
Figure 1 Is Dave Lewis’s apology to suppliers 
enough? (Figures are %)
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In October, Tesco CEO Dave Lewis was a main speaker 
at a big annual grocery conference. He chose this event 
to apologise to Tesco suppliers for poor treatment in 

the past. He admitted that a review had found that Tesco 
had broken the rules of the Groceries Supply Code of 
Practice 69 times. This is how he expressed himself: 
‘These 69 cases were the unintended consequences of 
making poor choices against the wrong metric.’

One delegate at the conference complained about 
the ‘management gobbledegook’ and ‘business-school 
speak’. This delegate went on to say: 

When he says that Tesco made bad choices, what 
he really means is that they screwed their suppliers. 
Everyone knows it, so why doesn’t he come out and say 
so? […] They were not ‘poor choices’. They were evidence 
of a big retailer determined to maximise profits at the 
expense of their suppliers in unethical ways.

The trade magazine Food Manufacturer polled its 
readers about the Tesco apology. Was it enough? As 
Figure 1 shows, Dave Lewis might still have some work 
to do.

A new payment policy
A separate part of Dave Lewis’s announcement to 
suppliers concerned payment terms. For years there 
have been complaints about how and when Tesco 
pays. In the past it could be especially tough with 
small suppliers, sometimes making them wait for 
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Table 1 Tesco’s payment terms

Produce

Standard number of days 
until payment (for major 
suppliers)

Days for suppliers with 
under £10m of purchases 
a year

Days for suppliers with 
under £100,000 of 
purchases a year

Fruit, veg, meat, fish and poultry 28 23 14

Chilled and convenience 35 30 14

Dairy 40 35 14

Bakery, grocery and household 45 40 14

Wine, beer and spirits 60 55 14

Figure 2 UK grocery market share

Sainsbury’s

Tesco

Asda

Morrisons

Aldi + Lidl
4.6

10.0

12.3

10.8

16.6

16.6

18

16.4

30.6

27.9

0 2 4 6 8 10 12 14 16 18 20 22 24 26 28 30 32
%

Jan–Mar 2011
Sep–Nov 2015

Source: Kantar Worldpanel

reviewreview

up to 75 days for payment. Now it has promised to 
operate a strict payment policy, set out in Table 1.

In the days following the grocery conference Dave 
Lewis had to admit that profits in the first half of 2015 
fell by 55% compared with the same period in 2014 
(see Figure 2). He also made it clear that his goal is to 
create a relationship with suppliers based on trust, so 
that food manufacturers with innovative ideas come to 
Tesco first, not Waitrose or Sainsbury’s.

Everyday low pricing
One other new strategy is to follow the lead set by 
Asda, Aldi and Lidl, and have everyday low pricing 
(ELP) instead of relying on ‘£1!’ offers or Buy One Get 
One Frees. This will make it easier to match supply to 
demand as there won’t be so many lurches from high 
sales to low.

Practice exam questions 
(30 marks, 45 minutes)

1 From the data provided, examine how well 
Tesco managed the effectiveness and efficiency 
of its supply chain. (8 marks)

2 In the past Tesco may have been overly 
influenced in its choice of supplier by its ability 
to obtain favourable financial terms. Explain two 
other factors that may influence its choice of 
suppliers in future. (6 marks)

3 To what extent should ethical factors influence 
the operational decisions made by a business 
such as Tesco plc? (16 marks)

Sample answers
1 It could be said that Tesco managed its supply 

chain too robustly — so much so that there were 
69 breaches of the supplier code for Dave Lewis to 
apologise for. Ultimately, there has to be a limit to 
how ‘effectively and efficiently’ a supply chain is 
managed. If a retailer pushes suppliers too far, they 
may accept a straightjacket in the short term, but be 
reluctant to build a two-way relationship. Now Dave 
Lewis realises that he needs the suppliers to come 
to Tesco with any bright new product innovations 
— but why should they if they are feeling bullied by 
their customer?

  The text and Figure 1 make clear the 
dissatisfaction of food manufacturers with their 
experience working for Tesco (only 3% accept Dave 
Lewis’s ‘apology’). This will carry on hurting Tesco 

Next page



reviewreview

Find out more about our full  
range of magazines and online  
archives of back issues at  
www.hoddereducation.co.uk/magazines 

Did you like 
this article?

Tell us what 
you think

until such time as suppliers are willing to choose 
Tesco in preference to other supermarkets when 
they’ve developed an interesting new product. You 
manage a supply chain well when you get the right 
balance between your needs and your suppliers. It’s 
often said that a good negotiation leaves a bit for 
the other guy — ‘screwing suppliers’ is short-termist 
— and Dave Lewis should apologise unreservedly.

2 Although it would never admit it, Tesco’s new 
payment promise gives it a huge incentive to deal 
with fewer small suppliers. These suppliers have to 
be paid far more quickly, which puts pressure on 
Tesco’s cash flow and its administrative competence. 
Big customers expect to be paid later, and probably 
won’t get too much media sympathy if they accuse 
Tesco of paying late.

  Tesco wants suppliers to contact it first when 
they have a new, innovative product, so the key 
thing is a long-term relationship based on trust and 
respect. Tesco must trust that the supplier/innovator 
has the capability to develop interesting new 
products — and will bring those products to Tesco, 
not Sainsbury’s. That type of business relationship 
requires Tesco to move a long way away from the 
lazy defensiveness of the position put forward by 
Dave Lewis at the supplier conference.

3 Morally, there’s a simple answer to this. Of course 
ethical factors should be a priority in every decision, 
including those relating to resource management. 
As soon as you start to balance ethics against profit 

you’ve stepped beyond morality into — at best — a 
compromised position and perhaps into the moral 
vacuum occupied by Volkswagen, BP and others.

  But the question refers specifically to ‘a business 
such as Tesco plc’, i.e. a public limited company that 
holds nearly 30% of the UK grocery market, making 
it a multi-billion-pound business. The problem here is 
that the owners of Tesco plc are tens of thousands of 
individuals — plus pension funds — all hoping that 
Tesco is going to make enough profit to pay large 
dividends that can help supplement a pension or can 
help pay the bills. And the directors’ responsibility 
to all those people makes them want to balance 
out different factors. Squeezing lower prices out of 
Coca-Cola could help Tesco pay a higher dividend. 
Is that OK ethically? Yes, I’d say. But what about 
squeezing lower prices out of Farmer Bill? Most 
would say ‘no, that’s wrong’, but what if Farmer Bill 
runs a large, highly profitable farm? The reality of 
business life, therefore, is that decisions are hard to 
make on ethical grounds.

  Certain aspects of resource management 
are straightforward, though. Effective quality 
management, inventory control, waste minimisation 
and capacity utilisation present no obvious conflict 
between good business and sound ethics. The only 
serious ethical questions come from negotiations 
with suppliers, the extent to which the business 
audits the supply trail, going all the way back to 
raw materials — and employment issues such as 
outsourcing — perhaps to low-wage economies. 

  For a family business the right decisions will 
always be those that are ethically sound. When 
working for a plc as large as Tesco, a degree of 
compromise should be accepted as the norm. 
Ultimately that’s why businesses such as Tesco draw 
up ‘ethical codes’ to help employees make decisions 
consistently.

VA
LC

H
O

/F
O

TO
LI

A
Are farmers treated fairly by supermarkets?
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