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ABSTRACT

The food and beverage industry remain a vital and dynamic part of the world economy,
demonstrating flexibility and resiliency despite shifting consumer tastes and economic difficulties. The global
food and beverage industry was valued at USD 8.7 trillion in 2023 and is expected to reach USD 9.2 trillion
in 2024, with a compound annual growth rate (CAGR) of 5.6% between 2023 and 2024, according to
cognitive market research. The industry has consistently attracted a lot of investment from investors, and
among the leading entities in the world have been McDonald's and Starbucks. This paper provides an
analysis of the risk-return profiles of McDonald's and Starbucks' stocks in the last five years, using financial
and market data to provide an interpretation regarding the investment potential of the two companies.
Utilizing exploratory and descriptive statistical methods, this research evaluates the monthly returns, beta
coefficients, and standard deviations to assess the relationship between the stock returns of the two
companies and major market indices, including the Dow Jones Industrial Average. Through the critical risk
and return indicators, including beta and standard deviation, the study provides a deep insight into the
financial performance and market positioning of each company. The findings that will be derived will help
investors make informed decisions by comparing the stability and growth prospects of McDonald's and
Starbucks, thus underlining the most appropriate investment option within the food and beverage industry.
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Introduction

An examination of the risk and return of a stock offers a very good understanding of their fiscal
strength, market sensitivity, and level of volatility.

When making investment selections, the results of stocks are highly significant, because they
not only reflect the inherent characteristics of each stock but also highlight the fundamental risk-return
relationships that are critical for constructing an effective investment strategy and successful portfolio
diversification.

Understanding the correlation is essential for successful portfolio diversification, as it enables
investors to balance high-return opportunities against potential risks. By analysing stock results, investors
can identify trends, assess volatility, and optimize their portfolios to align with their risk tolerance and
financial objectives, ultimately achieving a more resilient and rewarding investment mix.

Therefore, it is essential to understand, personal investment objectives, risk tolerance levels,
and prevailing market trends, to optimize returns while mitigating risk exposure.

Investment in established companies provides the potential for substantial returns, but it is
accompanied by inherent risks related to market fluctuations and challenges specific to certain sectors.
Due to shifting customer preferences, brand loyalty, and creative product innovations, the food and
beverage industry which includes major international giants like McDonald's and Starbucks—has
consistently contributed significantly to the consumer discretionary sector.
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McDonald's is a strong brand and an extremely visible player in the fast-food business. Known
for predictable financial performance, it attracts investors who would like to get conservative returns as
well as those who wish to grow in the business. Starbucks, known for elevating the art of the
coffeehouse, had tremendous growth by catering to many different consumer profiles. Both firms have
maintained very strong market positions amid economic uncertainty.

Review of Literature

Xinquan Su (2024) evaluated the sustainability and investment potential of McDonald's stock by
analyzing its financial performance and market position from 2020 to 2023, aiming to guide investors in
making informed long-term investment decisions.

Chai Wei Jian (2019) analysed the impact of liquidity and market risk on McDonald's
Corporation's profitability from 2014 to 2018, focusing on return on assets as a performance measure.
The study identified the quick ratio and standard deviation as the most significant factors influencing
profitability during this period. It also proposed solutions for McDonald's, such as diversifying investments
through increased cash utilization and enhancing share value by closely monitoring performance to
generate higher profits.

Luis Lopes and José Carlos Tudela Martins (2024) conducted a comprehensive valuation of
McDonald's Corporation stocks on December 31, 2024. Utilizing the discounted cash flow (DCF) method,
the study estimated future cash flows discounted by the Weighted Average Cost of Capital (WACC) and
growth rate, revealing a share price of $310.18 with a 4.61% upside potential compared to December 31,
2023. Based on the findings, an academic investment note was issued, recommending a hold position.

Professor Roséario André, Niclas Steinmetz, and Camillo Riva (2023) conducted an equity
research analysis of McDonald's Corporation, recommending a "HOLD" position with a target price of
$304.35 by December 31, 2024, reflecting a 4.4% increase from the current share price. The study
highlights significant market trends, including global population growth, the rising middle class in
emerging markets, and digitalization.

Xintao Wu (2021) examined the robustness of Value Investing by applying the theories of
Warren Buffett, Benjamin Graham, and David Dodd to a comparative analysis of McDonald's and Shake
Shack stocks from 2018 to 2019. Using Enterprise Value Multiples and Equity Value Multiples, the study
calculated indices such as equity value, enterprise value, and corporate growth. The analysis identified
key value dimensions of both stocks, providing a multi-faceted decision basis for investors.

