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1. Introduction
This report will expound on the definition of inflation alongside its causes, implications, and effects, factoring in Bailey's statement. Additionally, the report will discuss the effects of increasing interest rates to control inflation, and the effects of the increased interest rate on Yummy Bites Group, which operates a chain of restaurants and where I work as the Business Planning Manager.
The UK is currently undergoing a state of inflation and the prices of goods and services have hit a high. Inman (2022) reported that the 9% inflation rate is the highest rate seen in the UK in over 40 years. Inflation occurs when there is excess demand or a decrease in the aggregate supply or demand. Consequently, the prices of goods and services shoot up and consumers reduce their rate of spending. To try and regulate inflation, governments use macroeconomic policies such as fiscal and monetary policies. In this case, the Bank of England (BoE) tightened the monetary policy and increased the interest rate to reduce inflation. The effect of this is that Banks will get loans at a higher rate and increase their lending rates, which will force more people to save up more. This in the end will ensure that the money supply in the economy is enough, thus reducing inflation. Though the BoE increased this interest rate to contain inflation, the Governor, Andrew Bailey, stated that there were other causes of the menace such as the Russian-Ukraine war, Covid-19 disruption, and Brexit, which he and the BoE cannot control (Elliott, 2022). 
2. Definition of Inflation, Causes and Implications
a) Definition
	Inflation has been defined in several ways. A dictionary meaning of inflation is that it is the increase of prices of goods and surfaces. It can also be described as the decrease of money's purchasing power in an economy and this is seen in the high cost of goods and services. This is because a currency unit only buys a few goods, hence money loses its purchasing power. Typically, inflation is more of a broad measure of things such as the cost of living in a nation as reflected in the increased prices, (Jacobs et al. 2014, p. 8). It is a sustained increase in the price of goods over some time (Pettinger, 2021). A good example is the price of football tickets which stood at £4.50 in 1980 and today it has increased to even £87. Ideally, when the cost of goods or services increases, the quantity that could be bought for a certain amount decreases, hence why it is said that inflation is the reduction in the purchasing power or value of money. Shaikh et al. (2022, p.12) expound on inflation in their work, stating that it is when the money supply exceeds the economy, making a currency lose value, and consequently there is a decrease in the purchasing power. This is what the 9% inflation in the UK entails. 
There are three types of inflation. These are cost-push, demand-pull, and built-in inflation (Langemeier, 2022). Cost-push inflation is whereby the prices of goods and services increase because the cost of production has gone up. For instance, when the cost of wages and raw materials increases, the prices of the end product that consumers buy will be higher. Demand-pull inflation happens when there is an increase in demand for goods and this causes an increase in the price of the good or service being demanded (Machlup, 2020, p.246).  Government spending has been known to cause such inflation. Built-in inflation is where wages are high above the inflation rate and thus, the cost of the finished goods becomes high. This cycle or loop builds up and the economy becomes inflated. In such an economy, consumers expect that prices will be higher, hence they spend more instead of saving up and workers also see that the cost of living will be high and thus, demand for more wages, making prices to be high. Accordingly, the fact that high inflation is expected leads to an inflated economy, thus the term “built-in inflation”. This is what inflation entails.
b) Causes of Inflation
Inflation is caused by different factors. The Keynesian and Monetarist views both offer different perspectives on what leads to inflation. The most common causes are demand-pull and cost-push inflation. However, there are other causes of inflation today, such as the COVID-19 pandemic and the Russian invasion of Ukraine.
i. Demand-pull Inflation
	The Keynesian view pushes for this as a cause of inflation. The school of thought holds that inflation happens because of the pressures of demand in an economy and not money supply changes (Sunday, 2015, p.119). This occurs when the demand for particular services and goods is higher than the ability of the economy to meet these demands. Due to the demand being higher than the supply, the prices of things soar, causing inflation. A good example is the tickets for the “Hamilton Live Show” on broadway that cost around $139 but the prices skyrocketed because of the limited seats and many people wanting to see the show (Matthews II, 2022). The demand was more than the supply, leading to a higher cost of tickets. This type of inflation grows the economy because the high demand leads to more investment and expansion. Increased spending by the government and the private sector leads to such inflation (De Rugy, 2022). In 2022, after the restrictions faded after the pandemic, many people wanted to travel and even go on vacations. There was a demand surplus for hotels, movie places, and attraction sites, which led to higher charges for such places, thus leading to inflation (Livingston, 2022). Additionally, when the pandemic hit the world, people panicked and over-shopped for basic supplies. This led to shortages of goods such as milk and toilet paper, and their demand caused the prices to soar up, leading to inflation (Livingston, 2022). Hence, a high demand for goods or services that are limited leads to inflation as prices skyrocket.
