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The New Economics of
Restaurant Operations

From Subject Matter Expert, Joseph Pawlak, Managing Principal

The restaurant industry stands at a critical inflection point. What was
once a challenging but manageable business has transformed into an
operation requiring exceptional sophistication to achieve even modest
profitability. The post-pandemic era has ushered in a cost structure so
fundamentally different from historical norms that traditional
operating models no longer work, forcing a wave of closures and
consolidation that continues to reshape the competitive landscape.
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The Cost Explosion
Across All Categories

The pandemic didn't just
disrupt restaurant operations
temporarily—it permanently
reset the industry's cost
structure. Labor, historically
the largest expense category,
has seen unprecedented
inflation. Wages that seemed
stable for years suddenly
jumped more than 40% in
most markets, with average
line worker wages now close
to $20 an hour on average.
Management salaries have
increased proportionally as
operators compete
desperately for experienced
talent. The total labor cost as
a percentage of sales has
climbed from a traditional
28%-32% to 35%-40% or
higher for many operators,
fundamentally altering the
profitability equation.

Food and beverage costs have
followed a similarly alarming
trajectory. Supply chain
disruptions revealed the
fragility of restaurant
procurement systems, and
costs have never returned to
pre-pandemic levels. Proteins,
dairy, produce and cooking
oils have all experienced
double-digit percentage
increases, with some
categories seeing costs rise
30%-50%. Suppliers, facing
their own labor and
transportation challenges,
have passed costs
downstream with little
negotiation room. The
traditional food cost target of
28%-32% now stretches to
33%-38% for many concepts,
eroding margins from another
critical angle.
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Insurance costs have
skyrocketed as carriers
reassess risk in an industry
with higher liability exposure,
increased property values and
more frequent claims.
Premiums for general liability,
property and workers'
compensation have increased
20%-40% in many markets,
with some high-risk locations
seeing even steeper jumps.
Occupancy costs, particularly
in desirable urban and
suburban locations, have
continued their upward
march despite the pandemic's
disruption. Landlords, having
weathered rent relief periods,
are now demanding rates that
reflect pre-pandemic
valuations while restaurants
operate with post-pandemic
cost structures.

The Price-Traffic
Death Spiral

Faced with this cost tsunami,
operators had no choice but
to implement aggressive
menu price increases. What
began as modest annual
adjustments, quickly
escalated to more frequent
and aggressive price increases
as costs continued rising.
Consumer resistance is
mounting. Diners are visiting
restaurants less frequently
and shifting more occasions
to home-cooking. Traffic
declines have become
common across most industry
segments, with even
traditional trade-down
segment like quick service no
longer finding safe harbor.
The value perception that
once drove restaurant visits
has eroded significantly.
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This creates a vicious cycle:
declining traffic spreads fixed
costs across fewer
transactions, pressuring
margins further and
potentially necessitating
additional price increases,
which drive more traffic away.
Operators find themselves
trapped between
unacceptable profitability and
unsustainable pricing, with no
clear path forward using
traditional strategies.

The Profitability
Crisis and Industry
Contraction

The result is an industrywide
profitability crisis, and
independents are bearing the
brunt. Restaurant-level
operating margins are
dropping. Many operators are
barely breaking even or
operating at losses, sustained
only by owner equity,
accumulated reserves or the
hope that conditions will
improve. The four-wall
economics that once made

restaurant expansion
attractive now make growth
risky (See Exhibit 1).

The closure rate tells the
story. Thousands of
restaurants have permanently
closed recently, with
independent operators
particularly vulnerable.
Neighborhoods that once
supported multiple competing
concepts now sustain few.
Shopping centers have vacant
restaurant spaces that attract
no viable tenants. Since 2021,
the industry has lost more
than 35,000 independent
restaurants, or about 8% of its
unit base.

This contraction isn't
random—it's Darwinian.
Restaurants with weak
concepts, poor locations,
inadequate capitalization or
unsophisticated management
are being systematically
eliminated. The margin for
error has disappeared
entirely. Operations that
could survive with mediocre
execution in the old cost
environment now fail quickly
in the new reality.

EXHIBIT 1: RESTAURANT MEDIAN PRE-TAX MARGIN
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Full service
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2025

6.0%

4.0%

Limited service

The New
Requirements for
Success

Surviving and thriving in this
environment requires a level
of operational sophistication
once reserved for only the
most ambitious operators. On
the revenue side, restaurants
must become marketing and
customer relationship
experts. Understanding
customer acquisition costs,
lifetime value and retention
metrics is no longer optional.
Successful operators leverage
data analytics to optimize
pricing, promotions and menu
mix. They build direct
customer relationships
through loyalty programs and
data. They create compelling
reasons for visits through
limited-time offers, seasonal
innovation and experience
differentiation that justifies
premium pricing.

Digital capabilities have
shifted from nice-to-have to
essential. Online ordering,
mobile apps and delivery
integration must work
flawlessly. The customer
experience across all
touchpoints—in person,
online and through third-
party platforms—requires
careful orchestration. Social
media presence and
reputation management
demand constant attention
and resources.

Cost management has
become equally sophisticated.
Labor scheduling now
requires predictive analytics
and real-time adjustment
rather than static schedules.



Menu engineering focuses
ruthlessly on contribution
margin, eliminating low-
performing items regardless
of culinary preference.
Inventory management
systems track waste and
usage patterns to minimize
loss. Energy management,
equipment maintenance and
supply chain optimization all
require systematic attention.

Technology investment, once
discretionary, is now
mandatory for competitive
operations. Point-of-sale
systems must integrate with
inventory, labor and
accounting platforms. Kitchen
display systems, automated
ordering and prep
optimization tools help
stretch labor further.
Customer data platforms
enable personalized
marketing. These
technologies require capital
investment that strains
already tight cash flows but

proves essential for efficiency.
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The Path Forward

The restaurant industry isn't
dying, but it is transforming.
The new economics favor
operators who combine
genuine hospitality with
business sophistication, who
understand that success
requires excellence in both
the dining room and the
spreadsheet. Concepts must
offer clear value propositions
that justify their price points.
Operations must run with
precision that minimizes
waste and maximizes
productivity. Marketing must
be targeted and measurable
rather than scattershot.

Consolidation will likely
continue, with well-capitalized
chains and restaurant groups
gaining market share from
struggling independents.
However, opportunities
remain for sophisticated and
passionate independent
operators who understand
their markets deeply, manage

costs rigorously and create
experiences that command
premium pricing. The
survivors will be those who
recognize that running a
restaurant in 2026 requires
fundamentally different skills
and approaches than it did in
2021

The romantic notion of
opening a restaurant based
purely on passion for food
and hospitality no longer
reflects reality. Today's
successful restaurant
operator must be part chef,
part marketer, part financial
analyst and part technologist.
The barrier to entry hasn't
necessarily increased, but the
barrier to sustained
profitability certainly has.
Those who adapt to this new
reality will find sustainable
opportunities, whereas those
who don't will find increasing
difficulty to compete in this
transformative era in the
industry's history.
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Since 1966, we have produced
in-depth research focused on the
foodservice industry.

We provide insights into consumer, industry and menu trends
in the U.S., Canada and 23 markets around the world. Our team
of experts helps leaders in the industry make complex business
decisions, set strategy and stay ahead of the curve.
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