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1. Introduction 
McDonalds Corporation is one of the largest foodservice retailing chains with global presence. It currently operates 38.695 restaurants in 119 countries across Europe, the Americas, Asia Pacific, Middle East and Africa. (MarketLine, 2021) Founded in 1940 by the brothers Mac and Dick McDonald, who opened McDonald’s Bar-B-Q, a drive-in with a large menu and car hop service. In 1955 the first McDonalds in red and white tiles opened doors and made $366.12 first day sales. In 2020, the company opened the first net zero restaurant at Walt Disney World Resort which covers all its energy needs with renewable energy. (McDonalds, 2023)
McDonalds is primarily known for its burgers and fries, however the menu includes chicken nuggets, wraps, salads, oatmeal, desserts, shakes, sundaes, soft drinks and other beverages. It also offers various breakfast choice such as Sausage McMuffin, Egg McMuffin, McGriddles, biscuit and bagel sandwiches and pancakes. All products are marketed under a wide range of brands such as McPlant, Fillet- O-Fish, Big Mac, McFlurry, McMuffin, Chicken McNuggets and McGriddles. (MarketLine, 2021)
Despite negative publicity and increasingly health-conscious customers the company has been able to successfully increase revenue and profits and introduce its first vegan sandwich- McPlant. In fiscal year 2021, McDonalds reported a record revenue of $23.2b. (MarketLine, 2023) It operates through franchised and company operated outlets with franchised revenue accounting for over 52% of the total worldwide revenue. (MarketLine, 2021) This balance indicates that it is not over exposed to any one format and the geographical spread prevents a reliance on a single market. Despite the economic conditions, the company keeps attracting diners with improved and expanded product range while adapting to changing consumer trends and remaining competitive on price.
This report provides an analysis of McDonalds’ first vegan option- McPlant by identifying demand and price elasticity, and concludes with pricing strategy recommendations.

2. McPlant
McDonalds operates in highly competitive quick service industry with regards to price, quality, variety and convenience. It competes with national, international, regional and local retailers of food products including quick service eating establishments, restaurants, coffee shops, street stalls. Major competitors are Burger King, Starbucks and Domino’s Pizza. In 2022, to drive business growth, the company entered into business agreements with Deliveroo, Just Eat Takeaway, DoorDash and UberEats. It also partnered with Beyond Meat to introduce its first plant- based burger in UK and Ireland- McPlant. (MarketLine, 2023) It is made of plant based, meat alternative patty, iceberg lettuce, tomatoes, onions, pickles, ketchup, vegan sandwich sauce, sesame bun and vegan cheese cooked on a separate surface. It currently costs £4.19.
In the recent years, there’s a consistent effort from the UK fast food industry to offer vegan products in response to demand. Major factors that drive the demand are consciousness over animal welfare, health concerns, weight management, environmental friendliness and climate concerns. Constant efforts to increase public awareness also impacts the consumption of meat. Although only 3% of the UK population identifies as vegan, more consumers start seeking alternatives to meat. It is estimated that 39% of British non- vegetarians are also reducing their meat consumption. (MarketLine, 2022, p.1)
In addition, the market size of the quick service restaurant industry in which McDonalds operate, is expected to rise following a decrease in the pandemic. In 2022, the market is forecast to have increased to 826.89b. (Statista, 2022) Therefore, it will help boost McDonalds’ sales resulting in an outward shift of the demand curve and increase in demand due to larger customer base.

3. Demand  
In 2019, the sales of meat free food increased 40% compared to 2014 (Fig.1). (MarketLine 2021, p.6) As veganism continues to rise among non-vegetarian consumers so does the demand for vegan burgers. In 2021, 500 000 people entered the Veganuary Challenge, double the number in 2019. Furthermore, with more suppliers entering the market, the affordability of meat free alternatives will increase and make them more appealing to consumers. The increased number of participants in Veganuary illustrates the UK public’s willingness to reduce meat consumption. (MarketLine, 2021, p.1)

[image: Chart showing the value of retail sales of meat-free foods from 2011, forecast to 2018.]
Figure 1: Demand (Source: BBC, 2020)