ii. Cost-Push Inflation
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Figure 1 UK Cost-push inflation (Pettinger, 2021)
	This is associated with non-monetary factors. Increased production costs lead to this type of inflation. In this case,  the workers demand higher wages and the prices of raw materials are also high, leading to increased prices of the finished goods (Matthews II, 2022). It is also called supply shock inflation because of the decreased aggregate supply. Wars, natural disasters, or the prices of inputs lead to CPI. The Governor of BoE is therefore right when he states that international events have led to UK’s inflation. For example, the COVID-19 pandemic disrupted the supply chain in that the lockdowns made it difficult to source raw materials, making the cost of production high. This led to increased prices for finished goods. The removal of lockdowns caused supply shocks in many economies, leading to inflation (Posen and Rengifo-Keller, 2022). Wars such as the Russian invasion of Ukraine lead to CPI - this war has led to overall increased prices of goods such as fuel/gas which are originally sourced from these countries (Posen and Rengifo-Keller, 2022). The war disrupted the supply chains as countries have cut ties because of differences leading to increased prices of commodities such as gas and food. The UK sources natural gas from Russia and hence, the war has disrupted the supply chain, leading to inflated prices of goods such as gas. In addition, Brexit has made the UK suffer from labor shortages since migrant workers cannot move freely from EU countries - this has disrupted the supply chain and led to inflation because available workers expect a high wage, which leads to expensive end products or services (Posen and Rengifo-Keller, 2022). Worker shortages due to the Covid-19 pandemic and Brexit have made prices of end products skyrocket, thus causing inflation. 
iii. Increasing Wages
	Workers demand for more wages because of the high cost of living. When firms increase their workers’ wages, they make them spend more because they have sufficient finances. This drive the prices of goods and services. This creates the wage-price spiral which is a result of the increasing loop of wages and salaries. 
iv. Inflation Expectations
	Inflation can also build up where people project that there will be a rise in the cost of living. In this case, consumers expect that there will be an increase in prices, thus they take out their savings and spend more, rather than keeping it in a bank. This leads to built-in inflation. Workers ask for more wages since they believe the cost of living will rise - firms pay them these high wages and this is then reflected in the high prices of commodities. 
v. Regulations and Policies
	Some policies and regulations by the government can lead to inflation. For instance, strict building rules could lead to an increased cost of houses for residents or make the supply of housing lower, thus leading to inflation (Matthew II, 2022). Additionally, when the government uses tax subsidies for particular goods, it can make its demand go high. The tax subsidies make the commodity cheaper, causing many consumers to demand it - such high demand can lead to inflation. 
c) Effects/Implications
	Inflation may sound quite bad but it has both positive and negative effects
i. Positive Effects 
	Inflation has a fair share of good impact - mostly, the small inflation has such effects, and is less likely to impair economies. For instance, inflation boosts the prices of real estate and value stocks. This is because landlords can increase the rent as the rate of inflation goes up to protect their assets. Furthermore, A the purchasing power reduces for assets in a bank, the tangible assets increase in their value as a currency goes up. Furthermore, the cost of value stocks and equities also increases when an economy is inflated a bit. Inflation also reduces the debt rate, ensuring that most debtors easily pay what they owe since a currency is at a low (Livingston, 2022). This helps clear student loans and fixed-rate mortgages. Inflation also pushes consumers to spend more since they would rather spend than save where the purchasing power is low. Consumers believe such spending will be a beneficial layer and this grows the economy in the end. Inflation at smaller rates is also good for the labor market. Short-term inflation can lead to a decrease in the unemployment rate - with high inflation, there will be high demand for workers, thus increasing the rate of employment. More specifically, such inflation sees to it that wages fall, thus balancing out the labor markets. Lastly, inflation helps in deterring deflation, which is an overall decrease in prices. This could hurt an economy worse than inflation if it occurs. For instance, it could cause a banking crisis since debtors default on their loans because of decreased incomes and high-interest rates. With inflation, such things can be controlled using policies, thus deterring deflation. 
ii. Negative Effects
	Inflated economies lead to harmful effects on a country. First, inflation hurts the growth of stocks and bonds since it affects the value of the income at a particular time (Dutta, 2022). Inflation can also lead to recessions in a country. A longer period of inflation can set up a pattern of high prices and wage increases, leading to a recession. Inflation increases interest rates as banks and the BoE respond to the issue this leads to fewer people borrowing from banks (Livingston, 2022). Inflation also leads to fewer people saving since the purchasing power of money has been reduced. For working people on fixed incomes, inflation sees to it that they get less valuable benefits (Livingston, 2022). This is because organizations adjust these benefits according to the inflation rate. Inflation also hurts the poor quite a lot - with their low income, they have to buy necessities that they cannot go without and these usually sell at high prices in such times.
