 (
MANAGEMENT ECONOMICS
) (
6
)
[image: Discover University of Wales Trinity Saint David]


	




MANAGEMENT ECONOMICS
INDIVIDUAL ESSAY









Student name : Adelina Bitca
Student ID number: 2128219
Module: Management Economics 
Module code: LCBB5008
Module Leader: Muno Zuwirai


 Table of Contents
Introduction	2
Profit Maximization Theory considering the UK Fast Food and Restaurant Industry	3
Application of the Economic Theories	5
Recommendations for Sustainable Growth	8
Reference	10

[bookmark: _Toc170499295]
Introduction
	An increasingly changing people’s lifestyle, particularly post-COVID-19 has driven the growth and popularity of the fast-food industry. The fast-food and restaurants have become new trend across the globe, including the UK. Despite various debates over the health impacts of the fast-foods and restaurant foods on people, the craze for the fast-foods continues to be strong and indicating a great potential in the coming years. Various dominant players in the fast-food industry have experienced a significant growth over the years because of the increased demands for the fast foods across the globe. The companies, such as Domino’s Pizza and McDonald’s have brought revolution in the fast-food industry through their franchising strategy across the globe, as this strategy become a successful medium of business expansion and profitability for the industry leaders (Quantzig 2024).
	However, this industry also encounters key challenges that are hindering the prospects of the industry’s growth. The pandemic and various other global events have brought a major setback to the industry in terms of changing customers need, demand and supply issues, labor shortages, increasing competition, and various others, necessitating the industry to take effective measures to the industry (Occhiogrosso 2022). Given this, this paper aims to discuss and analyze the challenges and opportunities facing the UK Fast Food and Restaurant industry over the past few years. The discussion will include the UK Fast Food and Restaurant industry’s challenges and opportunities, industry structure, demand, and other relevant issues determining profit and sustainability.
The industry background
Fast food restaurants, also known as quick-service restaurants (QSR), offer low-cost, rapid service, catering to consumers, employees, and wage workers who need quick meals (Liu, Sun, and Wang 2022). The food and beverage sector is the largest in UK manufacturing, with a turnover of £104.4 billion, contributing £28.8 billion annually to the UK economy (Great Gov UK 2024; Sealpac UK 2018).
In 2020, the fast-food industry was valued at $636 billion and expected to grow by 4% annually. Recent technology and e-commerce advances have boosted sales and reduced costs in this sector (Liu, Sun, and Wang 2022).
However, the UK food and beverage industry has faced significant challenges, including increased restaurant closures and a shift towards delivery services. The pandemic caused a £10 billion drop in turnover in 2020, but the industry began to recover in 2021 and aims to surpass pre-pandemic levels (Statista 2024).
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Figure 1: Market Size of the UK’s Fast Food and Takeaway Industry (Statista 2024)
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The UK food & beverage industry’s market size has also experienced some fluctuations over the past few decades, and grown steadily until 2020; however, steadily growing post-pandemic and is likely to increase by more £400 m in 2024 in, as indicated by the figure 1 (Statista 2024). The future for the QSRs are significantly shaped by the market and the consumer trends. The recent Barclaycard Consumer Spending report indicates that the spending of the consumers at the fast-food outlets and takeaways has significantly increased in 2021 by +62.6 per cent, while restaurants faced a fall of -14.1 per cent. The top 5 UK fast-food service operators are Domino’s, McDonald’s, Subway, KFC, and Greggs. These operators combinedly holds around 10.6 per cent share of the overall eating out market of the UK (Lumina Intelligence 2022). The figure 2 shows the fast-food industry market turnover share and market outlet share of the UK by channel in 2021. 
Profit maximization is a crucial behavioral assumption within neo-classical economic theory as it helps dictating the way entities can make output and pricing decisions. Maximizing profit is an ultimate objective of the firm for profit (Deac et al., 2016). An entity can maximize its profit when marginal costs equal to the marginal revenue. Marginal costs and revenue can be compared to determine the profit maximizing quantity of the output. One key decision made by a perfectly competitive entity is making output decisions, i.e., the overall quantity to produce. These entities accept its output price as determined by the market supply and demand of the products, but it cannot select the price to be charged (Lumenlearning 2024). 
Unlike perfect competition, monopolistic competition enables the firm to raise price without the fear of losing its customers. Its demand curve is mainly downward sloped and relatively elastic, since the customers can turn out to the given various rivals. Restaurants are an example of monopolistic competition. While the fast-food and restaurant industry operates in the highly competitive market, each entity in the industry enjoys monopoly of its own products, such as McDonald’s, Burger King, KFC, and others. The fast-food sector is the UK’s vibrant market, which has emerged out to be strongest in the recent years. It exhibits the characteristics of the monopolistic competitive markets, such as large number of entities, large number of the local buyers, competitive process, and differentiated products (Lumina Intelligence 2022).
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Figure 2: The UK’s QSR Market (Lumina Intelligence 2022).
