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Assignment Title: Discuss the challenges faced by an expanding business in the current economic environment


Tesco represents an ideal avenue to explore the difficulties of a growing business within the present economic environment. As the UK's largest grocery retailer, Tesco is part of a marketplace with inflationary pressures, volatility of energy prices, disruptions to the supply chain, technological evolution, increased scrutiny regarding environmental impact, and consumers' demand for innovation. This constant threat for Tesco, however comparison to the marketplace, due to the size, visibility and influence of the marketplace itself, it is an excellent source to evaluate how any corporation attempts to expand while being impacted by a multitude of forces outside of its control. In addition, Tesco represents a convergence of trends in today’s business environment, including, but not limited to, the cost-of-living crisis, the digitisation of retailing, food security, labour shortages and the push for sustainability. Its presence within the grocery industry also contributes to its significance since food retailing is one of the most socially and economically significant sectors of the British economy.

The reason that Tesco has been selected as a case study is that the firm exemplifies the challenges faced by large companies through the integration of scale and accessibility. Although large companies have advantages over smaller firms, i.e. greater financial resources, larger supplier networks, and greater brand awareness, they also are more susceptible to external scrutiny from a political standpoint, exposure towards reputational risk, and complexity from an operational standpoint. Nominally, in 2024, Tesco reported £61.5 billion ($82 billion) in sales (excluding fuel) and had operating income of £2.8 billion ($3.7 billion), which indicates the scale of the firm’s operations and the need for strategic adjustment to maintain performance over time. Tesco faces a unique challenge that includes both its desire to grow as a company and having to expand responsibly, while also being efficient in its operations and remaining competitive within an industry that is seeing increased consumer price sensitivity and growing awareness from regulators and stakeholders about issues related to ethical and environmentally sustainable business practices. In the context of such an environment, Tesco provides an excellent opportunity to address a broader question that deals with how businesses adapt to changing environments.

Business environment is defined as all external factors affecting how a company conducts its business, including how these external factors influence and shape companies' decisions and long-term performance. The term 'external factors' refers to political factors, economic factors, social factors, technology-based factors, legal factors and environmental factors. These external influences form the context where businesses compete for market share and operate within. Morrison (2017) contends that businesses operate within an external business environment (i.e., the larger business system); therefore, the success of a business is dependent not only on internal efficiency, but also on how well that business interprets and reacts to changes in the external business environment. Recent literature further supports these views, indicating that the quality of the external business environment is related to company productivity, resilience and business growth (Lai et al., 2024; Abdullahi, Odeh and Alaga, 2025).

When an organisation is experiencing growth, understanding the external business environment becomes increasingly important; as an organisation grows, it becomes more vulnerable to risk exposure, as larger operations will have larger amounts of employees, suppliers, jurisdictions and a heightened level of strategic visibility. Thus, if an organization expand without having a strong understanding of its external business environment, it may face a variety of challenges such as regulatory obstacles, shifts in demand for products/services, technology becoming obsolete before product/service sale and damaged reputation. Turner (2024), as well as Meyer, Li, and Brouthers (2023) identify that firms expanding their operations globally and digitally, need to be both partial to and cognisant of both national and international institutional signals if they intend to expand sustainably; therefore, expansion is the combination of a commercial ambition & being able to adapt and be successful within a market for example, Tesco is the market leader and while this affords some growth opportunities for Tesco, they must constantly juggle affordability; operational efficiency; sustainability; and stakeholder trust.

Tesco’s external environment can be further analysed through PESTLE Analysis, which provides a formalised method of determining the Political, Economic, Societal, Technological, Legal, and Environmental influences that can affect an organisation. The reason why PESTLE is such a valuable tool is that it allows for examining a more holistic view of the macro environment as opposed to just focusing on the competitive environment and/or consumer demand. PESTLE, combined with other industry-specific frameworks such as Porters 5 Forces, can help a business outline its overall strategic direction in terms of the greater environment as well as the direct pressure that may be influencing strategic decisions. While the PESTLE framework does have some limitations (primarily when it becomes more descriptive rather than analytical; thus, the usefulness to a business can be significantly diminished), it is still useful, provided that its connection with business outcomes is made clear. For Tesco, what PESTLE analysis revealed is that expansion is no longer about opening stores or increasing product sales, but rather, to manage costs; protect legitimacy; invest in innovation; and respond to stakeholder expectations in a very competitive retail market.