Siyu Ni (2024) analyzed the relationship between return on equity (ROE) and beta using
McDonald's as a case study during the post-pandemic period when the company experienced declining
ROE and increasing beta. The study identified a negative correlation between these variables, attributing
the relationship to three key factors: risky strategies undertaken during periods of high beta and negative
ROE, the impact of diversified operational strategies, and investor reluctance to invest in high-beta firms,
which raises the cost of capital and lowers ROE.

Xiaoyu Liu’s(2022) identifies Starbucks’ strengths, weaknesses, opportunities, and threats
using a SWOT analysis. A discounted cash flow (DCF) model is employed to assess the company’s
valuation, revealing that Starbucks is currently undervalued and suggesting potential for stock price
appreciation. The analysis indicates that, despite a decline in profitability due to the COVID-19 pandemic,
Starbucks is gradually recovering. The company’s liquidity remains strong, with high inventory turnover
and stable current and quick ratios. The study concludes that the actual value of Starbucks exceeds its
market price, recommending investors consider purchasing the stock to capitalize on anticipated growth.
Yiwen Yan’s (2022) examines the relationship between Starbucks' financial metrics and its stock returns.
Using data from the foresight eye database, the study incorporates qualitative and quantitative methods
of analysis of crucial financial indicators related to profitability, operating capacity, and solvency. A
negative correlation is indicated between profitability and stock returns, as well as between operating
capacity and stock returns. However, the correlation found between solvency and returns on stocks does
not hold much significance.

Objectives of the Study

. To evaluate the risk and return profiles of McDonald's and Starbucks stocks by analyzing their
historical performance over the past five years.

. To calculate and interpret beta values for McDonald's and Starbucks to measure their market
risk and sensitivity to broader market movements.
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. To determine the standard deviation of stock returns for both companies, estimating their
volatility and the associated investment risks.
. To aid investors in identifying the more certain and profitable investment option by comparing

the financial performance and risk metrics of the two companies.
Research Methodology
Sampling

The current research is a qualitative design, which uses descriptive statistical techniques based
on the analysis of the monthly returns of two of the most well-known international companies. The firms

under study fall in the consumer discretionary category. Among these companies are McDonald's and
Starbucks.

McDonald's Corporation ranks among the world's best fast-food companies because of its
unique offerings and extensive market coverage. McDonald's was founded in 1940 and grew to be a
multinational company operating in over 100 countries. McDonald's success lies in innovation capabilities
coupled with quality and price consistency. More importantly, the company is delivering excellent
customer service while demonstrating robust corporate social responsibility through sustainable sourcing
and community investment. This resilience and adaptability have ensured the company's core position in
the global fast-food industry.

Starbucks Corporation is an international coffeehouse chain that has dramatically changed the
face of coffee culture. Founded in 1971, Starbucks has more than 80 countries around the globe that
provide excellent coffee, a diversity of drinks, and snack items. The company is unique since it aims to
enhance customer satisfaction, achieve environmentally friendly operations, and protect its employees.
Furthermore, Starbucks emphasizes ethical sourcing and environmental efficiency, which makes it the
leader in corporate social responsibility. By emphasizing innovation and quality, Starbucks has enabled
the company to emerge as one of the most acknowledged and esteemed brands in the international food
and beverage sector.

Data Collection: Secondary Data

The primary database applied for this project is constituted of secondary data, which have been
gathered from authentic online portals, firm websites, annual financial statements, academic journals,
and published materials. Such sources have provided the needed information to judge the performance
of the stocks selected for this project.

Period of Study

Data is derived from a dataset over five years, with the beta being used to assess the returns
and risks of the stocks between January 1, 2019, and December 31, 2023. Returns and the associated
risk are computed using a set of month-end stock prices along with the monthly market indices.

Sample Section

The focus is on two consumer discretionary sector companies, McDonald's Corporation, and
Starbucks Corporation. The companies chosen are based on their level of global penetration and market
share available in the food and beverage industries. This analysis incorporates comparing the relative
performance of these stocks compared to the Dow Jones Industrial Average (DJIA).

Tools used for Analysis
. Return: (P1 - P0)/ PO

. Standard Deviation: Square root of ) (returns - mean returns)*2 / n—1
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. The beta, standard deviation, and average returns of such stocks enable the investor to
compare their susceptibility to market risks and make an estimate about the stability of returns.
This research attempt will help investors make proper choices by underlining the relative risk-
return nature of these two iconic stocks.

