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MARKET SEGMENTATION, TARGETING AND POSITIONING: TESCO


 1. INTRODUCTION	
Marketing strategy plays a decisive role in determining organisational success in highly competitive retail markets. The UK grocery sector is characterised by intense rivalry, price sensitivity, shifting consumer expectations and ongoing digital transformation. Retailers must compete not only on price but also on convenience, product quality, customer experience and increasingly on sustainability credentials. In such an environment, structured marketing frameworks are essential for guiding decision-making and resource allocation. Strategic marketing enables firms to identify attractive market opportunities, develop differentiated value propositions and sustain competitive advantage over time (Baines, Fill and Rosengren, 2022).
One of the most influential strategic marketing frameworks is the Segmentation, Targeting and Positioning (STP) model. The foundation of segmentation theory lies in the recognition that markets are heterogeneous rather than homogeneous. Subsequent developments in marketing theory refined segmentation criteria and emphasised the importance of actionable, measurable and meaningful customer groupings (Wedel and Kamakura, 2000; Kotler, Keller and Chernev, 2022). Positioning defines the way in which an organisation seeks to shape customers’ perceptions of its brand and products in comparison with competing alternatives (Kotler, Keller and Chernev, 2022). Together, these processes form the strategic core of customer-oriented marketing.
Tesco plc is a leading grocery retailer in the United Kingdom, operating across physical stores and digital channels, and using initiatives such as Clubcard and online grocery services to support customer engagement and competitiveness (Tesco plc, 2025; Tesco, n.d.-a; Tesco, n.d.-b). This report critically analyses Tesco’s segmentation, targeting and positioning strategies and evaluates how these strategic decisions are translated into the marketing mix. Academic theory is used throughout to assess strengths, limitations and future strategic implications.
2. SEGMENTATION ANALYSIS
Market segmentation represents a core component of Tesco’s overall marketing approach. Kotler, Keller and Chernev (2022) argue that viable market segments should be clearly identifiable, sufficiently large, reachable, distinct from one another and capable of being effectively served. In grocery retailing, segmentation is complex because purchasing behaviour is influenced by economic factors, lifestyle preferences, geographic accessibility and habitual routines. Tesco structures its market analysis around several segmentation bases, incorporating demographic characteristics, geographic location, consumer lifestyles and purchasing behaviour.
2.1 Demographic Segmentation
In demographic segmentation, customers are grouped according to identifiable attributes such as their age group, earnings, family structure and employment status. These indicators are commonly applied since they can be measured with relative ease and tend to be closely linked to consumer purchasing behaviour (Jobber and Ellis-Chadwick, 2023).
In grocery retailing, income level is particularly significant, as it influences brand choice, price sensitivity and product quality expectations.
Tesco uses a tiered private-label structure to address different income groups. Entry-level ranges target highly price-sensitive consumers seeking affordability, while premium ranges such as Tesco Finest target consumers willing to pay more for enhanced quality and indulgence (Tesco, n.d.-c). This layered architecture allows Tesco to appeal to multiple income segments without fragmenting its overall brand identity. It reflects the principle of differentiated value propositions identified by Baines, Fill and Rosengren (2022).
Household composition also influences purchasing behaviour. Larger families may prioritise value packs and one-stop weekly shopping, whereas smaller households may prefer convenience formats and ready-to-eat meals. Tesco adapts assortment, packaging sizes and promotional strategies to reflect these differences. In practice, this means that demographic segmentation is not used in isolation. It interacts with Tesco’s broader merchandising choices, helping the retailer stock categories, pack sizes and price points that better fit the needs of the local customer base. This flexibility is especially important in a retailer serving both urban professionals and budget-conscious families.
Age can also affect how customers engage with retail channels. Younger consumers may be more comfortable using apps, personalised digital offers and online delivery, while older customers may continue to prefer familiar in-store routines. Tesco’s broad customer base means that it must support both patterns simultaneously. Demographic segmentation therefore informs not only product assortment but also service design, communication style and channel emphasis.

2.2 Geographic Segmentation
Geographic segmentation recognises that consumer behaviour varies according to location, population density and regional characteristics (Kotler, Keller and Chernev, 2022). In retailing, physical accessibility is crucial. Tesco operates multiple store formats including Express, Superstore and Extra (Tesco, n.d.-d). Each format is designed to meet different geographic and shopping needs.
Tesco Express stores are typically located in urban areas or residential neighbourhoods where convenience and proximity are valued. Superstores and Extra formats are more common in suburban areas with greater parking availability and support larger basket sizes (Tesco, n.d.-d). This multi-format strategy demonstrates geographic adaptation and enhances coverage across diverse catchment areas.
Geographic segmentation also supports Tesco’s distribution strategy by aligning store formats with local demand patterns. It reduces mismatch between assortment and local purchasing habits, improving efficiency and customer satisfaction. Stores located in business districts, for example, are likely to emphasise meal deals, ready meals and grab-and-go items, whereas larger community stores may devote more space to family groceries and household goods.
Regional variation can also influence product mix. Different localities may show different levels of demand for premium ranges, ethnic foods, convenience products or healthier options. Tesco’s geographic segmentation therefore complements other segmentation variables by ensuring that national scale does not prevent local responsiveness. This ability to combine a large corporate structure with a degree of local adaptation strengthens Tesco’s competitiveness.

