

Management Economics
Module code: LCBB5003



                       Individual Report 









                                 Lecturer name: Muno Zuwirai








Table of Contents
Introduction	3
A. Definition of Inflation with causes	4
B. Measures Taken by the Bank of England on the account of Inflation	6
C. Effect of increased interest rates on Yummy Bites Group	8
D. Recommendations to Yummy Bites Group to deal with inflation	9
Conclusion	11
References	12



[bookmark: _Toc108015021]Introduction
The report will discuss the meaning of inflation. It will also contain a discussion of inflation's causes and effects. The Bank of England took several steps to control inflation which will be discussed in this report, along with the possible effects of these stances on the country's economy. The report will also include the effect of inflation on the managers' decision-making and the effects on the Yummy bites group. It will end with the recommendations to the Yummy bites group for maintaining the stability of profit in the inflation and the related uncertainties.
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Inflation is the consistent rise in the market prices of commodities or services. The prices of the economy keep rising, and this evaluation is done in percentage. The rate of rising prices of the products aggregately in the market is known as the rate of inflation (Tein, 2021). It is a typical measure of adequate aggregate change in the prices or an increase in the living costs. 
According to the economist Tejvan Pettinger, A sustained rise in the general level of the price in the economy is known as inflation. This evaluation is done as per the cost of living. In other words, inflation can also be termed declination in purchasing a specific currency for a certain period (Tein, 2021). This declination in the purchasing power can be seen through a basket of fruits available for 5 pounds in the previous year. In case the inflation rate in the country is 5% for the current year. The same basket will cost the buyer 5.25 pounds. This can be said to be the effect of inflation.
In simple words, a general increase in the prices of the product is known as inflation, and the aggregate proportional increase in the price in a country's economy is known as its inflation rate. The rate of inflation is expressed in terms of percentage.
Causes of Inflation
Andrew Bailey, governor of the Bank of England, once said, "there is not a lot we can do", and targeted the unprecedented shocks series to the market of the UK and the rest of the world. The focus of the Bailey was on the food prices (Bank of England, 2022). The war on food prices will lead the government of the UK to huge problems.
Cost-push inflation
The name can understand this cause of inflation in the economy. It means that in certain circumstances, when the cost to the supplier in the production of the goods grows, the burden of this rise in the price ultimately falls on the shoulders of the consumers and results in inflation.
The rise in the supply of money
It is the most vulnerable action of the government, which rapidly increases the prices in the economy. It is obvious that the situation of huge money in regulation raises the incomes of the individuals, and this rise in the income simultaneously increases the cost of living (Bank of England, 2022).
Demand-pull inflation
It is the most common reason which causes inflation in the market. Demand-pull inflation occurs when the demand for the commodity or the service in the market rises, and the supply of the commodity or service either remains constant or decreases (Bank of England, 2022). The law of demand results in a rise in prices.
Regulations and the policies of the government
In some cases, the government policies, in turn, result in inflation. The most common action of the government concerning inflation is a change in the interest rates or a change in the money supply.
The inadequate rise in the wages 
As discussed earlier, in the situation of the inadequate rise in wages, the cost of living gets affected and increases. The expenses per the income (Bank of England, 2022). At a time of high income, a person improvises the living standard and raises the demand in the market, creating inflation.
Devaluation of the currency
As already discussed, a lower currency value hinders purchasing power's stability. If 10 units of a commodity are available for 20 pounds and there is a devaluation of the currency by 10%. These 10 units will cost 22 pounds, and hence inflation occurs.
 Implications and Effects of inflation
· Reduction in the Purchasing power
Inflation reduces the purchasing capacity of the money. As inflation occurs, the value of the currency starts depleting. If a commodity could be acquired for 10 pounds and there is an inflation of 10%, the commodity will cost 11 pounds (Klenerman, 2018). Hence the purchasing power gets affected.
· High impacts on Poor
The inflation kills poor more than the rich. In general, inflation means an increase in the cost of living, this rise in the cost of living affects the poor's pockets. Hence inflation impacts the poor more than the rich.
· Once high, it starts feeding itself
Inflation is a typical term. It grows exponentially when once it starts accelerating. If a property costs 10000 pounds, at the end of the month, it got sold for 10100 pounds, and the new owner further sold it for 10500 pounds by the end of the second month (Klenerman, 2018). Then, its cost will keep increasing until the recession in the economy.
· The rise in the rates of interest
To control inflation, the government keeps focusing on the interest rates, decreasing and increasing inflation. At the time of high inflation, the government raises interest rates, which hinders the regulation of the money in the country and controls inflation.
· Leads to huge recessions
Every peak has a trough, and every advantage has a disadvantage. If the economy has been raised rapidly in a short period, it will get back to a downfall (Klenerman, 2018). 
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The economy of the country England is currently facing a huge problem of high inflation. In 2022, the country's inflation rate will be 9.1%. It is the highest rate in the history of the past 40 years of the country (Klenerman, 2018). The government has taken several steps to control inflation in the UK. Some of these steps are as follows:
· The major action done by the bank of England is the adjustment of the interest rates. An interest rate is the return on money people get on a savings account.
· The other common way the Bank of England uses is setting up the monetary policy. Several tools are used to keep inflation stable and low.
Possible effects of Stances taken by the Bank of England
Increasing the interest rates:
The increase in the interest rates makes the cost of borrowing money more expensive. The interest rates affect inflation in two ways – the Bank rate, which refers to the base rate. This interest rate influences the rest of the all-other rates (Lorusso and Pieroni, 2018). The second way to deal with inflation is Quantitative easing, which refers to buying assets in the form of government bonds or gilts. QE supports the BOE by affecting interest rates.