. Beta: (Covariance Re, Rm) / (Variance Rm)
Data Analysis and Interpretation

This part of the study analyses the risk and return profile of two leading companies: McDonald's
and Starbucks. Using the Dow Jones Industrial Average as a benchmark, the primary objective was to
determine the beta coefficient of these equities to establish their sensitivity toward market movements
and determine which equity performed better by its risk-return profile. Beta, standard deviation, and mean
are statistical tools used to establish the relationship between stock returns and that of the market, giving
crucial information on how volatile and performing they are compared to the benchmark.

Table 1: Monthly Return Analysis of the Stocks with DJIA

Monthly Returns (2019)
Date Mcdonald's Starbucks Dow jones Industrial Average-DJIA
01/19 1.92 2.97 8.42
02/19 2.39 0.75 3.56
03/19 2.88 (4.59) (0.35)
04/19 3.71 (8.30) 1.99
05/19 1.23 1.64 (6.85)
06/19 4.69 11.90 7.13
07/19 0.89 10.13 0.22
08/19 3.22 (2.07) 1.77)
09/19 -1.48 3.91 2.74
10/19 -6.83 5.25 0.31
11/19 -1.67 2.43 3.35
12/19 1.14 7.00 1.53

Interpretation

From the Monthly Returns of 2019, McDonald's returns are shown to vary between -6.83% in
October and 4.69% in June, showing relatively stable performance with moderate deviations. Starbucks
returns are more volatile, ranging from -8.30% in April to a high of 11.90% in June, which is indicative of
a higher responsiveness to market fluctuations. The DJIA experienced a mix of extreme positive and
negative movements with returns ranging from -6.85% in May to 8.42% in January, reflecting broader
market forces. Specifically, June was a strong month for both McDonald's and Starbucks, while October
and May were the weaker months for McDonald's and the DJIA, respectively. The table highlights the
unique risk-return profile of these entities. McDonald's shows stability, while Starbucks exhibits extreme
volatility, and the DJIA depicts market movements.

Table 2: Monthly Return Analysis of the Stocks with DJIA

Monthly Returns (2020)

Date Mcdonald's Starbucks Dow jones Industrial Average(DJIA)
01/20 8.07 8.06 -1.34
02/20 -9.68 11.97 -10.28
03/20 -14.68 (0.09) -14.35
04/20 17.06 1.44 14.69
05/20 1.26 10.45 5.23
06/20 -1.2 3.42 1.85
07/20 5.04 (5.24) 2.12
08/20 9.87 4.13 7.11
09/20 4.1 21.79 -2.31
10/20 -3.88 (15.63) -5.15
11/20 0.72 (7.81) 11.04
12/20 -1.96 (3.73) 2.71
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Interpretation

In March 2020, McDonald's experienced a drop of 14.68% in its returns, which was largely the
global spread of COVID-19 leading to some very volatile changes within the financial markets, whereas it
recovered sharply in April by 17.06%. Starbucks was even more volatile, with returns from -15.63 in
October to 21.79 in September, exposing it to market fluctuations. The DJIA exhibited the same reverse
behaviour, with returns being -14.35% in March to 14.69% in April, showing normal market activity. April
provided a bounce-back month in all cases; whereas, March and October, were moments of steep
declines. McDonald's performed appreciably more stably, while Starbucks was much more high-low,
while the DJIA reflected general market trends. This points to varying degrees of resilience and volatility
during a turbulent year for the entities.

Table 3: Monthly Return Analysis of the Stocks with DJIA
Monthly Returns (2021)

Date Mcdonald's Starbucks Dow Jones Industrial Average
01/21 -3.1 5.42 -2.11
02/21 -1.12 2.25 2.92
03/21 8.1 (4.35) 6.17
04/21 5.08 (6.52) 2.48
05/21 -1.72 (3.72) 1.84
06/21 -2.11 8.47 -0.24
07/21 4.88 (2.40) 1.24
08/21 -2.78 (1.13) 1.12
09/21 1.36 4.03 -4.36
10/21 1.02 0.62 5.57
11/21 -0.49 11.38 -3.77
12/21 9.08 (10.08) 4.78

Interpretation

Four months later, the matrix of monthly returns indicates how, in 2021, McDonald's rated
marginally fluctuated between -3.10% in January and maximum in December - seeming somewhat
steady with a high finish on the year. Starbucks' monthly gains varied between -10.08% in December and
a positive high of 11.38% in November, pointing to a more dynamic performance. The month-to-month
returns of the DJIA were slightly tighter than those of the preceding two, ranging from -4.36% in
September to a good 6.17% in March, thus expectedly maintaining a steady trend in the market.
December was notable for McDonald's and DJIA, which both finished positively for that year, while
Starbucks took a hard fall. March was also very strong for the DJIA, and November a strong month for
Starbucks. In 2021, the Dow Jones Industrial Average (DJIA) displayed moderate volatility, with
significant gains in March and October but losses in September and November. Starbucks experienced
sharper fluctuations, with standout gains in November and steep losses in April and December, while