3. Possible Effects of BoE’s Stance (increasing interest rate) on Control Inflation
	The Bank of England tightened monetary policies to control the inflation rate in the UK. In particular, the BoE increased the interest rate (Elliott, 2022). The effect of this is that commercial banks will be getting their finances at higher interest rates. As such, these banks will lend to consumers at higher rates than usual, and this leads to less spending. When consumers spend less, the cost of goods and services eventually drops, thus making inflation fall. The BoE reduces the consumer's purchasing power as the sterling is at a low due to the rate of inflation, causing them to spend or buy less. This lowers the demand for goods and prices and causes their prices to drop, thus, containing inflation. In the end, by increasing the interest rate, the BoE will see to it that consumers demand less for energy and food, and their prices will go down, thus causing the rate of inflation to fall from 9% to way lower.
4. Effects of Interest Rates on Yummy Bites Group
	Yummy Bites Group is a chain of restaurants in the UK that served medium and low-class consumers. As a Business Planning Manager working alongside a task team, the goal is to protect the company from inflationary pressures. With the BoE increasing the interest rate, the short-term effect is that the consumers we serve will likely be dissuaded from spending as their purchasing power has been reduced. This is bad for Yummy Bites Group since it means there will be less demand for our restaurant foods. Consumers will be less willing to spend their money on restaurant meals, hence causing losses for Yummy Bites Group. In the long-term, the BoE hopes that increasing the interest rate will contain inflation in the UK. Consequently, consumers’ wages and benefits will increase and this will push them to spend more. There will be more consumers flocking to YBG since they are willing to spend money on our food. This leads to more profits for YBG, a competitive advantage in the market and increased market shares as the company will grow with more customers buying our meals. With such expansion, YBG will equally have to hire more workers and also, may increase employees’ salaries or benefits. 
5. Conclusion and Recommendations
	The UK is at the moment facing inflation with the cost of energy and food skyrocketing. The rate of inflation stands at 9%. To reduce this, the BoE has increased the interest rate. However, Governor Bailey states that other factors such as Covid-19 are to blame for the inflation, and these are outside the control of the BoE. Inflation is the increase in prices of goods and services and a decrease in purchasing power. It occurs when the demand is higher than the supply in an economy, causing an imbalance. Some causes of inflation include regulations and policies such as stringent building rules, cost-push inflation, demand-pull inflation, higher wages, and devaluation. When it comes to cost-push inflation, the cost of production becomes too high, causing the prices of goods and services to be quite high. Disasters such as the Russian-Ukraine war have led to such inflation - the war saw an interruption of supply chains and raw materials like natural gas have become difficult to get, thus leading to increased fuel prices. Food prices have also gone high because of the disrupted supply chains. Brexit also interrupted the supply of labor, which led to increased demand for this labor, forcing organizations to pay more monies, and increasing the overall prices of end products. As for Covid-19, the pandemic disrupted the supply chains, causing the prices of raw materials to increase, hence leading to inflation. Furthermore, the opening of economies after the pandemic saw many people rush to holidays, movie places, and restaurants - this led to more demand for such and increased the prices of the services and goods offered, further leading to inflation. The panic buying when the pandemic started also caused a shortage of some commodities, leading to increased demand, which shot up prices. Hence, beyond monetary factors, other circumstances cause inflation as stated by Governor Bailey, and this makes it difficult for BoE to control the issue entirely. The increased interest rate will reduce consumers’ purchasing power (income will be low), thus making them spend less, which will reduce the prices of goods and services since their demand will be low. In the end, this lowers inflation. For Yummy Bites Group, the high-interest rate will make consumers spend less, and thus, the chain of restaurants may suffer losses at first. In the long run, the high-interest rate will reduce inflation in the UK. Reduced inflation means that buyers will want to spend more and this will bring more revenue for YBG. 
	One recommendation for the BoE and the government is that they must consider the other aspects beyond monetary factors that influence inflation so that they take appropriate measures to protect the economy and consumers. For instance, Brexit, Covid-19 disruptions of supply chains, and the Russian invasion of the UK are non-monetary factors causing inflation - these factors are beyond BoE’s control, hence appropriate steps have to be taken in response to the inflation caused. As for Yummy Bites Group, the organization should establish a good relationship with customers and a great image so that even when inflation hits like now, the business remains operational because of loyal customers. YBG should also avoid borrowing from the banks at the moment because of the increased interest rate. The high inflation rate has seen the BoE increase interest rates to control the said inflation. Indeed, this will help contain the high inflation in the UK but the government should also consider other factors for better and more efficient inflationary control.
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