Using different tools:
The major tool of the government to control inflation is Monetary policy. As already discussed, monetary policy plays a significant role in controlling inflation (Lorusso and Pieroni, 2018). The UK government also uses different perspectives or tools to control inflation, such as Price and wages control; this is the second method to control inflation directly.
The above discussed are the two stances which the bank of England takes. Further, the report will discuss the possible effects of these stances.
Effect of interest rates on inflation
The role of interest rates in controlling inflation is significant. As discussed, interest rates increase and decrease the cost of living, affecting inflation. The high-interest rates hinder the money supply (Lorusso and Pieroni, 2018). By lowering the supply of money, the government lowers its regulation also. This, in turn, reduces the increasing rate of inflation.
In the UK, this factor has played a significant role in maintaining the stability in the prices of the commodities in the market. The Bank of England has taken several steps to control the rapidly increasing inflation in the economy. 
The effect of the interest rates on inflation can be explained as, in the UK, the government raised the interest rate to control inflation. This rise in the rate lowered the regulation of money (Lorusso and Pieroni, 2018). This lower regulation affected the people's pockets, and people had less money to spend on goods. That results in lowering the purchase of unwanted goods and also affects buying a large number of goods.
Effect of inflation on Managerial Decisions Making: 
Inflation generally occurs in a lesser supply of available goods and high demand for the number of goods. This is often a managerial part of handling the business in such a situation. The upshot of the price once spreads the expectations higher. 
The company's manager plays an important role in pertaining the measures over such uncertainties, which are macroeconomic. The manager is tested bright in such uncertainties, still making the business more profitable and increasing the turnover. The manager must always try to crack the codes concerning the opportunities. Inflation can also be turned into an opportunity rather than taking it as a problem (Musarat et al. 2021). These factors depend upon the manager's mindset and role in dealing with such problems.
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Effect on demand for commodities
Lowering the revenue due to lower-income consumers: The yummy bites group has faced several consequences in maintaining the company's turnover. Businesses run based on demand. The demand is based on several factors, and one of the most significant factors determining the demand is the income of the consumers. 
The impact of increased interest rates on consumers can be explained as, at the time of increased interest rates, the consumers will have to pay high debts in the form of instalments or other repayment techniques (Musarat et al. 2021). It reduces the surplus left to the individuals who would further consume it by buying the different commodities.
Hence the most basic role of interest rates in affecting the Yummy Bites Group has been explained.
Effect on supply of the commodities	
The supply of the commodity has been affected due to an increase in interest rates. The company didn't have sufficient funds to fulfil the requirement of the quantity demanded. Due to inadequate inflation, the budget of the Yummy Bites Group got disrupted, and it suffered from the scarcity of liquidity. The yummy bites group has faced several hindrances in obtaining the loans (Musarat et al. 2021). The loans were available at much higher rates and became expensive. The budget had already got disturbed due to the inflation in the economy now this has become a serious problem for the company.
The managers of the yummy bites Group continuously disagree with such a huge rate of debt. This is because the loans are long-term debts and the companies must pay these amounts for years. The compounding of the higher interest rate makes a higher amount of difference and results in uneven loss of money.
	Effect on the cost and price of the commodities	
Inflation also has a high impact on profitability. Let us understand the role of inflation in lowering the profits or reducing the company's profitability. 
Inflation is not only for the ultimate consumers; it affects the suppliers too. The raw materials required for processing and preparing the final product are also inflated. Similarly, inflation is also seen in the workers' wages (Gocer and Ongan, 2020). Inflation in the economy applies to everything, from the cost of production to the company's administrative expenses. This rise in all the direct and indirect expenses of the company, in turn, raises the total cost of production, which affects the business's profitability.
Thus, businesses are affected due to inflation. It can also be seen as a chain by which every aspect is linked. A rise in inflation affects all these aspects as a chain reaction (Gocer and Ongan, 2020). The rise in the cost of living enhances the rise in the cost of services; it further raises the cost of production, increasing the commodity's price and raising the cost of living. 
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The role of the manager in every part of the business is significant. As already discussed, every uncertainty can be transformed into an opportunity for businesses. The manager's presence of mind and role can easily bring the company out of any situation.
The yummy bites group is a chain of restaurants suffering from the country's high inflation rate in the UK. The company can easily handle this situation by following these methods.
Reduction in wastage: The most basic way to deal with any situation in a certain problem and maintain the stability of the profit is the reduction of wastage. The Yummy bites group must focus on reducing the waste of food (Gocer and Ongan, 2020).
Revising the rates and auditing the menu properly: The group managers must keep the rates updated as per the inflation and the cost of materials. The restaurant's profitability must not be affected due to the ignorance in context of the rates of the dishes.
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The objective of the report was to discuss the problems of the Yummy Bites Group. The Yummy Bites Group is a chain of Restaurants in the country UK. It has several outlets in many parts of the country. The report has detailed information about inflation and its causes and effects. The major effect of inflation is the exponential growth when one starts. The report has discussed the government's problems and measures to control inflation in the UK. The Bank of England is responsible for creating the policies and actions for such issues, which have been discussed in the report. The report has also given information about the effect of inflation on the economy's demand, supply, and other such concepts. It has ended up with recommendations to the company to handle the situation.
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