The industry leaders, McDonald’s and KFC holds the largest segment of the total market, having the market share of 38 per cent and the value of £5.3 billion. They focus on increasing sales and minimize costs of their unique and differentiated products in the markets to make maximum profits and sustain their operations and competitiveness in the market for the long-term (Ge 2023). However, there are a range of factors that are both offering the opportunities for the fast-food industry to grow with a significant profit margin and challenges that are restraining the industry’s growth and ability to maximize the sales, reduce the costs, and make a significant profit margin. The below section will discuss these factors in detail. 
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From the economics viewpoint, the association between demand and supply significantly impacts the commodity price of the market. As per the economics principle, given the other factors remain unchanged, any change in the demands of the consumer for the commodity is opposite to the commodity price change. The demand will increase with the fall in the commodity prices, and vice versa. The fast-food companies’ economic benefits are directly impacted by the price and their product positioning is reflected by the price. The general price elasticity scores of the fast-food companies are 0.7 to 0.8. It indicates that the food or beverages’ demand is extremely sensitive to the changes in the price (Liu, Sun and Wang 2022). 
The demand for fast food is elastic, meaning consumers can easily reduce their purchases or switch to alternatives. This makes businesses like McDonald's vulnerable to changes in demand and price. During the pandemic, the demand for limited-service restaurants, such as McDonald's and Subway, far exceeded that for full-service restaurants like Olive Garden and Cheesecake Factory. Full-service restaurants face limited demand due to seating restrictions and high prices. To avoid losing customers, many businesses are hesitant to raise prices (Liu, Sun, and Wang 2022).
 However, Law, Smith and Cornelsen (2022) indicated significant differences in the consumer responses and demand across the different types of outlets. In restaurants, demand for the food is expenditure and price elastic but in fast-food outlets, the demand is inelastic. The responses of the consumers to the changes in price depends on whether the food & beverages for consumption are out of home or at home. The UK consumers are often highly sensitive to the changes in the prices. 
 The demand continues to fluctuate. The pandemic has placed a significant strain on the retail sector and the overall food sector, since they are now struggling to meet the changing demands. Consumers increasingly value convenience due to their busy lifestyles. However, with the growth health concerns, particularly post-pandemic, they are preferring more healthy foods. Given this, they are shifting their focus from the fast-food outlets to more healthy retail outlets. As an outcome of this, the fast-food companies are facing a somewhat downturn, making it important for them to include healthy fast-food menu to retain customers and increase sales.
Despite various contribution made by the fast-food industry to the economy, there are some key challenges facing the industry in the UK. The industry is facing some key megatrends, which continues to be of great significance. The trends include healthier eating convenience, customization, digitalization, experiential, quality-led, indulgence, value scrutiny, and sustainability. The fast-food restaurants are placed to adapt to and deliver against these trends. While some brands are already achieving this, others are still failing behind (Lumina Intelligence 2022).
Despite the restraining factors, such as pandemic and increasing health consciousness, strong expansion targets by various leading fast-food chains along with the growing online demand are observed that are driving the fast-food sales. London has a major percentage of the food takeaway outlets, and the increased number of tourists and commuters in the city is presenting a range of opportunities for the fast-food and takeaway restaurants. The increasing number of fast-food restaurants has created an intense competition in the market (Ibis World 2024). 
Many new competitors have entered into the fast-food market, which has led the market players to offer the more competitive products/services to retain the customers. For instance, McDonald’s is offering customized foods as per the different generations and age, such as adults, Millennials, and Gen Z, and also offering competitive prices. It is building the brand’s future around three key pillars, which are digital, drive-through, and delivery. The restaurants have shifted focus on the takeaways to maximize revenue through the options of pick-up meals and delivery (Stowe 2022). Further, the industry is now increasingly focusing on the digital aspects to improve efficiencies and making it more convenient for the customers to order food online. This transformation has changed the way customers are interacting with the fast-food restaurants. As an outcome, the digitization continues to have a significant impact, leading to the change in the customer value of the restaurants (Daradkeh et al., 2023).
However, the increasing costs of operating the business is among the biggest challenge facing the fast-food industry. With the increased demand, the fast-food industry is experiencing the disruptions in supply of the goods and raw materials required to meet the demands. The supply chain is mainly disrupted as an outcome of the pandemic and the continuing war between the Ukraine and Russia. The disruptions are causing inadequate supply of the resources, increased transportation time, increased demand, and unmet demands (Mostafa et al., 2024). The supply chain challenges, rising costs, and rising labor shortages have caused a significant increasing the prices of the UK’s food and beverages. This industry has made a significant contribution to the consumer inflation in the recent years. The industry has also been affected by the rising energy prices. The below figure shows that the food and beverage industry is highly affected by the increased energy prices. 
