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Introduction 
For this report I will be analysing the financial performance of German automotive company Mercedes-Benz during the years of 2022 and 2023 by examining their published financial statements and carrying out a ratio analysis. I will be providing reasons for why Mercedes may have performed better or worse than the previous year as well as make recommendations as to how the business could make financial improvements for the future and become more sustainable.
Mercedes-Benz have a rich history which began in 1886 when German entrepreneur Carl Benz built what is widely considered to be the first proper car (Ortiz, 2024). In 1926, Benz merged with rival Daimler to officially form Mercedes-Benz. Today, Mercedes-Benz are a car manufacturing phenomenon with a diverse product lineup that includes iconic models such as the S-Class and G-Wagon, alongside a growing range of electric vehicles (Charman, 2024). Headquartered in Stuttgart, Mercedes employ over 175,000 people and operate in 6 continents worldwide. (“Mercedes-Benz Group AG Company Description”, 2024).
Ratio Analysis and Reasons for Performance Changes
As seen by looking at the appendix, I have carried out a ratio analysis focusing on profitability, liquidity and efficiency by examining the official annual financial report of Mercedes-Benz. One metric that I used to analyse Mercedes-Benz is profitability performance was the gross profit margin ratio. This measures how efficient a company is at generating profit from its operations and shows how much of every £/€1 made in sales, remains as gross profit after deducting the cost of goods sold (Bloomenthal, 2024). In 2022 Mercedes had a gross profit margin of 22.68%, however this decreased slightly to 22.44% in 2023. The slight decline indicates that the cost of goods sold increased at a faster rate than the revenue. These increased costs seemed to have stemmed from higher supplier and production costs due to inflation which Mercedes-Benz were forced to pay in 2023. Also, despite a rise in revenue from €150.0 billion in 2022 to €153.2 billion in 2023, the focus on high-end and electric vehicles, which carries higher production expenses likely affected the COGS and therefore the overall gross profit margins. (“Mercedes profits hit by inflation, supply chain snags in 2023”, 2024; Kokemuller, n.d.; “Annual Report 2023”, 2024; “Sustainability Report 2023”, 2024).  
The next profitability ratio I used to analyse Mercedes-Benz is financial performance was the mark-up ratio. Mark-up refers to the difference between the selling price of a good and its cost as a percentage. Similarly to the gross profit margin the mark-up ratio decreased marginally from 29.33% in 2022 to 28.93% in 2023, indicating a smaller margin between the selling price and the cost of goods in 2023 compared to 2022 (CFI Team, n.d.; “Annual Report 2023”, 2024). The decline in these profitability ratios from 2022 to 2023 can also be attributed to the increasingly rising raw materials costs in the automotive industry. Prices for raw materials have surged due to geopolitical tensions, supply chain disruptions, and inflation in recent years. This increase in costs has significantly impacted Mercedes-Benz is cost of goods sold, gross profit and therefore its mark-up ratio (Joyce, 2025). 
To further analyse Mercedes-Benz is financial performance, I used the net profit margin ratio, which shows how much of each £/€1 of revenue is retained as net profit after all expenses, taxes, and costs get deducted (Murphy, 2024). Through ratio analysis I discovered that Mercedes-Benz is net profit margin has marginally decreased from 9.87% in 2022 to 9.48% in 2023 (“Annual Report 2023”, 2024). Typically, companies in the manufacturing industry have a net profit margin between 5-10%, therefore although Mercedes-Benz’s net profit margin receded slightly, the company remains within this range, indicating stable performance in this area. (“Net Profit Margin and Benchmark per Industry”, 2024). 
The final profitability ratio I used was the return on capital employed ratio. ROCE shows the percentage of profits made from every £/€1 invested in the business (Hayes, 2024). Mercedes-Benz is ROCE decreased from 11.92% in 2022 to 10.89% in 2023, which indicates reduced efficiency in generating returns from the capital employed (“Annual Report 2023”, 2024). The decline to Mercedes-Benz is profitability ratios can be mainly attributed to higher supply chain, raw materials and production costs. (“Mercedes profits hit by inflation, supply chain snags in 2023, 2024”; Joyce, 2025).
Liquidity ratios assess a company’s ability to pay off its short-term liabilities by using existing assets (Tamplin, 2023). The two liquidity ratios I decided to use were the current and liquid capital ratio. The current ratio measures a company’s ability to pay short-term obligations by comparing its current assets to its current liabilities (Fernando, 2024). For automotive companies, a current ratio greater than one generally indicates a comfortable liquidity position (Smith, 2024). As shown in the appendix, by doing a ratio analysis I discovered that Mercedes-Benz is current ratio has improved from 1.16:1 in 2022 to 1.26:1 in 2023. This improvement indicates that Mercedes-Benz now have a stronger liquidity position and are now better equipped in 2023 to pay off their short-term obligations by using existing assets than they were in 2022. This improvement is likely due to a decline in current liabilities which declined from €88.4 billion in 2022 to €82.4 billion in 2023, which was aided by higher revenue and better cash flow management. (“Annual Report 2023”, 2024; Elkins, 2024).