2.3 Psychographic Segmentation
Psychographic segmentation focuses on lifestyle, attitudes and values. In recent years, grocery purchasing has increasingly reflected consumer identity, particularly regarding health, sustainability and ethical sourcing (Kotler, Keller and Chernev, 2022).
Tesco has expanded plant-based ranges and communicates sustainability commitments through its official grocery and corporate sustainability platforms (Tesco, n.d.-e; Tesco plc, n.d.-a). These initiatives reflect recognition that consumers often view grocery shopping as an extension of personal values rather than a purely functional activity. Psychographic segmentation enhances brand differentiation and supports premium positioning strategies.
Consumers who care about nutrition may look for fresh foods, low-sugar products or clear labelling, while those motivated by environmental concerns may prefer recyclable packaging, plant-based alternatives or products associated with ethical sourcing. Tesco’s response to these concerns allows it to connect with customers at a deeper level than price alone. It also helps the brand remain relevant in a market where food choices increasingly communicate lifestyle and identity.
Psychographic segmentation is strategically valuable because it often helps explain why customers choose between similar products. Two consumers with similar incomes may still make very different purchasing decisions because they hold different beliefs about health, value or sustainability. Tesco’s ability to address these softer dimensions of demand helps broaden its appeal and reduces the risk of competing only on price.
2.4 Behavioural Segmentation
Behavioural segmentation is based on actual consumer actions such as purchase frequency, brand loyalty, basket composition and responsiveness to promotions (Wedel and Kamakura, 2000). Tesco’s Clubcard loyalty programme provides a strong competitive advantage in this area (Tesco, n.d.-a).
Through transactional data, Tesco can identify patterns in individual customer behaviour and tailor promotions accordingly. Kannan and Li (2017) argue that digital marketing transformation enables personalisation at scale. Tesco’s data-driven segmentation improves promotional efficiency and enhances customer engagement.
This approach aligns with market orientation theory, which suggests that firms achieving superior performance are those that generate and use customer intelligence effectively (Narver and Slater, 1990). However, reliance on historical data may limit the firm’s ability to anticipate emerging needs, highlighting the need for continual adaptation.
Behavioural segmentation also allows Tesco to distinguish between frequent and infrequent shoppers, loyal and switch-prone customers, and shoppers motivated mainly by convenience versus those motivated by promotions. Such insight enables the retailer to allocate marketing resources more efficiently. Instead of sending the same offer to all customers, Tesco can focus on communications that are more likely to influence purchasing behaviour, improving return on promotional investment.
Another advantage of behavioural segmentation is that it supports retention as well as acquisition. By identifying which customers are becoming less active or more price sensitive, Tesco can intervene with relevant incentives before loyalty weakens further. This makes behavioural segmentation central not only to short-term sales generation but also to long-term relationship management.
Overall, Tesco’s segmentation strategy is sophisticated because it combines traditional descriptors of who customers are with rich evidence of how they shop. The principal challenge is not access to data, but ensuring that the insight generated remains actionable, current and consistent with the retailer’s overall strategic direction.