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Figure 3: Increasing Energy Prices Affecting Food and Beverage Businesses (ONS 2022).
Along with these, pricing is another challenge facing the fast-food industry. The prices of the raw materials and products required for the production of the foods have scaled-up, causing a major impact on the demand. The suppliers have drastically increased the costs of various materials. It difficult for the fast-food industry to bear the rising costs, hence, they are transferring the costs to the consumers in the form of increasing the food prices for the customers, which in turn, is adversely affecting the ability to meet the consumer demands and expectations with the brands (ONS 2022). This has caused the UK farmers and food producers increasingly concerned regarding the increasing input costs on their businesses (Sutherland et al., 2022). 
	Given the key impacts of the food production and consumption on the social, environmental, and economic aspects and to meet the rising demand and ensure smooth supply chain and network, the focus of the fast-food industry needs to be shifted to resiliency and sustainability. Sustainable food supply chain encloses localization, transparency, safety, reduced consumption of energy, more efficient resource management, and improved social welfare (Shokri, Oglethorpe and Nabhani 2014).
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Based on the analysis, some key recommendations are given for the sustainable growth of the UK Fast Food and Restaurant industry:
· Meeting Demands and Ensuring Proper Supply: The QSRs or fast-food industry must ensure to meet the is suggested to keep pace with the ever-changing expectations and demands of the customers using effective strategies and measures, such as offering healthy food, personalization, and others (McGinty 2023). It is equally suggested to ensure effective supply of the raw materials by preventing disruption and ensure meeting demands. For instance, Subway allows customers to customize their sandwiches with various healthy ingredients. Additionally, Chipotle emphasizes using fresh, locally sourced ingredients to meet customer demands. 
· Technology: Given the severe impact of the technology on the fast-food industry, it is crucial for the industry to focus on improving their digital capability to serve the changing needs/wants of their customers. They can build a customized digital experience. By collecting the data relating to the customers, the brands will be in better position to offer the unique services (McGinty 2023). The data-driven personalization, digital ordering experiences, and the implementation of the digital solution, such as AI can permit for more informed decision-making and can shoot up the sales and competitive edge. 
For example, McDonald's uses its mobile app to gather customer data, enabling personalized promotions and recommendations. Starbucks' app also collects data to offer personalized rewards and streamline the ordering process. Additionally, Domino's has integrated AI and machine learning to improve its delivery operations and customer service through its "Domino's AnyWare" platform, allowing customers to order via various digital channels, including smart TVs and voice assistants.
· Focus on Costs: Since the industry is facing the key issue of rising costs, it must focus on the factors that can help reducing costs. A drop in the costs will reduce the food prices that will help in improving the profit margin and ensure competitiveness (Coyne 2023). It can be possible through shifting to the technology, sustainable practices, reduce pilling up of the inventories, and others. 
For example, Domino's Pizza has invested heavily in technology, using AI for efficient order management and delivery, which helps cut operational costs. Taco Bell has implemented automated kiosks to streamline ordering processes and reduce labor costs. Additionally, Chipotle has focused on reducing food waste by using advanced inventory management systems, ensuring that they only order what is necessary and minimizing excess inventory.
· Sustainability: To stay competitive, fast-food businesses are encouraged to implement various sustainability measures. As more people become aware of healthy foods and diets, offering fresh and healthy options can significantly impact businesses. Sustainable practices can make a business more efficient and attractive to consumers (Neacşu and Tulbure 2023). For example, McDonald's has introduced plant-based menu items like the McPlant burger and committed to sourcing sustainable beef. Similarly, Starbucks has invested in ethically sourced coffee and aims to reduce waste by promoting reusable cups. These efforts show how fast-food outlets and restaurants can implement sustainable measures to appeal to health-conscious consumers and improve efficiency.
Conclusion
	Therefore, it can be concluded that while the UK fast-food and restaurant industry has significantly grown over the past few years but has also faced a range of challenges particularly due to the factors, such as the pandemic, changing demographics, changing customers’ expectations, supply chain disruption, rising costs, increasing competition, digitalization, connivences, and many others. All these are adversely impacting the industry’s ability to maximize their profit that is crucial for their survival. It can be analyzed that while the demand for the fast-food has significantly increased, the supply continues to be ineffective that is adversely affecting the ability of the businesses to meet the rising demands. Lastly, it can be said that the economic trends and patterns in the fast-food and restaurant industry are indicating that the industry has various potential opportunities that can be leveraged while also focusing on addressing the challenges to ensure a resilient and sustainable future in the market. 
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