Flexitarianism, part- time veganism or veganism is more popular than ever. Supermarkets and fast-food chains are staying on trend to keep up with consumers food choices. (BBC, 2020) Consequently, demand for vegan burgers is only expected to rise. If the demand increases, then the price will increase and supply will extend, creating new equilibrium. (Fig.2) Therefore, if demand decreases, then the price will fall and supply will contract in new equilibrium. (Fig.2) Demand for McPlant could decrease if unemployment goes up or price changes due to taxes and regulations.
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Figure 2: Demand shift (Source: econport, 2023)

3.1 Market equilibrium and supply
A market is in equilibrium when supply equals demand. In a free-market demand and supply determine the equilibrium price and quantity. The equilibrium point is found where supply curve and demand curve meet. Excess supply or demand cause market disequilibrium. (CGP, 2020, p.26)
There are two possible scenarios regarding supply and price for McPlant burger. If the supply increases, assuming no change in the demand curve, then the price will fall and demand will extend creating new equilibrium. (Fig.3) There will be an increase in supply if McDonalds had new machinery to produce burgers faster i.e., advancement in technology. In this case the supply curve shifts to the right. The second scenario is if the supply decreases, then the price will rise and demand will fall, creating a new equilibrium. (Fig.3) For example, the supply for McDonalds’ vegan burger will decrease if the cost of production increases such as vegan products.
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Figure 3: Supply shift (Source: econport, 2023)

3.2 Market segmentation 
Millennials are now the largest generation and food service providers take their consumer behaviour very seriously as they require different products than the generation before them. Figure 5 shows that they are the generation that purchase food twice a week making them the biggest McPlant consumers. They are also more aware of health issues, labelling and product development than their parents but what is interesting is that healthy food and fashionable ingredients are important for this generation and while they are very open to fast food, the brands that have the appearance of health-conscious food are likely to connect with them even if its only partial in practice. Figure 4 shows that Millennials and Gen Z are most likely to go vegan and are willing to spend more on healthy and ethical food as this is an important trend for them even on phycological level and look more critically at food choices. (MarketLine, 2018, p.20) As a result, these two groups identify as the main McPlant consumers.

Survey of three generations over willingness to spend more on healthier products 
[image: page20image1746018400]
Figure 4: Statistics (Source: MarketLine, 2018)

McDonalds appeals to the millennials with fast food, cheap price and availability. The efforts the company put into making itself appear more ethically conscious and healthier attracts this generation. Although they are more health conscious that is not the main driver in purchasing decisions. Because they have less disposable income but still want to eat out often, they are likely to buy an interesting product at a reasonable price. (MarketLine, 2018, p.24)
% of generation that purchases food away from home twice a week 
[image: page25image1753585792]
Figure 5: Takeaways (Source: MarketLine, 2018)

Despite the ordering tech and home delivery, key driver in millennials’ purchasing behaviour is wanting an experience that mean something and worth the money. In summary, demand is affected by tastes- the more people find a product desirable the more they will demand. Those tastes are affected by advertising, fashion, what others buy, health considerations. (Soloman and Jones, 2019, p. 30)
However, millennials are less financially well off than the generation before them which defines their spending habits. Because they have less money and widely unemployed, they expect more for their money. (MarketLine, 2018, p.24-25) McPlant vegan burger is priced at £4.19 and consumers’ less disposable income would mean that any price increase will affect sales negatively. 

3.3 Substitutes 
In 2019, Greggs introduced vegan Sausage Roll resulting in 13.5% increase in sales. Burger King offers vegan Royale Burger and KFC offers plant based fried chicken currently excusive to US branches. (MarketLine, 2021, p.4) Considering Greggs does not offer restaurants experience and KFC sells vegan chicken, the biggest McPlant rival and alternative would be Burger King’s Royale Burger, which sells for £6.99. However, McPlant price advantage means that any increase in price would decrease the demand for it and increase the demand for its substitutes (competitive demand). (CGP, 2020, p.17) So, McPlant price increase will not be beneficial to McDonalds and the higher substitutes’ price only encourages more people to purchase the McDonalds’ vegan option.

3.4 Complementary goods
Fries £1.19- £2.09, side salad £1.09, and soft drinks £1.19 - £ 1.99 and juices £1.29-£1.59 are complementary goods to the McPlant burger. If their price increases, demand will decrease along with the demand for McPlant. However, if the price of the complementary goods goes down, this would affect the demand curve for the vegan burger as more consumers purchase the complementary goods, therefore consumers would also purchase the McPlant as its complementary to the fries and soft drinks.

