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1. Introduction
Tesco PLC is the UK's biggest grocery company with stores, superstores, convenience stores, and an online grocery service that caters to customers' food, general merchandise and financial services needs (Tesco PLC, 2025). Tesco's UK grocery market share is just under 30 per cent and it is competing with well-established grocery retailers like Sainsbury's, Asda and the discount retailers Aldi and Lidl (GroceryTradeNews, 2025). This report uses Porter's Five Forces model to examine the internal and external competitive forces that have an impact on Tesco's marketing decisions. The aim is to assess the impact of the threat of new entrants, the bargaining power of suppliers and customers, the threat of substitutes and the degree of rivalry on Tesco's strategic position in the UK grocery market.
2. Situational Analysis: Porter's Five Forces
2.1 Threat of New Entrants
The risk of new entrants to the UK grocery sector is relatively low. The need for considerable capital outlay in developing store networks, distribution channels and brand awareness creates a disadvantage for new entrants, as with established players like Tesco (Duke, 1993). It has been the norm that new entrants have only been successful in niche discount formats (Duke, 1993) which are able to overcome high levels of competition and economies of scale and site scarcity. More recently, however, the discounters Aldi and Lidl have taken advantage of planning laws that are more attractive to smaller-sized outlets, growing their share of the market from approximately three per cent in 2002 to more than fourteen per cent by 2021 (O'Connell, Smith and Thomassen, 2025). This reflects that the overall level of entry barriers is high, but not too high for well-resourced operators from Europe.
2.2 Bargaining Power of Suppliers
Tesco's size provides a high level of bargaining power with its suppliers. There are thousands of food and grocery producers vying for shelf space, and the individual producers have less control than a retailer as big as Tesco (O'Connell, Smith and Thomassen, 2025). The Competition and Markets Authority has concluded that, overall, retailers obtain competitive terms from private-label suppliers, as the process of switching suppliers is easy and there is a high level of transparency around the cost of supplies (Competition and Markets Authority, 2023). Branded manufacturers, however, have some bargaining power because they have the ability to negotiate wholesale prices directly with retailers (O'Connell, Smith and Thomassen, 2025).
2.3 Bargaining Power of Buyers
The bargaining power of buyers in the grocery retail market in the UK is strong. With low switching costs, consumers can easily switch from one retailer to another to maximise value; price comparison and discount retailers are also continuing to increase (O'Connell, Smith and Thomassen, 2025). Market data reveals that Aldi and Lidl are holding on to their share while the larger chains are losing market share (GroceryTradeNews, 2025). Tesco, in response, has focused heavily on its Clubcard loyalty programme, which is used to incentivise repeat purchasing behaviour by linking the majority of UK purchases to member pricing and personalised discounts, helping to combat buyer power (Tesco PLC, 2025).
2.4 Threat of Substitutes
The substitute channels are increasing in threat. Online grocery delivery, meal-kit services and convenience formats are alternative ways to shop for food, and help to reduce the reliance on traditional superstore shopping (Stecula, Wolniak and Aydin, 2024). With online ordering, click-and-collect and fast delivery continuing to grow, retailers face a challenge to keep adding the digital channel to their proposition, or risk to lose business to more agile retailers (Hood etal., 2020). In response, Tesco launched its own online grocery service and raid-delivery to keep customers engaged in various channels.
2.5 Industry Rivalry
Competition in the UK grocery retailing sector is fierce. The top retailers are price driven, loyalty schemes and store format, whilst the discount retailers continually squeeze margins (O'Connell, Smith and Thomassen, 2025). Tesco's price matching promotions show a direct competitive reaction to the growth of the discounters and are designed to reassure the price conscious shoppers but not lose out on the broader value proposition (Consumer Edge, 2025). This competition has squeezed margins for retailers in the industry, forcing them to constantly innovate in prices and promotions.
3. Critical Analysis and Evaluation
The five forces suggest that Tesco is facing a very competitive environment with low margins, with buyer power and industry competition the most important pressures influencing strategy. The reason for Tesco's ongoing focus on Clubcard personalisation, price-matching promotions and infrastructure for online and quick delivery is to ensure it holds on to market share against discounters, and mitigate the impact of low switching costs (Tesco PLC, 2025; Stecula, Wolniak and Aydin, 2024). Tesco's scale also means that it has the potential to leverage its suppliers into a competitive advantage, further exemplifying the notion that bargaining power is not fixed but is influenced by relative firm size (O'Connell, Smith and Thomassen, 2025).
Porter's Five Forces model, however, has its limitations. It was created for relatively static industry structures, and has not been able to adequately encompass digital ecosystems, platform competition, or the impact of data-driven personalisation strategies that are more prevalent amongst retailers today (Shi, Agbaku and Zhang, 2021). Critics also believe that the model assumes that competition factors are independent, whereas in reality they are interdependent; as the buying power increases, it can stimulate competition (Goyal, 2021). Despite these limitations, the framework is useful for determining the key external forces that affect a marketing organisation, especially in the context of digital markets where external conditions evolve rapidly and require more dynamic tools to be used alongside.
4. Conclusion
This report has used Porter's Five Forces model to analyse Tesco PLC's marketing strategy and found that the most influential is the buyer power and the industry rivalry, supplier power is comparatively weak as Tesco is so large. However, the threat of new entrants is not insignificant and substitutes, especially online and fast delivery, are becoming more significant. Tesco should continue to enhance Clubcard personalisation to further strengthen customer loyalty, develop online and convenience formats to reduce the threat from substitutes and continue to price-match selectively to fend off discounter competition without compromising overall margins. Situational analysis is still relevant for strategic planning because it enables decision-makers in marketing to foresee the competitive challenges and allocate resources for safeguarding sources of advantage.
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