McDonald's showed steadier movements with notable gains in March and December.
Table 4: Monthly Return Analysis of the Stocks with DJIA

Monthly Returns (2022)

Date Mcdonald's Starbucks Dow Jones Industrial Average(DJIA)
01/22 -3.1 (3.06) -2.11
02/22 -1.12 16.06 2.92
03/22 8.1 2.17 6.17
04/22 5.08 0.67 2.48
05/22 -1.72 (0.19) 1.84
06/22 -2.11 10.49 -0.24
07/22 4.88 (3.00) 1.24
08/22 -2.78 4.32 1.12
09/22 1.36 (18.43) -4.36
10/22 1.02 (0.57) 5.57
11/22 -0.49 (6.74) -3.77
12/22 9.08 (15.58) 4.78
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Interpretation

In 2022, an examination of the historical return data of McDonald's shows that the highest return
was achieved at 9.08% in December, while the lowest was recorded at -3.1% in January. Thus, these
finally moderate rates indicate a strong bear market trend at the year's close. Starbucks suffered
tremendous variations within a range of -18.43% in the month of September and the highest return of
16.06% in February, quite indicative of their fresh exposures to market dynamics. The DJIA ideally
displayed the most stable index performance, with returns stained barely within -4.36% from September
to the month of March, theoretically following the broader trends of the market. February was the best
month for Starbucks, whereas, coming to September, it was the worst for Starbucks and DJIA.
McDonald's remained much more stable as compared to Starbucks.

Table 5: Monthly Return Analysis of the Stocks with DJIA
Monthly Returns (2023)

Date Mcdonald's Starbucks Dow Jones Industrial Average(DJIA)
01/23 1.47 0.71 2.83
02/23 -1.16 8.13 -4.06
03/23 6.5 1.31 1.89
04/23 5.25 -7.25 2.56
05/23 -3.59 -3.97 -3.54
06/23 4.73 2.88 4.49
07/23 -1.54 1.51 3.46
08/23 -4.04 -14.54 -2.43
09/23 -6.76 9.83 -3.92
10/23 0.06 1.90 -1.2
11/23 7.16 -6.31 8.67
12/23 4.68 8.53 4.94

Interpretation

In 2023, McDonald's monthly performance ranged from a negative 6.76% in September to a
positive 7.16% in November, with considerable room for recovery. Returns from Starbucks showed
greater volatility, yielding returns ranging from a dip of -14.54% in August to a boost of 9.83% in
September, indicating a market-sensitive quality. The Dow Jones Industrial Average remained steadier
with returns spanning from -4.06% in February to 8.67% in November, which were more in line with
broader economic patterns. Such a strong month for McDonald's and the DJIA in November and the
difficult market for Starbucks and the larger market in August is encouraged by this. McDonald's had a
relatively steady yearly performance while Starbucks presented on the extreme with few fluctuations. The
DJIA reflects its role as a stable market benchmark by encompassing general economic trends.

Table 6: Table of Summary of McDonald’s Stock’s Mean, Beta & SD

Year DJIA Returns (Mean) McDonald's Returns (Mean) Beta SD
2019 1.69 1.01 1.14 3.99
2020 0.94 1.23 0.82 8.34
2021 1.3 1.52 0.65 3.44
2022 -0.62 -0.12 0.91 6.49
2023 1.14 1.06 0.23 3.54
Mean 0.89 0.94 0.75 5.16
Table 7: Table of Summary of Starbucks Stock’s Mean, Beta & SD
Year DJIA Returns (Mean) Starbucks Returns (Mean) Beta SD
2019 1.69 2.6 0.51 3.93
2020 0.94 2.4 1.11 8.34
2021 1.3 0.33 0.69 3.43
2022 -0.62 -1.15 0.77 6.62
2023 1.14 0.04 1.35 4.11
Mean 0.89 0.844 0.886 5.286
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Between 2019 and 2023, McDonald’s and Starbucks had distinct patterns of return and risk as
compared to the Dow Jones Industrial Average (DJIA). The average annual return for McDonald’s stood
at 0.94%, higher than the return of 0.89% on DJIA, while Starbucks represented an average return of
0.844%. This essentially means that Starbucks had a potential for higher returns in some years but with
that came higher risk. Starbucks’ average beta was 0.886, thus indicating much more sensitivity to
market movements than McDonald’s, which had a beta of 0.75 indicating a relatively more defensive
nature.

