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Adapting to change: A Business Environment Analysis of Tesco

In today’s rapidly changing global environment, businesses are pressured continuously to adapt to external pressures in order to remain competitive, sustainable and successful. Businesses face different external factors of pressure and those of which cover a wide range of factors, this includes the likes of economic conditions, technological developments and political decisions. An organization’s success always comes down to if the business has the ability to respond effectively to changes, and by businesses being able to move with the times and to modernize places them in the right direction for long- term success. As a result, understanding the business environment has become a crucial aspect of modern business strategy (Johnson, Scholes and Whittington, 2020).
This essay focuses on Tesco, one of the largest retail organizations in the United Kingdom. Tesco operates in a very competitive and dynamic industry, which is almost certainly always influenced by external factors such as supply chain disruptions, inflation and also the current advances in technology which gives strong pressure on organizations to be well equipped in having the strongest and best technological equipment and data one can have. This organization has experienced countless and significant changes and challenges over the years such as the cost-of-living crisis and the increase in competition from discount retailers for example Aldi and Lidl. Tesco provides a relevant and practical example of how businesses in the modern era adapts to significant changes in its external environment. The sole purpose of writing this essay is to thoroughly analyze the impact of external environmental factors on Tesco and to evaluate how the organization can effectively respond to these difficult challenges. The essay will apply relevant business theories and models, particularly focusing on PESTLE analysis. This will show the thorough examination of political, economic, social, technological, legal, and environmental factors that influence every business operation (Kotler, Keller, Brady, Goodman and Hansen, 2020).
The essay will firstly begin by understanding the business environment and by producing the definition and explanation of the concept of business environments and how they work. Onwards, by discussing the importance of analysing external influencers on businesses. The essay will also produce relevant theoretical models e.g., PESTLE analysis, which will be used to support the discussion. Following this, the essay will have heavy analysis of external factors and will apply PESTLE analysis to evaluate the impact of the relevant factors for Tesco and the retail/supermarket industry, also identifying key challenges and opportunities arising from these external factors. Supporting the discussion with real world examples, statistics and industry reports. Organizational adaptability and strategic responses will play a big part in this essay by evaluating how the industry has responded to these environmental changes and the effectiveness of their strategies like leadership styles and innovation as an example. Lastly, the essay will conclude by summarizing key findings from the analysis and also providing recommendations for future improvements that Tesco should consider based on findings from research for this essay.
Understanding the business environment would be to understand the external conditions and forces that influences how organizations and different industries operate and make highly strategic decisions. Usually, these factors are largely outside the direct control of the businesses, yet they play a significant role in shaping competitiveness and long- term success. Research has shown that external influences such as economic conditions, government policies and changing consumer behaviour create opportunities and challenges for organizations (Johnson, Scholes and Whittington, 2020).
Having the full understanding of the business environment is essential for organizations and businesses as it allows organizations to anticipate changes and respond effectively and promptly. Normally businesses that fail to understand external factors that could be a threat to the organization may struggle to remain competitive, particularly in highly dynamic industries. An example of this is the shifts in economic conditions such as inflation or rising interest rates can reduce how much the consumer would spend at Tesco for example, forcing businesses to adjust pricing strategies. But, businesses that are proactive in responding to environmental changes are more likely to produce success in their organization and to sustain growth (Kotler et at., 2020). One of they ways to analyze the external environment is PESTLE analysis. This business model examines the six major categories of external factors, which are, political, economic, social, technological, legal and environmental influences. The political factors include government policies, taxation and trade regulations, this obviously has a huge impact on businesses and their operations and costs. The economic part relates to the various issues that can directly impact a business, and some examples are inflation, unemployment and economic growth, all of this has a massive influence on consumer demand (Sloman et al., 2018).
The social factors within the PESTLE analysis refers to the changes in demographics, lifestyles and consumer preferences. An example of this is the increase in awareness of health and sustainability and this has influenced the purchasing behaviors of the consumer therefore, leading businesses to adapt their product ranges. Then moving onwards to the technological factors that primarily focus on innovation and the advancements that can improve efficiency and can significantly transform how businesses operate. One thing that has had a great impact on organizations is the rise of digital technology and automation and huge for the likes of retail organizations like Tesco, and this enables businesses to enhance customer experience and streamline operations (Chaffey and Ellis-Chadwick, 2019).
