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An exploration of the impact of inflation on the cost of living in United Kingdom


Introduction
The economy of United Kingdom has been in continous instability and over the past ten years, central banks have tended to place more emphasis on maintaining a low rate of inflation. The aim of the study is to investigate the inflation impact on the cost of living, wedges limitation and the businesses profitability between 2019-2021.
Background information
The global macroeconomic environment influences the United Kingdom (UK) economy, pushing the inflation rate to rise through diverse movements such as Brexit and the Pandemic and underlying causes like the Russian war. Due to these unpredictable moves, the price index increases in commodity goods and services, causing an economic crisis (Devine, 2022). 
The pandemic has slowed down the UK economy causing weaker global economic activities by lowering export demand and upsetting global supply systems. As a result, household income, company revenue decline, and external cost pressures from changes in the currency rate and commodities prices (Bank of England, 2020). Given the abrupt shifts in demand, the temporary shutdown of some industries, and the stark variations in experiences across sectors, the impact is highly unpredictable due to customers' decreased ability and willingness to spend, which lessens the incentive to drop prices. Businesses are also likely to be less able to raise demand through price reductions (Ibid). The Office for National Statistics (2020) reports that the Consumer Prices Index (CPI) dropped from 1.7 per cent in February (ONS). According to Mike Hardie, the organization's head of inflation, there are signs that consumers are spending more on necessities like food and clothing. As a result of lower prices for clothing and fuel brought on by the coronavirus lockdown, the UK's inflation rate dropped to 1.5 per cent in March. (Mike Hardie, 2020).
As the global economy emerges from its recession, particularly for consumer items, inflation has increased in numerous nations. One significant aspect is supply limitations brought on by the pandemic increasing demand for goods and commodities, driving the UK economy to face the highest rate of inflation since 1980 (Partington, 2022) with an annual inflation rate of 10.1 per cent in September 2022, which was higher than the average for the Eurozone in August 2022 (Devine, 2022). One element driving inflation is cost increases for consumer products, resulting from high consumer demand and supply-chain bottlenecks (BF Devine, 2022). For instance, energy expenditures, including rising residential energy tariffs and gasoline prices, significantly contribute to inflation following the start of Russia's invasion of Ukraine. The gas prices reached record highs and continued to rise for most of 2022 due to shortages of Russian supplies as well as food and non-alcoholic beverages increased by 16 per cent, up from a 14.5 per cent increase in September costs resulting from a shortage of the amount of grain available. (BBC News, 2022).
Despite the rapidly increasing wedges of 5.7 per cent, the average wedges fall by 2.7 per cent once inflation is taken into account. However, an increase in wedges results in a higher price for the business to cover salary and, therefore, higher inflation (BBC News, 2022).
Literature review
Inflation describes a long-term, widespread increase in the cost of products and services throughout the economy, which reduces consumer and business purchasing power. In other words, a pound will not buy as much today as it did yesterday (Donovan, 2015). For a healthy economy, the annual inflation should range at two per cent average and is a sign of pricing stability, which might stimulate spending when the economy is slowing down and needs a boost, increasing demand and productivity (Schmidt, 2022). On the other hand, when inflation starts to outpace wage growth, it may indicate that economy faces a financial crisis (Lane, 2022).
The Consumer Price Index (CPI), Producer Price Index (PPI), and Personal Consumption Expenditure (PCE) are used to calculate the inflation rate. No single index can fully capture the spectrum of price changes in the economy; therefore, economists must consider these indexes to provide a complete picture of the inflation rate (Pattel, 2021).
The PPI and the CPI serve as indicators of producer and consumer prices, respectively. For instance, the PPI collectively refers to three distinct indices: one for raw materials, one for intermediate goods, and one for completed goods (Clark, 1995). The CPI refers to a single index that includes the costs of the average consumer's typical basket of goods and services (Wessel, 2018). There are furthermore accessible more specialised consumer price indices. For instance, the so-called core CPI calculates the cost of consumer goods and services unrelated to food or energy, including healthcare expenses, based on what consumers spend each month (David Lavie, 2022) and helps to identify the indirect expenditure highlighting the consumer switch to substitution when the price is higher than expected. 
