CASE STUDY ANALYSIS – MCDONALD’S CORPORATION 8



CASE STUDY ANALYSIS – MCDONALD’S CORPORATION
By Name




Course:
Instructor’s Name:
Institution’s Name:
City/State
Date



McDonald’s SWOT Analysis
	Strengths
Strong and Reputable Brand – brand is a valuable asset to the organization (Indris and Primiana, 2015). The company’s brand is not only locally recognized but it is also recognized internationally. 
Wide Geographical Presence – the company leverages on its revenue generation through market expansion in various countries globally (Ahmed et al., 2016). 
	Weaknesses 
The Escalating Cost of Supplies – the agricultural and livestock products costs is on the increase and thus, reduces the profitability of the business. 
High-Fat Content Products – the company’s products are considered to have high-fat content and thus, customers avoid the company’s products citing health concerns. 
Low Operating Income in Some Markets – the profitability of the business is declining in some markets affecting the overall profitability of the business. 
Reliance on Franchisees – franchises can fail to comply with McDonald’s culture and thus affect the reputation of the company (Ahmed et al., 2016).  

	Opportunities 
High Growth – the company have the potential for high growth through application of appropriate strategies such as the introduction of a new product line, and product differentiation. 
Emerging Markets – emerging markets is an opportunity to the company’s expansion strategy in exploring green markets. 
More Franchisees – the company can also form more alliances such as franchises as an expansion strategy (Ahmed et al., 2016).   
	Threats 
Increased Health Awareness – increased health awareness have made consumers be wary of what they consume. They prefer consuming foods and beverages that are beneficial to them health-wise. 
Stiff Competition – the food industry has experienced intense competition and thus, the demand for the company’s products might reduce significantly. 
Food Safety – the safety of food and beverages is of key concern in the industry. Suppliers are obliged to adhere to the supplier’s code of conduct on quality of food. However, the suppliers can fail to adhere to the codes and result to non-safety in food sold to consumers (Ahmed et al., 2016).  



The most significant point listed in the analysis above is brand recognition. A strong brand enhances market acceptability relative to a lowly recognized brand. Therefore, potential customers are more inclined to consume products from reputable brands as opposed to the lowly recognized brand.  
Company’s Strategy
A business strategy is crucial in creating a competitive advantage over the competitors in a market. It positions an organization competitively and market and result in the acquisition of a significant market share in the industry (Ahmed et al., 2016). McDonalds use the differentiation strategy in positioning the company competitively in the food and beverage industry. The differentiation strategy allows the company to develop and produce unique products in the market with a special focus on quality.  Differentiation also enables the company to capture the needs of different consumer groups in a market such as the young, youth and the elderly. 
Financial Analysis 
Solvency Ratios 
Debt ratio = Total debt/ Total Assets
	
	2012 (Amount in $ million)
	2013 (Amount in $ million)
	2014 (Amount in $ million)

	Total debt 
	34,868
	35,833
	37,278

	Total assets 
	35,387
	36,626
	34,281

	Debt ratio 
	0.96
	0.98
	1.09



The debt ratio assesses the business ability to pay debts with the company’s assets. An appropriate debt ratio should exceed 1. Therefore, McDonald's had liquidity problems in the years 2012 and 2013 since the debt ratio for the two years was below 1. However, the company overcame the liquidity problems in the year 2014 with a liquidity ratio of 1.09. 
Debt to equity ratio = Total Liabilities / Shareholders equity
	
	2012 (Amount in $ million)
	2013 (Amount in $ million)
	2014 (Amount in $ million)

	Total liabilities 
	34,868
	35,833
	37,278

	Shareholders’ equity 
	15,294
	16,010
	12,853

	Debt to equity ratio 
	2.28
	2.24
	2.90



Debt to equity ratio assesses the level of debt on the company’s capital structure relative to the shareholder’s equity. A higher debt to equity ratio is considered to be risky by the creditors and investors while a low ratio implies a strong financial stability. Therefore, McDonald's is not financially stable given that the debts exceed equity over two times. 
Profitability Ratios 
Net profit margin = Net income / Net sales
	
	2012 (Amount in $ million)
	2013 (Amount in $ million)
	2014 (Amount in $ million)

	Net income 
	5,465
	5,586
	4,758

	Net sales 
	27,567
	28,106
	27,441

	Net profit margin 
	19.82%
	19.87%
	17.34%


The profitability ratio of the company was in a declining trend from year 2013 to year 2014. This implies that the company’s profitability is on a declining trend. 
Earnings per share 
	
	2012 ($)
	2013 ($)
	2014 ($)

	Earnings per share 
	5.41
	5.59
	4.85



Earnings per share also declined to $4.85 in the year 2014. This indicates a loss of company’s stock value. 
Competitive Forces (Porter’s Five Forces)
The Intensity of the Competition
The intensity of competition is the most important competitive force to McDonald. The food and beverage industry has many competitors and thus, McDonald's faces stiff competition from rivals such as Burger King, Wendy’s, Taco Bell among other competitors. These competitors provide similar products offered by McDonald in the industry and thus reduce the demand for the company’s products (Cdn2.hubspot.net, 2018). 
Threat of Substitutes 
There are a variety of food products in the market that can be substituted by products offered by McDonald's. This is also an import force to the company given that it affects the demand for the company’s product. Health concerns also contribute to shifting on demand to substitutes with health benefits. 
Bargaining Power of Buyers 
The barraging power of buyers is also an important competitive force to McDonald's. Buyers have a variety of sellers to choose given the high number of competitors and thus, the switching costs are minimal (Cdn2.hubspot.net, 2018). 


Bargaining Power of Suppliers 
Bargaining power of suppliers has moderate importance to the company. This is attributable to the high number of suppliers. McDonald's uses a supplier’s code of conduct to control the quality of supplies (Ahmed et al., 2016). Further, the switching costs of shifting demand from suppliers are low. 
The Threat of New Entrants
This competitive force has low importance to McDonald’s operations given the high capital requirement of establishing a company that matches McDonald standards (Ahmed et al., 2016). The company holds a significant market share in the hamburger market and a new entrant has minimal effect on the company’s market share in both local and international markets. 
Strategic Recommendations
Introduction of Healthy Foods and Drinks 
The rise on the health awareness and the need for healthy lifestyles among the consumers should be the basis of changing the company’s menu. The company should consider introducing healthy foods and drinks to move the pace of consumer preference and taste. 
Differentiation
Differentiation is a crucial strategy of providing goods and services uniquely in a market relative to the competitors’ products. McDonald can use this strategy in competitively position the foods and drinks in various markets it has operations. 

Forming Alliances in Culturally Distant Markets 
Cultural differences between a parent country and the host country play a significant role in the performance of a business. McDonald's should consider forming alliances with reputable organizations in the host country. This will reduce the barriers of cultural differences. Further, a hosting company is more experienced on the consumer behavior patterns in the local market (Ahmed et al., 2016). 
Company’s Stock
The company stock value started deteriorating during the “burger wars” when McDonald's burgers were considered to have a high-fat content and contributed significantly on the high level of obesity in the U.S. since then, the company’s stock price has been on a declining trend. The negative trend is also exhibited by the company’s stock performance against the U.S hamburger competitors such as Burger King and Wendy’s. Despite the large size of McDonald’s market share, these rivals’ stock outperformed McDonald’s in the year 2015 indicating a negative trend on the company’s stock performance. Therefore, the company’s stock is not good a good investment due to the negative trend in the stock performance.
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