[image: ]
BA Business Management
LCBB5003 Management economics

Component 2: Essay

Topic: What are the wider effects of the falling British pound value on the UK economy in terms of trade, inflation, growth and employment for UK organisations?
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The British Pound is in a declining stage over the last few years. the reason behind the fall of the pound value is Brexit. This has become one of the most influential factors in decreasing the value of the pound over time. in 2016 the pound value has fallen by 10% which was influenced by the US referendum of the UK’s Brexit issue (Scafidi, 2018). The external factors are the major agents of change in the business. The current price of the Pound against the Euro is £0.84 per Euro which depleted from £0.89 per Euro (Korus, 2021). The decreasing price of the British pound is alarming for the businesses as well as the overall economy of the country. International trade, inflation, and growth of the overall country will be discussed in this essay. 
[bookmark: _Toc99625945]Impact of British pound depreciation
The British pound is the fourth most traded currency in the world which accounts for almost 12.8% of the daily turnover of the world (Korus, 2021). The economy of the UK is the fifth-largest economy in the world only after the economies of the US, China, Japan and Germany. The depletion in the British pounds is crucial as it impacts world trade immensely. Trade is an important aspect of the economy (Gourichas, 2020). The impact of currency depletion in trade is both negative and positive. International and domestic types of trade are impacted after the currency depletion. The British pound depletion has made the current market more volatile to change. The situation of the UK trade is depicted in the eh diagram below. 

Figure 1: The impact of Pound depreciation in trade (Self-made)
The benefactors of the depreciation in trade are the ones who get the benefit from the British Pound depreciation. Firstly, the exporters are able to export more goods as the lower exchange rates are enticing the international buyers to buy more from the UK which has seen an increase in the exports of various products. The major exports of the UK are cars and gas turbines. The requirement for both the products is very high in the international market and the decrease of the Pound value facilitates rapid trade of such products (Grossman, 2019). Secondly, the tourism sector is increasing after the depreciation of the Pound value. The majority of the tourists are from the EU in the UK. As the pound rates decreased the European tourists are more eager now to visit the UK as it is cheaper for them in comparison to the previous years. The tourism sector is one of the biggest benefactors in the depreciation as the post-pandemic tourism of the UK has been very high. Thirdly, the workers are also getting jobs in the aforementioned sectors. The workers are getting more jobs as the production is increasing as the export requirements are rising in the UK. The UK exports increased by 31.5% in the second quarter of 2021 (Gobbi, 2022). The increase in exports requires more manpower to satisfy the needs of the exporters. Thus, new employment opportunities for factory workers are increased to suffice the need for production in the long run. These sectors were boosted due to the depreciation of the UK Pound. The positives do not mean that the overall result of depreciation is good. The positives are overshadowed by the negatives of the overall trade. 
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The negatives of Pound depreciation in trade for the UK are firstly the high price of the products that impact the customers. As the value of the currency depletes the prices of the products increase as a result. But the income of the consumers does not increase and as a result, the buying capacity of the consumers decreases. The demand for elastic products though remains the same, the demand for inelastic luxury products goes low and as a result, the luxury product producers suffer a loss. According to the consumer prices index, the UK inflation is 5.4% which is higher than ever (Stavarek, 2021). The high inflation is rapidly depleting the value of the British Pound and the consumers are curtailing their consumption the elasticity of the demand for luxury goods like high-end automobiles and expensive watches are rapidly degrading. Secondly, importers are facing the worst impact of the degradation of the UK Pound depletion. The importers import their products from various countries to meet the demand of the UK market. UK’s most imported product is gold followed by cars and crude petroleum. But as the price of the Pound has depleted the exchange rate has gone up which means that the import cost also went up. When the golds and cars enter the UK market, they then are sold at a higher price which impacts the price of the domestic market as well. Finally, the manufacturers are the most vulnerable group that is impacted by the depletion of the current business. The big manufacturers often import raw materials from various foreign countries. UK imports raw materials like copper, raw cotton, lead and zinc from the mostly Netherlands, Norway, the United States and Ireland (Riese, 2021). The depletion of the Pound suggests the increase in the cost of raw materials. The raw material cost increase results in an overall increase in the prices of the finished good. To adhere to the price increase of the raw materials the businesses often increase the prices of the finished products which creates inflation. The increased price is a barrier in terms of trade as the products will not sell in the volumes they used to sell previously. The trade barriers then appear in the market which results in a lower GDP for the country. 