3. TARGETING ANALYSIS
After segmentation, Tesco evaluates segment attractiveness and strategic fit. Segments should be assessed according to size, growth potential, profitability and compatibility with organisational resources. Tesco adopts a differentiated targeting strategy, serving multiple segments simultaneously.
3.1 Mass Market Targeting
Grocery retail requires broad market coverage because food is an essential product category. Tesco competes for mainstream households by offering competitive pricing, broad assortment and accessible store locations (Tesco plc, 2025; Tesco, n.d.-d). This approach ensures large-scale market presence and stable revenue streams.
Mass-market targeting is supported by Tesco’s scale. A broad customer base allows the retailer to spread fixed costs, strengthen supplier relationships and maintain strong brand visibility. For a supermarket, mass coverage is not simply desirable; it is strategically necessary. Tesco’s store network, product breadth and mainstream brand position all support this objective.
3.2 Price-Sensitive Segment Targeting
Tesco must also compete effectively against discount retailers. Porter (1980) notes that cost leadership can provide competitive advantage if supported by operational efficiency. Tesco targets price-sensitive consumers through strong value messaging and entry-level product ranges, supported by price-led initiatives on its grocery platform (Tesco, n.d.-b).
This segment is strategically important because inflationary pressure and cost-of-living concerns can quickly shift customer priorities toward affordability. Tesco therefore needs to reassure customers that it can meet essential needs at acceptable prices. However, unlike hard discounters, Tesco must do this while still supporting a broader proposition that includes service, assortment and convenience. The challenge is to remain price credible without reducing the brand to a purely low-cost identity.
3.3 Premium Segment Targeting
Premium targeting allows Tesco to improve margins and reduce reliance on price competition. Higher-quality own-label products appeal to consumers seeking differentiation and indulgence. Differentiated targeting enhances profitability when the firm has sufficient resources to manage complexity (Baines, Fill and Rosengren, 2022).
Premium targeting is also strategically useful because it broadens Tesco’s appeal beyond functional shopping. Consumers purchasing premium ready meals, speciality foods or higher-quality ingredients may associate the retailer with aspiration as well as practicality. This can strengthen margin performance and help Tesco compete more effectively against rivals offering stronger quality credentials (Tesco, n.d.-c).
3.4 Convenience-Oriented Targeting
Modern consumers increasingly value convenience. Tesco Express and online grocery services address time-constrained shoppers (Tesco, n.d.-b; Tesco, n.d.-d). Verhoef, Kannan and Inman (2015) highlight that omnichannel integration enhances competitive positioning by enabling seamless shopping experiences.
Convenience-oriented shoppers are not necessarily defined by income. They may include commuters, small households, students or families with limited time. What unites them is the desire to reduce shopping effort. Tesco’s convenience targeting therefore relies on speed, proximity, intuitive digital tools and reliable fulfilment rather than on one simple demographic profile. This reflects the growing importance of mission-based targeting in retail, where the occasion of shopping matters as much as the identity of the shopper.
While differentiated targeting broadens coverage, it also requires strategic coherence to prevent dilution of brand clarity. Tesco’s strength lies in serving multiple segments without fragmenting the business into disconnected sub-brands. Even so, this breadth creates managerial tension. The company must ensure that its value proposition remains coherent across customer groups, channels and store formats.

4. POSITIONING ANALYSIS
Positioning defines how Tesco is perceived relative to competitors. Kotler, Keller and Chernev (2022) emphasise that positioning must be distinctive and meaningful.
4.1 Value-for-Money Positioning
Tesco positions itself around value for money rather than pure low pricing. This distinction is important because value incorporates quality, convenience and service. Porter’s (1980) cost leadership framework supports this strategic emphasis. Tesco’s official reporting and grocery platform also emphasise value, quality and service through its customer proposition (Tesco plc, 2025; Tesco, n.d.-b).
A value-for-money position is particularly powerful in grocery retail because customers make frequent purchase decisions and continuously compare what they receive for what they pay. Tesco’s aim is to reassure shoppers that they can complete a full shop efficiently without sacrificing basic quality expectations. This is broader and more resilient than a narrow low-price position, which would place Tesco in more direct comparison with hard discounters on terms that may be difficult to sustain.
4.2 Quality and Brand Equity
Aaker (1996) argues that brand equity is built through perceived quality, brand associations and loyalty. Tesco’s premium ranges enhance perceived quality without undermining its mainstream appeal. Keller (1993) explains that strong brand knowledge increases positive consumer responses to marketing activities.
Brand equity matters because supermarkets do not compete only through products on shelves; they compete through the mental shortcuts customers use when deciding where to shop. Tesco benefits when customers associate the brand with reliability, acceptable quality, breadth of range and useful offers. These associations encourage repeat shopping and reduce the effort customers invest in comparing alternatives.
4.3 Customer-Centric Positioning
Tesco’s loyalty programme reinforces relational positioning. Rust, Lemon and Zeithaml (2004) suggest that customer equity is a key driver of long-term profitability. Tesco strengthens repeat purchase behaviour through personalised engagement via Clubcard and digital platforms (Tesco, n.d.-a; Tesco plc, 2025).
This customer-centric element of Tesco’s positioning is important because it differentiates the brand from retailers whose propositions depend more heavily on standardised pricing alone. When customers feel that promotions are relevant and that the retailer understands their preferences, switching becomes less attractive. Clubcard therefore contributes both practical and symbolic value: it offers savings, but it also signals that Tesco recognises individual shopping behaviour.