In terms of volatility, as measured by the standard deviation (SD), Starbucks had an average SD
of 5.286%, thereby showing greater variability in its returns as compared to McDonald’s of 5.16%. In
2020, both companies faced their highest volatility with SDs of 8.34% for McDonald’s and 8.34% for
Starbucks due to market disruptions brought to bear by the pandemic. McDonald’s had been able to
significantly reduce its beta over the years, reaching 0.23 in 2023 while Starbucks’ beta shot up to 1.35,
indicating an increased market tilt. From this data, one can draw parallels that the performance of
McDonald’s has been systematically buoyant with a declining risk profile, while Starbucks has displayed
a more fluid but riskier behavior. Both companies shared a greater common ground with the Dow Jones
Industrial Average among the influencers.

Findings

) McDonald's average monthly return was higher than DJIA for the three of the five years studied,
i.e., 2019, 2021, and 2023.

) In four of the five years mentioned, McDonald's was less volatile than the market with beta
values under one, denoting it as a consummate defensive play.

. Starbucks was ahead of the DJIA in terms of average monthly returns in two of the five years
studied; specifically, 2019 and 2020-it clearly showed the possibility of doing better in certain
periods.

. The standard deviation of Starbucks was higher than the market throughout the five years
analyzed, indicating greater volatility of the returns of Starbucks.

) In 2022, a year of market turbulence, the market outperformed both McDonald's and Starbucks
in terms of average monthly returns.

. Irregularities reflected across the five years in the monthly returns of McDonald's, Starbucks,

and the DJIA also meant that the three have shown differing levels of responsiveness providing
an analysis of their robustness against other market forces.

. McDonald's shows a gradual decline in market sensitivity indicated by the decrease in beta
values, whilst Starbucks shows an increase in market sensitivity, with 2023 depicting a
staggering rise in beta.

Limitations

. This study is based solely upon secondary data available on financial websites, which may carry
their own sets of limitations or biases.

. The study is also limited to McDonald's and Starbucks' performance only, limiting the
generalizability of the findings from this study to the entire market or industry as a whole.

. The study is centred on the period from January 2019 to December 2023 and may be unable to
incorporate longer-term trends, shifts in market behaviour, or general market movements.

. The study does not take into consideration the dividends, stock splits, or other factors not
related to price that could have influenced overall returns.

. The study does not underscore how outside forces like geopolitical events, economic policies,
and industry-specific disruptions impact stock performance.

Conclusion

This study investigated the risk and return profiles of McDonald's and Starbucks stocks
throughout the past five years, stressing the beta and standard deviation analyses. The study found that
Starbucks presented lower average monthly returns than McDonald's, which exhibited higher risk, as is
evident from a higher standard deviation. Starbucks was at the other end of the spectrum; it exhibited
less volatility but also lower returning potentials. Both companies' beta values were recorded as less than
1, suggesting that both stocks are less volatile than the market, specifically the Dow Jones Industrial
Average (DJIA). While, in some years, McDonald's offered higher returns, Starbucks, nonetheless, was
more stable in its investment with lower risk.
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McDonald's, as such, is likely to be preferred by investors seeking the balancing act between
returns and stability while Starbucks with more emphasis on volatility will be perhaps a better fit. The
findings also stress the ongoing observation of market indices such as the DJIA for the directional
perspectives on various patterns that fundamentally influence these companies' stock performance. In
the long run, this study offers additional insight into making constructive investment decisions in the
fanged food and beverage sector.

Suggestions

Considering the evidence, investors ought to assess expectations of risk and financial goals
while investing in McDonald's and Starbucks. Therefore, for those investors who would like to earn higher
returns, while accepting greater volatility, McDonald's might be a consideration since McDonald's indeed
gives higher average monthly returns, though with all the associated risks. On the other side, Starbucks
is a low-volatility, more stable investment and is therefore appealing to more conservative investors
seeking stability. Besides all this, the tendency's grip over broader markets, and thus the index such as
Dow Jones, which drives improvement swings in both companies, should be taken into consideration.
They could also diversify their portfolios to hedge risk while optimizing returns, and personal finance
advisory would help them meet those investment decisions with their long-term goals as a guideline.
Ultimately, a good assessment of risk, return, and market conditions will guide investors toward making
as thoroughly informed an investment choice as possible between McDonald's and Starbucks.
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