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[image: ]Inflation is referred to the decline of the purchasing power of any given currency. Inflation occurs when the average price level of a basket of some goods and services increases. The percentage of the price increase of the basket is referred to as the percentage of inflation of an economy (Economidou, 2012). Inflation can cause various causes and inflation to a certain extent is important for the economic growth of a country. One of the major agents of inflation is the depletion of the currency. The depletion of the currency means the loss of buying power of the currency and this results in inflation. The UK Pound depletion suggests that the overall buying power of the currency has decreased and thus the inflation rate has gone up to 5.4% which is the highest since 2013 (Balakrishnan, 2021). The UK currency depletion is a result of this inflation. The price hike due to the depletion is fueling inflation in the country.  
Figure 2.UK Inflation. Source: Office for National Statistics
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In the demand-supply curve, we can see that the price of the product has increased from P0 to P1. Due to inflation supply curves have shifted their positions. Firstly, the demand curve is still as the demand for the products is elastic. Inflation does not directly impact the demand for inelastic goods like prescription drugs, food items and clothing. The demand thus remains the same. But due to inflation, the supply curve has shifted to the left. the reason behind the shift is the increase in the price of raw materials. The raw materials are expensive and this makes the production cost of the goods higher and as a result, the overall cost of the product goes up. As the cost is high, the production of the suppliers goes down and as a result, the supply curve shifts rightwards and increases the price of the product (Forbes, 2021). 
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Due to inflation, the cost of living is now higher than ever. The pandemic has stagnated the improvements done and along with the depletion of the Pound has contributed to the inflation. Firstly, global energy prices are rising every day. The UK government is not able to buy the energies with the same amount and the current UK Pound rate suggests that they have to pay more for the same energy that they previously bought. Energy is essential for the production and keeping the country running. The high prices are being paid by the individuals and the producers. The production facilities are paying more for the energy that they are consuming (Forbes, 2021). The bills are increasing the price of products that they are collecting by increasing the price of their products or service. This reduces the value of the Pound in the domestic market and increases inflation in the country ultimately reducing the value of the British Pound in the forex market. Secondly, the high energy cost has also increased the cost of shipping. The shipping of raw materials from various locations of the world is now high as the depleted Pound rate means a higher cost for shipping. The shipping cost also adds up with the production cost whichthus the product price increases that increase inflation. Finally, due to Brexit, the staff are short in the current market. The staff shortage increases inefficiency in the business and can reduce the productivity of the producers. Moreover, the employees are currently demanding more from the businesses which have seen an increase in the wages of the employees. The high wages also add up with the product price and create inflation in the market. Along with these major issues, some other factors are caused due to the Pound rate depletion (Franses, 2020). The major factor behind the Pound rate depletion and the current inflation rise is caused due to two major events. Firstly, the Covid pandemic has made it hard for businesses to bloom. Many businesses were forced to close their shops during the pandemic and many never reopened. As a result, the economy of the country took a major hit. The dull economy resulted in the Pound rate going down. Moreover, Brexit came along with the pandemic that has increased the prices of various products in the country (Balakrishnan, 2021). The majority of the workers in the UK were from the EU countries and once they were gone the production industry took a major hit as they had to employ workers at a premium wage [image: ]which is decreasing the price of the Pound due to inflation.
