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Executive Summary
From the situational analysis, using the PESTLE analysis framework, it was found that Asda is operating in an increasingly volatile and competitive retail environment. The business environment of the company is highly influenced by the demand for regulations, technological distribution across the sector, continuously changing customer expectations, and economic pressure. Asda’s cost leadership strategy limits its investment and profitability despite maintaining its market share. Thus, the company should aim to stabilise platform-based pricing and value creation, ethical sourcing and sustainability, and digital infrastructure in order to gain success in the long term. Situational analysis is a significant method in the context of strategic planning as it helps organisations to mitigate threats from external environmental factors, along with aligning internal capabilities with the dynamic conditions of the operating market and making decision-making more resilient. This enables the organisation to gain a sustainable competitive advantage. 
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[bookmark: _Toc220167235]Introduction 
This report aims to analyse the selected company, Asda, and its present business environment with a view to determining the major internal and external factors that govern its performance and business strategy. In order to accomplish this, the report uses the PESTLE situational analysis model, which looks into Political, Economic, Social, Technological, Legal, and Environmental factors (Ramsudeen, 2025). Asda is a large supermarket retailer in the UK with operations in the industry of general merchandise and grocery. The company was established in 1949, and they provide diverse products and services, such as food and beverages, clothing and household goods, as well as the George brand, fuel, and online grocery delivery services (Asda, 2026). It is a value-based retailer and competes well on price and targets to meet decent quality, catering to low-end families and shoppers in the UK.   


[bookmark: _Toc220167236]Situational Analysis 
In order to conduct the situational analysis, the PESTLE framework will be used. 
Political factors 
The geopolitical situation of the UK is quite unstable. As per the data of Trading Economics (2026a), the country is experiencing increased political instability as the UK's PSI (Political Stability Index) points reached 0.51 in 2023 after a decline from 0.53 points in 2023. On the other hand, Brexit posed significant challenges in the retail industry as it created uncertainty across the labour market. According to O'Carroll (2023), there was a reduction of 3% EU workers across the retail industry of the UK.
[image: ]
Figure 1: UK PSI score (2012-2023)
(Source: Trading Economics, 2026)
Economic Factors 
The consumer purchasing power is tight due to the high UK inflation rate (3.4% as of 12 months to December 2025) and an increase in interest rates, and as such, an affordable pricing strategy is crucial (ONS, 2026). Aggressive price reductions on thousands of goods are an indication of Asda trying to be competitive, yet have led to a tightening of the margins and have added to its financial strains, such as increased cost of servicing debt and reduced profitability. The company suffered huge losses, and its sales declined by 3.2%, and it had massive debt, which raised the concern of investors and led to restructuring measures (Share Talk, 2025). 
[image: ]
Figure 2: UK CPI annual rate 
(Source: Trading Economics, 2026b) 
Social Factors 
Demand can be affected by changes in consumer tastes. The increasing health awareness and the varied cultural food preferences necessitate customised products such as healthy and ethnic products (Food Industry Executive, 2024). There is a rise in online shopping and convenience requirements, which puts pressure on Asda to reinforce its e-commerce and "click and collect" services (Retail Technology Innovation Hub, 2024). Brand perception is affected by ethical expectations (CSR, sustainability): inability to correspond to social norms may disenchant customers. 
Technological Factors 
To compete with online grocery development, it is necessary to invest in e-commerce and digital services (Wadud, Liang, and Polkinghorne, 2025). Nevertheless, the IT overhaul of Asda - "Project Future" was stalled considerably, which interfered with supply chains and adversely affected sales and customer service stability (Savills, 2025). For effective inventory handling, personalised experiences, and operational efficiency, constant innovation in digital and data analytics is necessary. 
Legal Factors 
Asda must comply with the stringent UK legislation concerning food safety, employment legislation and competition law, besides data protection. Law and regulations, for example, the Groceries Supply Code of Practise (GSCOP), anti-bribery laws, data protection laws, and so on, add to the overall cost and complexity of operations. (Asda, 2025). The strategic plans, such as partnership or acquisition, are subject to scrutiny by competition watchdogs. Alterations in employment regulations, such as the flexibility in work, determine additional influence on the workforce management and expenses. 
Environmental Factors 
Consumer and regulatory pressures to reduce carbon emissions, minimisation of waste, and sustainable packaging motivate Asda (Asda, 2024). The measures, such as a net-zero target and the elimination of single-use plastics, will involve the allocation of funds, yet they will support the image of an ethical brand in the eyes of customers who are responsible. 
Internal business impacts due to external forces 
Although PESTLE is a situation that examines external forces, the elements are intertwined with company internal issues, such as operational resilience, the ability to execute a competitive price strategy and financial health amid debt pressures (Çitilci and Akbalık, 2019). The Macro conditions will affect Asda's competitiveness and stabilisation of market share as it responds internally. This PESTLE analysis has shown the complex environment under which Asda operates, where economic pressures, regulatory requirements and changing expectations of consumers interact with internal capabilities in order to influence the strategic outcomes.   