From the perspective of Politics, Tesco conducts all business in an environment which is affected by regulations about food and food standards, labour standards, trade tensions and scrutiny of large corporations by the public. In the wake of the COVID-19 pandemic and Brexit, food supply chain reliability and import dependence are major political issues now more than ever. As a result, Tesco's operations are impacted directly by public policy decisions related to trade, food standards, transportation, and labour. In terms of operations, Bontempo (2022) demonstrates that the quality of governance impacts competitiveness. Aiyar et al. (2023) find that the trend of geo-economic fragmentation is increasingly disrupting the global trade landscape. Therefore, Tesco’s growth is contingent in part upon its ability to manage border frictions, import costs, and regulatory compliance. In addition to this, large retail organisations face additional scrutiny from the government regarding their corporate taxes, responsible procurement, and the accountability of their supply chains. The sustainability case materials published by Tesco emphasise their programming related to anti-bribery, human rights, and partnerships with other organisations, illustrating that governance now encompasses the legitimacy of businesses as much as any ethical element. Thus, political issues create both risks and obligations as Tesco continues its growth.

The economic issues present possibly the most urgent challenge that Tesco faces to Tesco's growth. Economic uncertainty, inflation, high energy costs, and a downturn in real disposable income, combined with declines in consumer confidence, are characteristics of the current economic environment. In the retail sector, these conditions create an extremely challenging environment, as food is a necessity; however, how consumers buy food will change significantly when they feel economically constrained. For example, most households will gravitate toward lower-priced brands, bulk purchase, discount retail outlets, and less discretionary spending. Although this causes certain segments of the grocery industry, such as lower-priced products, to benefit, these changes will have a dramatic impact on margins. Xiuzhen, Zheng, and Umair (2022) and Challoumis (2024) both illustrate the impact of commodity price changes and exchange rate volatility on business expenses. Tesco has two major challenges: they need to be affordable to consumers who are focused on the price of products, and they must also manage increasing costs of wages, transportation/fuel and supplier requirements.

Consequently, there is a significant amount of tension regarding where Tesco is today. Inflation will cause nominal revenue growth (due to prices rising), but as customers become more cautious in their spending, it may result in declining profitability. Price competition amongst grocery retailers remains very competitive, and even discount competitors such as Aldi and Lidl continue to apply pressure. Tesco has developed strategies that focus on building customer loyalty by providing value, its own-brand products and operational efficiencies, but ultimately these strategies will only be sustainable if the company is disciplined in executing them consistently. Now, given the economic environment that they are operating within, Tesco will expand, not by taking aggressive risks, but rather through establishing cost controls, partnering with suppliers to develop collaborative pricing strategies, and developing resilient supply chains. Thus, while the pressures placed on retailers because of the changing economic landscape could potentially inhibit retailers’ ability to grow, it certainly will alter the manner in which they achieve their growth.

Social elements within the external environment are equally important for Tesco. Overall, consumer behaviour in grocery retailing has changed dramatically within the last several years. The average household wants to find value; shoppers also now want convenience, health, and ethics at the same time. This has created an exceptionally complicated balancing act for grocery retailers because while their customers expect low prices, shoppers also expect to have access to healthy options, responsibly sourced supply chains, minimal use of plastic packaging, and positive impacts made by businesses within their communities. Tesco's commitment to the health of all individuals through their The Little Helps Plan demonstrates the company's efforts to balance both value and customer experience while being socially responsible. In addition, there is supporting evidence in the uploaded Tesco case notes regarding progress that has been made towards the reformulation of product offerings for improved health, increasing gender representation, and redistributing food, which illustrates how social reputation increasingly influences the strength of a retail brand. Tesco has evolved beyond being known as a conveniently priced retailer to now being considered a responsible corporate citizen.