Figure 3. Cost of living. Source: Annual Survey of Hours and Earnings (ASHE)-Office for National Statistics
[bookmark: _Toc99625950]Economic Growth
Economic growth refers to the increase in the gross domestic product of a country compared to the previous years. If the difference between the GDPs is positive then the economy is growing and if there is no change in the results then the economy is stagnant. Economic growth increases the factors of production for a country. Economic growth refers to the increase in the income of the population that transpires into a higher standard of living (Kirikkaleli, 2021). The impact of the Pound rate depleting is that the economic growth of the country will be stagnated. The physical capital goods will not increase in the country and thus the country will not be able to produce more. The low GDP will mean that the economy is not growing for the UK. [image: Chart, line chart
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Figure 4. Annual growth of gross domestic product in the United Kingdom from 1949 to 2022.Statista
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Economic growth is denoted by the GDP formula. This formula refers to the gross national product of the country and measures economic growth. The equation is-
GDP = C+ I+ G+ (X- M)
In this equation C stands for consumer spending, I stands for capital investment by businesses and households, G stands for government spending, X stands for exports and M stands for Imports. If the result of this equation is positive then the country is doing economic growth.  
The current British Pound depletion has caused consumer spending to be limited as the prices of consumer goods have gone up. Secondly, the business and household capital investment are also low as the current depletion of the currency has made the profits from investment minimal for the businesses and individuals. Thirdly, government spending has been high. As the exchange rate is low, the government is forced to spend more to ensure the smooth operation of the country. The government also had to provide subsidies during the lockdown period. Finally, the exports of the country have increased whereas the imports have decreased (Bukowski, 2020). As the currency have a lower value than usual, other countries are eager to buy the products from the UK at a fairly lower exchange rate. On the other hand, the imports are low as the businesses are forced to spend more on the imports due to the low value of the pound in the foreign exchange market which has increased the prices of the imported products significantly. Despite these factors, the high government spending in the international market and the high production due to more exports have made the UK GDP grow 7.5% in the year 2021 (Karagainni, 2021).  
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The Bank of England has set their monetary policy to meet a 2% inflation target that will help them keep sustained growth and employment in the future. The new policy has decided to increase the interest rates to increase by 0.15% and to make the overall interest rate 0.25% (Oxford Analytica, 2021). As per the projections, the energy prices are to stabilize as well as the global demand for UK products will also return to normalcy which will eventually lower the inflation of the country. The unemployment level has reduced to 4.1% against 4.34% in 2020 (Carney, 2021). The unemployed population are reemployed and they will contribute towards a better GDP for the country and ensure economic growth for the UK. The current depletion of the UK Pounds is better for the country as the country had faced similar kind of situation in 1992 (Oxford Analytica, 2021). The country then pulled back their economy by focusing the economy on the low inflation economic growth. The current monetary policy focuses on the inflation rate and plans to reduce the inflation to 2% (Carney, 2021). 
Unemployment is another reason for the Pound rate being depleted. Unemployment causes the production of the country to go down. Unemployment disrupts the stability of the economy and thus the economic forces to change and the fluctuation of the interest rates and inflation results in a depletion of the currency. The unemployment rate has directly impacted the Pound rate of the country. In 2019 the unemployment rate rose to 4.4% and the GBP/EUR rate dropped to 1.3944 (Simonescu, 2020). Unemployment refers to the inefficiency of the country to deploy all the resources available to them. The higher the unemployment rate the lower the Pound will go down. The recent monetary policy has a goal of reducing the unemployment rate to 4% to ensure a stable economy for the country (Riese, 2021). 
[bookmark: _Toc99625953]Conclusion 
The depleting Pound rate of the UK has made it tough for both international and domestic businesses. The reducing rate of the British Pound has made it harder for the importers of the country to import the desired amount. However, the exporters are enjoying the low rates as they are exporting more as the buyers are eager to buy at a lower Pound rate. The trade is facing a deficit in the domestic market but has a trade surplus in the foreign market. Due to this trade deficit and the volatile energy market the inflation of the country is also high (Gobbi, 2022). The inflation is causing the standard of living of the UK more expensive. The UK is economically growing as the government spending and exports of the country increased despite the low individual investment and low imports. The unemployment rate is high but if the unemployment rate is possible to be taken under control then the rate of the Pounds can go up again. 
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UK Inflation Hits 30-Year High
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