stakeholder Issues. (Source: Own Design)
Customer: Customers are the central stakeholder group for TESCO Company.  Because customers check the quality of the product according to their interest and buy the product.  Based on their needs TESCO company tries to release high-quality affordable products in the market (Mohanty, 2022).
Employees: Employees are important stakeholders in managing the company.  Their interests include fair compensation, safe working conditions, career growth opportunities, and job satisfaction.  If employees are not given fair compensation or growth opportunities in their career, then they will not be loyal to the company and will not perform well (Fitzgerald, and Kang, 2022).  
Shareholders: Those who invest in TESCO company are shareholders of that company and they get returns for their investment in this company.  Therefore, TESCO's financial performance growth potential and profit-sharing interests are directly affected by the investors.  


[bookmark: _Toc148617933]Issues to be considered by TESCO management in decision-making
As TESCO is a global retail giant company, they face various critical issues in making their management decisions.  They have to face various issues while making decisions to ensure the success and sustainability of the company. 
1.  Market dynamics and competition: TESCO in the UK operates in a highly competitive industry where market dynamics change rapidly.  So, its management has to keep an eye on the market trends and customer preferences all the time.  E-commerce growth in a competitive environment and new entrants must always be evaluated considering customer benefits.  To adapt to the changing environment, they have to analyze various issues and make decisions (Shabbir, 2021).
2. Practice responsibility and ethics: Today's world is very environment conscious and everyone is socially responsible for the climate.  TESCO's management has always prioritized sustainability and ethical practices.  Care should always be taken to ensure that their activities do not harm the environment.  Besides, sustainable sourcing and waste reduction measures are to be adopted through supply chain management.  Besides, the company needs to maintain its reputation and manage for the long term by supporting the local community.
3.  Technological Advancement: Nowadays technological innovations act as a very important factor in running a company.  So, the management of TESCO must evaluate the technology.  Even emerging technologies such as data analytics or automation need to be up-skilled for proper use.  By adopting these technologies and making investment decisions, they will be able to survive in the competitive market and meet the growing needs of customers (Desai, 2022).
4. Risk Management: In order to navigate complex regulations, TESCO needs to take appropriate steps regarding risk management.  In addition, TESCO must always emphasize on compliance with industry-specific laws and regulations.  Companies should always be vigilant about supply chain and cyber security to minimize risk.



[bookmark: _Toc148617934]Recommendations
Based on this report some recommendations can be given for TESCO's business strategy and profitability.  
Profit maximization theory Utilization: The theory of profit maximization should be applied as a fundamental element of business strategy.  In order to increase their profits, they need to implement cost reduction measures such as optimizing operational costs, and managing inventory levels efficiently.  At the same time, to increase productivity, waste should be reduced and implementation of advanced technology should be considered (de Aguiar, 2021).  
Strengthen Demand and Supply Managements: TESCO Company needs to manage its product offering and pricing strategies based on consumer demand.  Also, they have to optimize their products and set prices considering the type of consumer demand.  
Enhance Customer-Centric Strategies: Improving Customer-Oriented Strategy: TESCO can formulate its business objectives considering customer satisfaction.  TESCO company should regularly analyze customer feedback well and adapt it accordingly, besides providing online shopping opportunities for customers and finding new ways to meet the growing needs of customers (Panwar, Pinkse, and De Marchi, 2022).  
Embrace Technological Advancement: Given the rapid evolution of technology today, TESCO should continue to invest in cutting-edge technology that can streamline its operations and improve efficiency.  Besides, they can use advanced technologies such as auto machine technology AI and data analytics, which will help the company adapt to the changing situation in the future and contribute to the progress.
Navigate Regulatory Challenges: The TESCO Company must operate in a highly regulated environment and maintain a proactive approach to regulatory compliance.  These issues include ensuring food safety and proper quality.  In addition, labor laws should be followed to comply with environmental regulations.

[bookmark: _Toc148617935]
Conclusion
Finally, this report provides a comprehensive analysis of TESCO.  This report explores TESCO's profit growth strategy activities and economic theory. This retort shows that TESCO company has increased their sales by releasing products in the market based on consumer demand and their profits are increasing every year.  The company operates in a highly competitive market so they strategically set product prices and try to bring products that customers like the most.  Its report shows the impact of several factors on the performance of the task which can affect the profitability of the company.
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3. TESCO’s revenue from 2016/17-2022/23
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