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Practice exam question 

Tesco and Jack’s 
Luke Perry 

Sample answer to the question on p. 20 of the magazine 

Sample answer 
Clearly the focus on price is good as it means that Tesco can attract more customers. The 
supermarket has experienced a fall in market share of 3.1% over the past 2 years and it needs to start 
competing more with the likes of Aldi and Lidl who have been attracting customers based on their low-
cost strategy. One of the major advantages of the new discount stores is that Tesco will only offer 
3,800 products compared to over 30,000 products in the traditional stores. The new stores will have a 
limited choice in terms of products, e.g. there will be two choices of strawberry jam in the discount 
stores compared to 14 choices in traditional stores. This will enable Tesco to benefit from economies 
of scale as it can bulk-buy these two products and benefit from a lower cost per unit price. This means 
it can pass on savings to customers while still gaining good margins. The cheaper prices will attract 
more customers and sales will increase, which will therefore lead to an increase in revenues while 
also taking market share away from its major competitors.  

There are however potential issues of Tesco trying to enter the discount sector while still offering 
existing stores to its customer base. The business could see a huge fall in sales in its traditional Tesco 
stores. The loss of customers could be twofold. First, Tesco could lose existing customers to the new 
discount stores as they see similar standards but at cheaper prices. Second, the existing customers 
may now see the brand as a cheaper and inferior option that may lead them to shop elsewhere such 
as at Sainsbury’s or Waitrose, which they consider to be higher quality. 

In conclusion, I believe the advantages of entering the discount sector do outweigh the potential 
problems. It is clear Tesco is losing market share over a sustained period of time and current market 
conditions mean that customers are after much better value for money. The move to the discount 
sector will allow them to benefit from economies of scale and compete with Lidl and Aldi by offering 
lower prices. The decision does depend on how many stores will be opened because too many 
discount stores could lead to major problems to the overall brand image and Tesco could end up 
losing significant market share. 
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