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1.0 Introduction
Tesco PLC is the largest grocery retailer in the United Kingdom, with its market share standing at about 28.3% as of the beginning of 2025 (Tesco PLC, 2025a). As a retail company in an unstable market characterised by the overhang of the cost-of-living crisis and stiff competition with the discounters such as Aldi and Lidl, Tesco's strategies are subject to constant investigation. This report presents a situational analysis of Tesco in terms of a PESTEL framework to determine the important external factors influencing its operation.
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Figure 1: UK Grocery Market Share Distribution (Tesco PLC, 2025a)


2.0 Situational Analysis (PESTLE)
2.1 Political
Tesco is still experiencing the restructuring of its supply chain that is dictated by the post-Brexit trade environment. Tesco has benefited from switching the sourcing to outside the EU with New Free Trade Agreements (FTA) in use in 2024/25, which helps alleviate some import friction (MatrixBCG, 2025). Nonetheless, there is still significant political pressure on the issue of food security; the UK government has paid even closer attention to the supermarket pricing models so that people can afford the food in times of inflation, which makes Tesco overcome the dilemma between profitability and political correctness (GlobalData, 2025).
2.2 Economic
Inflation has not fallen below 2.8% even in 2025, whereas consumer spending power is kept under check. The trend of this value-seeking action contributes to the rising popularity of the own-label products (Retail Detail, 2025). At the same time, operational expenses have soared; Tesco has raised hourly store colleagues' pay to £12.64 in 2024, which has contributed about over 900 million to Tesco operation costs (Tesco PLC, 2025b). This puts a strain of maintaining low shelf prices and the increased cost of labour.
2.3 Social
The popularity of health consciousness is at full blast, and other customers (66 per cent) point to price as an obstacle to healthiness within their diets (Tesco PLC, 2025b). The consumers are putting more demands on retailers to enable them to afford wellness. Moreover, the concept of ethical consumption has become a matter of low expectations; consumers are currently demanding sustainable packaging and supply chains transparency, which is supported by the fact that Tesco has positively received the campaign of Better Baskets (JVS, 2025).
2.4 Technological
Tesco has embedded the concept of Artificial Intelligence (AI) in its logistics. Its collaboration with Roambee will enable it to track 23,000 container trips in real-time, which will reduce the dwell time and stockouts (McMillan, 2024). The Clubcard has been digitised on the consumer side, which has led to a data ecosystem where generic discounts have been supplanted by offers that are hyper-personalised, becoming more loyal (Redfish, 2025).
2.5 Legal
The pressure on regulations is increasing as the complete realisation of High Fat, Sugar, and Salt (HFSS) laws occurs in October 2025. Such legislations prohibit bulk offers (e.g. Buy One Get One Free) on unhealthy food in highly visible store places (Savi UK, 2025). This necessitates a radical redesign of store layout and promotion. There is also a requirement to strengthen the Data Protection and Digital Information Act 2024 with regard to processing the huge data volume of the Clubcard scheme.
2.6 Environmental
Tesco has its environmental targets that are binding such as the pledge to become Net Zero in its own operations by 2035 (Tesco PLC, 2025b). One of the retailers has done so well that 87 percent of the packaging on its own brands are recyclable at the kerbside (Tesco PLC, 2025a). Any inability to achieve these targets will incur regulatory fines as well as reputational losses among younger generations who would be environmentally conscious.
3.0 Critical Analysis
The effectiveness of the existing strategy of Tesco depends on its data weaponisation in response to the economic volatility. One of the leading strategic competencies is the presence of the so-called Clubcard Prices, which can be resisted by discounters. Following the inflation, Tesco tied down prices under its loyalty scheme, raising active households to more than 24 million (Tesco PLC, 2025c). Although Aldi and other discounters are in a price competition war, they do not have the digital platforms to offer customised value. Tesco enforces a value exchange by giving its loyal members up to unprecedented discounts of 392 a year (Tesco PLC, 2025a). Customers get discounts, but they need to submit their data. This will form a kind of "loyalty loop" as the created data will optimise subsequent offers, making it more difficult to change. Tesco, therefore, has successfully employed inflation as an economic threat to a long-term technological competitive edge that the undifferentiated discounters have not been able to match.
Moreover, Tesco has also been able to adopt technological innovation to cover its economic cost due to increased labour costs. The company was running a risk of margin erosion since wage inflation included an addition of £900 million to the balance sheet (Tesco PLC, 2025b). Nevertheless, Tesco has used AI-based solutions in the supply chain, such as the Roambee platform, to minimise logistical inefficiencies in its supply chain and enhance stock accuracy in 3,000 locations (McMillan, 2024). This automation enables the company to incur an increased wage bill without necessarily transferring the entire cost to the consumers.
Lastly, the initiative in Tesco to counter the legal issues sets it apart from reactive competitors. The HFSS rules brought about in October 2025 were going to interfere with the high-margin impulse buy model. Tesco has chosen not to challenge the legislation but rather made the changes themselves and eliminated volume promotions on HFSS products on the legal date and placed a goal of 65% healthy product sales by 2025; they were already at 64% by 2024/25 ( Tesco PLC, 2025b). This prompted early adaptation by the use of the Better Baskets campaign, which enabled Tesco to re-train customers prior to the commencement of the law (JVS, 2025). As competition scrambled to replan store arrangements later in 2025, Tesco had already been portfolio-compliant and regarded regulatory conformity as an impetus to portfolio change as opposed to a bottleneck to sales.
4.0 Conclusion
To sum up, Tesco is experiencing an unfriendly external environment in terms of economic inflation and stringent legal restrictions in terms of health. But, through the situational analysis, it is clear that Tesco has managed to cushion itself with a technological advantage. With the help of Clubcard information and AI logistics, the company has balanced the increasing expenses and has avoided the discounter threat. In order to further leverage this, Tesco is advised to extend its Retail Media network. 
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