4. PED
Price is the most common economic factor that determines elasticity. Other factors include substitutes availability and income level.
Price elasticity measures the responsiveness of sales to changes in price. This concept is important to predict the impact of price changes on unit sales and guides a firm’s profit- maximising pricing decisions. PED is the ratio of the percentage change in quantity and percentage change in the good’s price. Demand can be relatively unresponsive to price, inelastic, with the percentage change in quantity less than the percentage change in price (0<PED<1). And elastic, highly responsive to changes in price with value of PED >1. (Samuelson and Marks, 2014, p. 65- 66)
McPlant is an inferior good, not a necessity, and has elastic demand, so if the price increased the demand would fall, due to high competition.


5. YED
Income elasticity of demand measures the demand in relation to change in income. It’s the ratio of the percentage change in quantity demanded of a good and percentage change in real income. (CGP, 2020, p.19)
YED for McPlant is inelastic as increase in consumers’ income will raise demand to a certain level before consumers opt for other pricier, higher quality options. Being an inferior good with negative YED, consumers would switch to more prestigious goods the more money they make.

6. Substitutes and Complements 
Burger King vegan option is a close substitute also offering complements. For example, Burger King offers Pepsi at nearly the same price as the Coke at McDonalds. Therefore, demand can vary based on consumers preferred taste. Some customers will prefer to buy McPlant burger because they prefer Coke over Pepsi. Others form preferences based on the location of the restaurant or brand associations. Those who buy vegan burgers based on preferences can easily find replacements irrespective to location. As a result, many consumers rely on alternatives.

7. Pricing policy recommendation
To maximize profits, firms need to find the optimum output level at which to operate. For example, if marginal revenue (MR) is greater than marginal cost (MC) at a particular level of output, the firm should increase output. So, the revenue gained by increasing output is greater than the production costs. However, if MR is less than MC, the firm should decrease output. This is because it costs more to produce its last unit of output than received revenue. Therefore, decreasing output adds to profit. Profits are maximized when MC = MR. (CGP, 2020, p.49)
To be prosperous in a local market, the price of the McPlant burger should be different in places with higher income brackets. Value- based pricing is essential because the product needs to appeal to its target market. It means that the price can be determined based on how consumers perceive the value of a particular product. McDonalds should differentiate by producing in different tastes and sizes to ensure consumers don’t go for substitutes.
When determining price McDonalds should look into variables associated with production. Variable pricing involves taking into consideration location, source of production, purchasing power of the target market, taxes and foreign exchange rates and so on. Moreover, the most appropriate pricing strategy would be penetration pricing as not all fast-food restaurants and other restaurants can afford. McDonalds has the competitive advantage of economies of scale which allows them to lower costs to offer lower priced products. Penetration strategy would set the prices lower than the competitors to address barriers to entry and treats from new entrants. This strategy would enable McDonalds to attract customers, gain and retain market share and manage the bargaining power of its customers.  

8. Conclusion
McDonalds is one of the biggest fast-food chains in the world with significant market growth, profit margins and brand value. However, new trends are emerging with consumers more and more interested in healthy food, organic produce and veganism. The industry has to change its production methods to meet the new consumer demands. Veganism, in particular, is growing dramatically across the world and soon there will be a need for a large-scale chain restaurant to provide this kind of produce. On the other hand, fast food industry is highly competitive and have an elastic demand curve. The reason for this elasticity is the large number of substitutes available. Therefore, each price change significantly affects the demand of those products.
McPlant burger is a relatively new product, launched beginning of 2022, which demand is determined by the share of the consumers’ budget and substitutes. Since it’s not a necessity but more of a luxury expense buying McPlant burger continuously can have a large part of consumers’ budget then buying it every once in a while- consumers would be less sensitive to price. In many markets the industry has matured and the only way to grow is by merging or acquiring its rivals. Otherwise, the marginal return on opening new restaurants would be less than optimal. In summary, McDonalds can maintain profitability with consumer research to know their customer better, correct branding and pricing strategy as well as personalised experience which makes it unique compared to customer experiences at their rivals’ restaurants. 
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