Legal factors involve the laws and regulations that businesses must follow. If the organization fails to comply with the rules and regulations then that can result in huge financial penalties and can damage their reputation which would impact the businesses Stock, profits and name. The last part of the PESTLE analysis is the environmental factor. This is a very important part of the analysis model because businesses in the modern era are pressured more and more to adopt sustainable practices in response to climate change and environmental concerns, examples of this would be to reduce carbon emissions, minimizing waste and sourcing products responsibly (Grant, 2020).
The importance of PESTLE analysis is to provide a structured and comprehensive overview of the external environment in the business world. By organizations identifying the key trends and potential risk, businesses can make more strategic decisions and have an effective response to external challenges. This is particularly prevalent in the retail industry where the businesses must respond quickly and effectively to the changes in consumer behavior, economic conditions and technological advancements. Businesses that are quick to respond to change are far more likely to guarantee long term success. On the other hand, organizations that fail to respond to change quickly are far more likely to see a negative effect and the business may lose their competitive advantage.
Overall, it is safe to say that the business environment plays a crucial role of shaping the organizations strategy and performance. By using and understanding business models such as, PESTLE analysis, businesses can be better prepared for uncertainty and position themselves better when external negativity brings itself into the organization. By understanding the different types of models like PESTLE, the likes of Tesco in the retail industry can therefor sustain their competitiveness and their success.
Most industries are massively impacted by political factors, and Tesco is no exception, particularly due to highly regulated nature of the UK retail industry. Government policies relating to taxation and employment law all influence Tesco’s costs and strategic decisions. A strong example of this is when there is an increase in corporation tax and business rates this has a huge impact on Tesco and can affect their profitability. This means that Tesco have to implement cost reduction strategies to maintain competitive pricing. Politicians within government are the ones who have the final say and decide weather to boost taxation and these are the people who can determine weather businesses like Tesco have to analyze in full scale and to consider PESTLE analysis to make sure that they are tuned in with the political decisions of the day and to act fast on political decisions. Recent discussions around rising taxation and operational costs have placed further pressure on large retailers, Tesco highlights increased employment costs and regulatory burdens in the UK market (Reuters, 2024). Furthermore, one political decision that has had a huge impact on Tesco and many other retailers is Brexit, influencing Tesco’s supply chains and sourcing strategies. Increased import costs and trade barriers have made it significantly higher priced than previous to Brexit and have made it more expensive to source goods internationally, particularly if the produce is fresh. This has required Tesco to adapt its supply chain management and focus more on domestic sourcing when and where possible. This shows that political stability and government intervention plays a huge role in the retailing industry and also plays a crucial role in shaping Tesco’s operational environment.
Economic conditions are one of the most, if not the most influential external factors that affect Tesco in their day to day sales, particularly in recent years due to inflation and the cost of living crisis in the UK. Tesco have been forced like many other retailers to higher their prices because the cost of the produce and the stock have gone up which means this has changed the average Tesco customer because customers are becoming more price-sensitive which means they might have to look at shopping in lower priced supermarkets like Aldi and Lidl for example. UK grocery inflation has remained a key issue , with rising prices increasing household spending on essential goods (Reuters, 2026).
Tesco has been greatly affected by these economic pressures, as inflation increases operational costs while simultaneously limiting consumers ability to spends. Tesco have responded by focusing on price reductions and customers getting their moneys worth while shopping at Tesco, and their project has involved price matching with the likes of Aldi and Lidl. Tesco have managed to maintain strong sales performance, with group sales increasing by over 7% in recent financial results, and this shows clearly that Tesco remain a competitive organization during economic uncertainty (Tesco, 2024). Changes in interest rates and energy costs have influenced business expenses and consumer disposable income. Tesco are continuously adapting its pricing strategies and cost structures to remain as one of the top organizations within its industry.
Social factors have had an impact on Tesco for years. This would include the change in lifestyles and changing consumer behavior. The cost of living crisis has shows Tesco quite clearly that the consumers priorities have changed and this would include reducing what the customers buy at Tesco and maybe buying cheaper products to save money because the crisis would restrict the average spender from over buying. Many consumers are choosing to reduce spending on eating out and instead purchase more groceries for home consumption, this therefor shows in the end that this would benefit Tesco and many other supermarkets (Reuters, 2025).