The main drivers of economic growth are demand and supply, which are the leading causes of inflation. Several factors influence the demand and supply curve to shift, resulting in inflation rate changes such as productivity growth, monetary policy, exchange rates, oil prices, economic growth rate, wage growth and inflation expectation (Mankiw, 2020). Demand-pull and cost-push inflation are the main types of inflation; however, based on the percentage and pace of the price increase, inflation can be categorized as creeping inflation, running inflation, and walking inflation (Smith, 2021). Furthermore, when prices in an economy are rising at an accelerated rate of at least 10% annually, it refers to galloping inflation, which is characterised by abrupt increases in the inflation rate, followed by equally sharp decreases along a solid upward trend that could extend for several years. Unless immediate action is taken to stop it, it can frequently be a precursor to hyperinflation (Bain, 2020). Hyperinflation is a high inflation that occurs suddenly, which defines an increase in price that is out of control. Hyperinflation is a rare event and historically occurs only when a confluence of circumstances converges, such as bad monetary policy, corrupt governments, and unstable economies (Liping, 2017).
Demand-pull inflation happens when the economy grows too fast, and businesses increase prices to keep up with the demand. Factors such as a cut in interest rate, an increase in money supply and higher wedges push inflation to rise and decline the demand for goods and services to aggregate supply (Schwarzer, 2018). The cost-push inflation arises from production costs increasing supply prices affecting a business's profitability. The import and raw material prices are the core of cost-push inflation, driving the economy to crisis and impacting the cost of living for households. Furthermore, cost-push inflation leads to built-in inflation, where firms have to increase wedges to keep up with the living cost, resulting in a higher inflation rate (Schwarzer, 2018).

The Brexit referendum has brought an unexpected abrupt decline in pound value with the outcome of a political development that altered the expectations of currency investors over upcoming economic policies (Holger Breinlich, 2022). Following the referendum, product categories with higher import shares had a more significant inflation increase resulting in 2.1 percentage points higher for every ten-percentage point rise in the import share for the next two years. 
Since February 2021, household, housing, and transportation costs have contributed to 9.3 per cent of the CPIH basket of each month's increase in consumer price inflation as well as food and non-alcoholic drinks and 5.5 per cent over 12 months as reported in February 2022 (Office for National Statistics, 2022). Business prices have also increased significantly recently, reaching 15.2% for the Producer Price Index (PPI) for inputs in November 2021 and 10.1% for the PPI for outputs in February 2022. Many of the present inflationary factors are international, with used automobiles exerting significant upward price pressure in both the US and the UK, as well as energy and fuel costs being influenced by circumstances on the worldwide market (Office for National Statistics, 2022).
Price hikes impact low-income households more since energy and food comprise a more considerable percentage of their budgets than the average household, and food bank organisations report a rise in demand and 92 per cent of British adults experienced a rising cost in November through December 2022 (Harari at all., 2022). To bring inflation below its 2% objective, the Bank of England has been increasing interest rates, which reached 3.5% in December 2022 (Ibid). Higher household borrowing costs as a result, particularly concerning mortgage interest rates. Mortgage service providers raised their interest rates on the mortgages they supply due to the financial markets' response to the "mini-budget" of September 2023 (Harari et al., 2022).
Research methodology
A systematic inquiry process known as research involves gathering data, documenting important information, and then analysing and interpreting that data and information following procedures in concordance with academic and professional disciplines (Adams, 2021). The main activities of research are fundamental, applied, and experimental, referring to primary research, which is theoretical or experimental work with no specific application or purpose in mind but rather to learn new things leading to applied research, which mainly focuses on a specific practical aim or objective. Experimental development is methodical work focused on producing new materials drawing on prior knowledge obtained from research and practical experience (Djellal et al. l, 2003).
The definition of knowledge and the methods are arbitrary to the subjectivity of educational research to comprehend the ontological and epistemological presuppositions that underlie each piece of research which connect presumptions to the technique and procedures of the researcher through paradigms (Scotland, 2012). The ontological and epistemological definitions are erratic and, as a result, occasionally wrong. For instance, ontology is concerned with what we know about the world, but epistemology is concerned with how we know it. The ontological interest of what exists and the epistemological concern of what we can know are not always the same thing (Stephen R. Bates, 2007). Marsh and Furlong state that to distinguish their meta-theoretical positions, "Realism shares an ontological position with positivism, but, in epistemological terms, modern realism has more in common with relativism." This inclusion of epistemological terms when defining ontological positions can be considered part of a larger conflation of ontology/epistemology—the ontological stance of realism. The argument goes that some elements of the world (both social and natural) exist independently of our understanding (Furlong, 2010).
The strategy that guides the selection and application of a given technique is known as its methodology. Although the methodology is concerned with timing and data collection and analysis methods, it asks how the inquirer may learn what they think is knowable. Quantitative, qualitative, and mixed methodologies are the most often used research methods in which, the researcher anticipates the information required to address the study topic (Williams, 2007). 
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