The way that consumers evaluate businesses today has become increasingly reliant on social criteria. According to Camilleri (2022), corporate social responsibility can provide a strategic advantage when properly integrated into core business operations, rather than treated as an ancillary activity. Le et al (2024) and Sarfraz et al. (2023) connect CSR and green innovation to larger outcomes related to sustainable development. For Tesco, it is critical to create trust that is generated through its grocery retail business, because grocery retail is such a visible and emotionally charged part of people's daily lives. Shoppers see the brand regularly; therefore, any failure in how it treats its workers, its level of food waste, or the breadth of its price points can negatively impact the public’s confidence in the business very quickly. Accordingly, Tesco’s ability to grow is contingent not only upon its physical expansion or its sales performance but also upon its ability to continue creating trust among consumers, its employees, its regulators, and its community stakeholders.

Tesco is also affected by the technological environment. Retail competitors increasingly rely on having the ability to leverage digital capability and use data analytics; and through automation and the use of AI-enabled customer insights, a business that does not invest in technology becomes less efficient, less responsive and less attractive to consumers who are digitally savvy. The business environment is being accelerated by exhibiting enterprise digital transformation; while León García and Parra Acero (2024) argue that big data increases competitiveness through enhancing forecasting, responsiveness and decision-making capabilities. Tesco has already made great strides forward with Clubcard data, digital loyalty systems and AI-based personalisation, such as with their 2024 Clubcard Challenges.

Yet, technology should not only be considered a means of opportunity. It is also creating considerable levels of challenge. Digital transformation often requires a significant investment, changes in the way organisational processes occur and retraining the workforce. Digital transformation can create cybersecurity risks, personal privacy risks and technology dependence. According to Kokala (2024), Mitrache et al. (2024), and Hussain et al. (2023), digital capability is only a true competitive advantage when it has the support of implementation capability and redesigning internal processes. What that means for Tesco is that their technology expansion must facilitate better customer service and improve operational efficiency without jeopardising trust or adding an unnecessary layer of complexity. A retailer as large as Tesco should ensure that their digital investment yields tangible, long-term benefits to the business and not just become an expensive emblem of innovation. In today's world, technology is simultaneously providing impetus for expansion and creating strategic risk.

Legal issues will also greatly affect Tesco's ability to grow. Due to the high level of compliance obligations food retailers must satisfy in relation to laws impacting employment law, food safety, consumer protections, competition regulation, data security and environmental disclosure, the increasing complexity of business operations and longer supply chains stretching further across borders make it increasingly difficult for food retailers to comply with legal requirements. According to Akinsola (2025), the role of corporate governance related to legal accountability is growing; according to Bohm et al. (2022), ethics is becoming central to all aspects of business strategy. In examining Tesco's case study evidence, it is evident that Tesco has established multiple whistleblowing systems, sells age-prohibited products and works with ethical suppliers while also having procedures in place to counter corrupt practices. As a result, legal compliance is not just about meeting the guidelines from an administrative standpoint but is also critical to their overall strategy. If any part of the legal compliance process fails, this could lead to Tesco suffering financial penalties, harm to their company image and loss of stakeholder confidence.

With the current worldwide focus on reducing carbon emissions, environmental issues significantly affect Tesco's growth, particularly related to future retail development. For example, climate change may influence the production and harvesting of agricultural goods; climate change has also negatively affected the reliability of transportation, energy prices, packaging regulations and supply chain stability. Environmental pressures are becoming more intertwined with global commerce due to climate change, according to Copeland, Shapiro and Taylor (2022). On this point, Paudel et al. (2024), Rehman et al. (2022) and Mensah et al. (2025) all support that companies that demonstrate environmentally sustainable actions will achieve long-term success. The Tesco case study provides insight into their achievements in utilising renewable sources of energy as well as their efforts to reduce greenhouse gas emissions, reduce food-related waste and reduce the volume of plastic used in their operations.