In addition, there has been a growing trend over the years that the consumers are significantly more aware of what they are eating from day to day and customers are now looking for healthier meal options. Customers are now looking at the foods nutrients, ethical sourcing and environmental sustainability, which has now influenced Tesco to produce its range of plant-based and organic products. This shift in consumer preferences highlights the importance with keeping in touch with the customers social factors and the importance of adapting product offerings to meet evolving social trends.
Technological advancements have without a doubt reshaped the retail industry forever. Tesco have actively invested in technology to remain competitive. The increase of e-commerce and online grocery shopping has changed how consumers interact with retailers. Now the process is so simple with Tesco because they have many ways of getting their groceries without having to go into the supermarket because of technological advancements. Most retailers now have different options of receiving their groceries, they can pay to get their groceries delivered for a low cost, or they can use the click and collect scheme, which is when the customers place their order online and then they go to the Tesco click and collect stalls and then the Tesco workers will give them their groceries in which they paid for online. Tesco is one of the leading online grocery retailers in the UK, demonstrating the importance of digital innovation in modern retail (The Guardian, 2025). Tesco also have technological automated warehouses and distribution systems, which improves efficiency and reduces costs. So technological advances in Tesco are not only making them more money online but they are making Tesco more efficient and an overall quicker process of getting stock out in time. 
Legal factors play a critical role in shaping Tesco’s operations, as the business must comply with a wide range of laws and regulations. Failure in not complying with the these laws can result in substantial financial penalties and huge reputational damage. A good example would be the criticism Tesco has faced regarding their employment practices, including issues related to wages and working conditions (The Guardian, 2024). Legal disputes such as trademark issues with competitors demonstrates the complexities of operating within perfect legal standard in the retailing industry (Tesco, 2024). 
Environmental concerns have had a massive impact for Tesco, government and consumers are pressuring the organization to adopt more sustainable practices and reduce its environmental impact. One example of this is that a lot of people from different sectors are pressuring the business to reduce carbon emissions. A negative standpoint for operating more environmentally friendly is that it increases operational costs significantly, creating a challenge for Tesco because they have to balance environmental responsibility with maintaining competitive pricing. Many customers prefer to purchase from businesses that demonstrate strong environmental responsibility (Tesco, 2024).
Overall, PESTLE analysis highlights the different external factors that Tesco have to deal with in order to remain competitive and successful, and it shows the different types of challenges that come with being one of the biggest supermarkets in the UK. Economic conditions are the most significant and highlight the likes of inflation and how that can cause damage to Tesco, and that the economic sector of it all within Tesco represent the most significant challenges. However, technological advancements have allowed the business to remain competitive within the retail industry and the companies ability to adapt to these external factors shows how they are surviving at the very top of their supermarket food chain and will be crucial in determining its long term success.
Now onto the organizational adaptability and strategic responses. One of the most significant areas where Tesco have adapted is that of their response to economic pressures like the cost of living crisis in the UK Rising inflation in the UK has significantly reduced customers purchasing power, leading to increased sensitivity (Office for National Statistics, 2023). Another great way in which Tesco have responded to all the different external factors is the progression of developing the ‘Tesco Clubcard’ which is a Tesco loyalty scheme. This is a way of receiving data in showing the organizations strength and weaknesses and this can also give customers personalized discount which are personal to them and what they buy regularly and their favorite types of groceries within Tesco.
Tesco in many peoples opinions have responded well to the technological advancements in the modern era, as one of the largest online grocery retailers in the UK, the organization has successfully adapted to these changes and maintained its competitive position within the retain industry (Statista, 2024).
Overall, Tesco has responded excellently to the external challenges that the business has faced and has been able to adapt well to make sure the organizations long term success and to stay competitive within the retail industry. While Tesco remain to have challenges like all businesses their proactive approach to external noise makes them well- positioned for the future.
In conclusion, this essay has highlighted that the external business environment plays a crucial role in all business industries, and by using the PESTLE  analysis model it has shown that there are many factors and challenges that Tesco face and shows how they adapt to make sure their long term success. Ultimately, continued innovation, responsiveness to environmental change and flexibility will be absolutely essential for Tesco for years to come if they’ll want to maintain their success and to also maintain a competitive advantage over their competitors within an increasingly complex and dynamic business environment.
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