4.4 Convenience and Omnichannel Positioning
Omnichannel retailing strengthens Tesco’s positioning as accessible and modern. Lemon and Verhoef (2016) emphasise that the customer experience unfolds across a range of interconnected interaction points, Tesco’s integrated digital and physical presence enhances perceived convenience through online grocery shopping, home delivery and click-and-collect services (Tesco, n.d.-b).
Maintaining clarity across value, quality and convenience dimensions remains critical to sustainable positioning. Tesco cannot afford to appear confused about what it stands for. Its positioning works best when customers experience the brand as affordable, practical, dependable and increasingly personalised. The danger lies in trying to signal too many things at once. If communication becomes inconsistent, perceived distinctiveness can weaken.

5. MARKETING MIX STRATEGIES (4PS)
The marketing mix translates strategic positioning into operational decisions.
5.1 Product – Tesco offers extensive assortment depth and layered own-label brands. Product differentiation across price tiers supports segmentation strategy (Kotler, Keller and Chernev, 2022). The company’s product strategy is notable for its ability to combine broad mainstream appeal with selective innovation. Private-label tiers give Tesco control over quality, packaging and price architecture, while branded goods preserve customer choice. Product policy also supports shifting demand patterns, such as the rise of convenience foods, healthier eating and plant-based categories (Tesco, n.d.-c; Tesco, n.d.-e).
5.2 Price – Pricing strategy combines everyday pricing, targeted promotions and loyalty-based discounts. High frequency purchasing makes price perception particularly important (Jobber and Ellis-Chadwick, 2023). Tesco’s pricing decisions must therefore balance competitiveness with profitability. Selective promotional pricing can drive traffic and basket growth, but excessive dependence on discounts may weaken base price credibility. Clubcard pricing adds another layer by making offers feel more relevant, though it also requires clear communication so customers understand the value they are receiving (Tesco, n.d.-a; Tesco, n.d.-b).
5.3 Place – Multi-format retailing and digital integration enhance accessibility. Omnichannel coordination strengthens customer experience (Verhoef, Kannan and Inman, 2015). Tesco’s place strategy is not simply about store numbers; it is about matching access to shopping mission. Larger stores support planned weekly shops, while convenience stores and digital channels serve urgent, local or time-pressured needs. This gives Tesco a strong competitive advantage, especially when customers want flexibility in how and where they shop (Tesco, n.d.-b; Tesco, n.d.-d).
5.4 Promotion – Promotional activity integrates traditional advertising with personalised digital offers. Data analytics increases promotional relevance (Kannan and Li, 2017). Tesco uses promotion not only to stimulate purchase but also to reinforce its overall position. Value-led campaigns support mass appeal, while personalised offers strengthen loyalty and efficiency. The combination of broad communication and targeted engagement is one of Tesco’s strongest marketing capabilities (Tesco, n.d.-a; Tesco, n.d.-b).
Consistency across the marketing mix reinforces Tesco’s positioning. Product supports segmentation, price supports value, place supports convenience and promotion supports customer relationships. The more tightly these elements remain aligned, the more credible Tesco’s overall strategy becomes.

6. CONCLUSION AND RECOMMENDATIONS
Tesco demonstrates strong application of STP theory in a competitive retail environment. Its multi-dimensional segmentation, differentiated targeting and hybrid positioning enable broad market coverage while maintaining brand coherence. The company combines traditional segmentation variables with behavioural insight, allowing it to respond to both stable customer characteristics and changing shopping patterns.
Tesco’s targeting strategy is effective because it balances scale with differentiation. The retailer serves mainstream households, price-sensitive consumers, premium shoppers and convenience-oriented customers without relying on a single narrow niche. This gives the business resilience, but it also demands careful coordination to ensure that its propositions remain mutually reinforcing rather than contradictory.
Positioning is one of Tesco’s most important strategic strengths. By emphasising value for money, reasonable quality, convenience and personal relevance, the company occupies a space that appeals to a broad section of the market. However, this position requires constant maintenance. Tesco must continue protecting clarity so that the brand does not become vague in comparison with more specialised competitors.
Several recommendations follow. First, Tesco should continue investing in predictive analytics so that its behavioural segmentation becomes more forward looking rather than relying too heavily on past purchase data. Second, it should deepen non-price differentiation through service quality, trusted sustainability initiatives and product innovation, reducing overdependence on discounts. Third, Tesco should keep refining the customer journey across physical and digital channels so that convenience remains a source of advantage rather than a hygiene factor. Finally, the company should carefully manage the relationship between its value and premium cues to preserve overall brand equity.
Overall, Tesco provides a strong example of how segmentation, targeting and positioning can be integrated into a coherent retail strategy. Its future success will depend on sustaining this balance as consumer expectations, digital technologies and competitive pressures continue to evolve.
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