[bookmark: _Toc220167237]Critical Analysis and Evaluation 
As the PESTEL analysis shows, the strategic decision-making process at Asda is greatly influenced by the external pressure, especially the pressure of the economic, technological, and regulatory factors. According to PESTLE and contingency theory, Asda is not allowed to follow a strict competitive model, but rather keep on changing its approach to suit a dynamic environment (Omazić, Labaš, and Uroić, 2023; Shala, Prebreza, and Ramosaj, 2021). Inflation, decline in consumer buying power and increase in operating costs have been economic factors supporting the cost-leadership strategy by Asda, which is in line with the Generic Strategies theory by Porter (Ali and Anwar, 2021). The aggressive pricing discounts demonstrate the strategic risk of competing to some extent on price in a market where there is a lot of competition among Tesco, Aldi and Lidl in the grocery sector. Technological forces are essential for the success of the operation. 
The IT transformation issues reveal the importance of bad implementation of digital strategy to throw away competitive advantage, which justifies the Resource-Based View (RBV) that capabilities need to be valuable, rare, and well-managed. In contrast to competitors who have managed to utilise digital supply chains to benefit, the failure of the system in Asda undermined the reliability of the service and customer loyalty, which directly affected the performance (Kero and Bogale, 2023; Ristyawan, Putro, and Siallagan, 2023). The strategic priorities are more and more influenced by social and environmental pressures. The increasing demand for ethical sourcing, health-conscious products and sustainability resonates with the stakeholder theory, which means that Asda needs to strike a balance between the demands of the shareholders as well as the needs of society and regulatory requirements (Valentinov, 2023). 
The inability to address these expectations means that reputational harm can be suffered, whereas proactive sustainability programmes can increase brand equity in the long term. Post-Brexit regulation and laws on labour limit strategic flexibility through the cost of compliance (Do et al., 2025). 
All in all, Asda could succeed by balancing between short-term price competitiveness and long-term investments in technology, operational stability, and sustainability. The strategic performance will depend on the alignment of the internal competencies to the external environmental requirements in order to have a sustainable competitive advantage.  


[bookmark: _Toc220167238]Conclusion 
The analysis reveals that Asda is facing a very competitive and volatile retailing environment that is influenced by economic pressure, the demands of regulations, technological disruption, and evolving consumer expectations. Its cost leadership strategy helps to maintain its market share, but limits its profitability and investment. To become successful in the long term, Asda should aim at stabilisation of digital infrastructure, platform-based pricing and value propositions, and sustainability and ethical sourcing. Situational analysis is a very important feature in strategic planning since it enables organisations to anticipate the external threats as well as align internal capabilities in accordance with the market conditions and make sound and flexible decisions that would enable sustainable competitive advantage.
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