Liquid capital ratio measures a company’s ability to cover its short-term liabilities using its most liquid assets, excluding inventory, which can be difficult to convert into cash quickly (Hayes, 2024). Typically, a ratio below 1 suggests that companies might struggle to cover its current liabilities. An ideal ratio is considered to be 1:1 (“Navigating Financial Health”, 2023). Although Mercedes-Benz is liquid capital ratio rose from 0.87:1 in 2022 to 0.93:1 in 2023, both figures are below 1 indicating that Mercedes might struggle slightly to cover its short-term obligations using its most liquid assets. However, the rise in the liquid capital ratio does show enhanced ability to meet short-term obligations using liquid assets, excluding inventory. Similarly to the current ratio the reduction in current liabilities is a contributing factor for the change, as a decrease in short-term debts has a positive impacted on the ratio (“Annual Report 2023”, 2024).
The final type of ratio analysis I decided to use to analyse Mercedes-Benz is financial report, were efficiency ratios. The efficiency ratio that I decided to use was inventory turnover, which is a measure of how efficiently a company’s inventory is managed. It measures the number of times a business sells and replaces its inventory over a specific time frame (Fernando, 2024). Through ratio analysis I discovered that Mercedes-Benz is inventory turnover increased from 74.08% in 2022 to 81.26% in 2023. The increase in inventory turnover demonstrates that Mercedes-Benz managed to sell and replace inventory more frequently in 2023. Reasons for this include improved inventory management and a higher demand for Mercedes-Benz produced vehicles, especially high-end and electric models, which is demonstrated in their sustainability report by the increase in electric vehicles sold in 2023 by Mercedes-Benz which is 401,943 vehicles compared to 333,490 vehicles sold in 2022. (“Sustainability Report 2023”, 2024; (Fernando, 2024; “Annual Report 2023”, 2024).

Recommendations for Improvements
Based on the information gathered from the ratio analysis and the reasons provided for performance changes, there are a wide variety of ways that Mercedes-Benz can improve their financial performance.
One way Mercedes-Benz could improve their financial performance and profitability ratios in particular is by focusing on cost optimisation. One of the main reasons for a decline in Mercedes-Benz is profitability ratios from 2022 to 2023 is the increase in costs of goods sold, which is likely driven by an increase in suppliers, raw material and production costs. Renegotiating lower supplier contracts for raw materials or searching for suppliers elsewhere is one of the ways Mercedes could reduce their costs and improve their financial performance. Additionally, Merecedes-Benz could partner with more eco-friendly suppliers to not only potentially negotiate cheaper deals for materials but also to operate in a more sustainable manner which can potentially attract customers who are keen on companies who act in a sustainable manner and lead to an increase in revenue. (Joyce, 2025; “Profitability ratios: what they are and how to use them”, 2022). 
Although Mercedes-Benz improved their liquidity ratios, they only made minor improvements, leaving room for further gains. One way Mercedes can continue to lower their liquidity and improve their liquidity ratios is by selling non-essential assets. If there are underutilized assets or investments that are not critical to Mercedes is operations, selling these could free up cash to pay off liabilities (“13 Best Ways To Improve Your Liquidity Ratio”, n.d.)
Mercedes-Benz could also make further financial improvements by making electric vehicles their main focus. Despite already having a strong electric vehicle lineup, Mercedes-Benz have only scratched the surface of their potential in the EV market. While electric vehicle investments are costly in the short term, by accelerating the transition to electric vehicles Mercedes-Benz could capture a significant market share of this growing market, boosting long-term profitability and sustainability. Additionally, transitioning to predominantly electric vehicles could enhance Mercedes-Benz is brand image, help to attract environmentally conscious customers, ensure compliance with stricter emissions regulations, and avoid future cost surges such as EV suppliers and production cost. (“The Financial Benefits of UK Businesses Adopting Electric Vehicles (EVs)”, n.d.; Murphy, 2022).
Conclusion
To conclude, by analysing and conducting a ratio analysis on Mercedes-Benz is published annual financial report I have discovered valuable insights into Mercedes-Benz's financial performance. I discovered that while Mercedes-Benz suffered challenges with their profitability ratios, they made improvements in their liquidity and efficiency ratios between the years of 2022 and 2023. These results indicate an increase in costs, decrease in current liabilities and better inventory management. To make further financial improvements Mercedes-Benz should focus on cost optimisation, selling non-essential assets and prioritising electric vehicles.
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The first appendix shows the ratio analysis I made by examining Mercedes-Benz is official 2023 financial annual report. The analysis I conducted include profitability ratios such as the gross profit margin, mark-up, net profit margin and ROCE ratios, liquidity ratios such as the current and liquid capital ratios and efficiency ratios including inventory turnover. To help with calculating and structuring the formulas and the analysis I used Microsoft Excel.
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