Although costs will be associated with meeting the demands of environmental pressures, the company also has opportunities to save money by reducing its consumption of natural resources. Alternatively, investing in environmentally friendly logistics and operations will improve Tesco's operational efficiencies, build on its reputation as a good corporate citizen and reduce the amount of waste generated by its operations. Through its development of an environmental strategy, Tesco has also demonstrated its ongoing commitment to being ethical and providing resiliency for its corporation. Tesco needs to continue to implement environmentally sustainable practices due to the tremendous waste produced by expansion. Without environmental integrity, a company can be exposed to negative press and future regulatory issues. Thus, the capacity to expand while decreasing the effects created is increasingly viewed as a key indicator of strategic acumen.

Considering how Tesco’s organisation has transformed itself, it has largely done so because it has adapted to changes in the environment via value positioning, digital investment, sustainable development, and stakeholder engagement. In its move away from what would typically be viewed as purely differentiated or low-cost initiatives, Tesco has focused instead on strengthening its competitiveness within existing and adjacent markets through: convenience enhancement; intensive use of data; and integrating sustainability into operational strategy. This illustrates Tesco's pragmatic approach to change, which is further supported by its financial recovery ignited in 2024, providing substantial evidence that this model will give the company near-term viability. In this respect, as demonstrated by Tesco’s use of sustainability-linked finance products and its commitments to renewable energy, as well as its supply-chain initiatives, suggest that it has a long-term view consistent with academic literature regarding mechanisms of sustainability to develop a sustainable competitive advantage (Camilleri 2022; Le et al 2024; Du Bstieler & Yalcinkaya 2022). 

While there has been criticism regarding how Tesco has responded to environmental conditions to date, it is important to note that many of Tesco’s expansion activities have also been primarily efficiency-based, not transformational, and simply add to short-term performance; thus, they also represent limitations with respect to the company’s ability to more proactively shape the marketplace. Tesco overall progress in sustainability relies greatly on suppliers’ compliance and improved quality of data; there are still gaps in the available data about sustainability and challenges regarding scale. Consequently, some of Tesco's sustainability performance may be limited by the capabilities of the broader supply chain. Additionally, Tesco could use predictive analytics and AI more effectively to improve its resilience against weather disruptions, commodity shocks and geopolitical instability. Data-driven supply chain resilience in agitated business environments is supported by Gani et al. (2023). Overall, suppliers need to digitise their supply chain, test various circular economy opportunities and invest more in local sourcing where possible; this would reinforce Tesco’s long-term position.

It may also be necessary for Tesco to consider whether its strategy adequately addresses the impacts of structural change. The grocery sector is being transformed not only by inflation and cost pressures, but also by changing consumer expectations regarding health, convenience, environmental sustainability and digital integration. While Tesco has generally performed well in response to these changes, simply being competent may not provide enough of a competitive advantage in a market that is subject to constant disruption. One way for Tesco to develop a stronger long-term strategy is to experiment with circular retail systems, invest in transparent supply chain technology and develop deeper partnerships with local producers and community stakeholders. Transitioning from a reaction-oriented resilient supply chain to a proactive leader could provide Tesco with a comprehensive approach to respond to disruptions in an economic climate where they have now become commonplace, rather than extraordinary.

To summarise, Tesco provides a clear example that in the current economic climate, the challenge for an expanding company is not just growth, but rather disciplined adaptive growth under pressure. Political uncertainty, economic instability, social change, technological disruption, regulatory scrutiny and environmental accountability all put pressure on firms' abilities to grow their businesses conventionally. Tesco has achieved growth with reasonable success through a generally effective combination of value, governance, innovation and sustainability, thereby maintaining its competitive position in a difficult market. The next phase of their success will depend on Tesco's ability to change from being solely driven by reacting to becoming an anticipator. To begin with, Tesco should improve its real-time supply chain analytics, enhance its capabilities associated with circular packaging systems, improve low-carbon logistics and align its value-driven retail approach with established social and environmental performance standards. In an unstable economic environment, it will be the companies that are most adaptive, rather than just the largest, that will succeed.
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