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[bookmark: _Toc118669185]1: Introduction
The economic and commercial climate of today demands that companies regularly assess and revise their strategy to account for new trends and developments. In order to achieve this goal, firms will need to carefully monitor both the macro and micro economic conditions, as well as keep themselves informed of the issues and challenges (Griffiths & Wall, 2011). It is possible for organizations to successfully combat these problems and secure their continued development and survival in the future if they make the right managerial and corporate decisions. The relevance of economic circumstances as a factor in management decision-making is the topic of discussion in this study. This study will investigate the effects of the rise in global energy prices on the economy of the United Kingdom and how those effects might influence the managerial decisions of both large and small businesses.

[bookmark: _Toc118669186][bookmark: _Toc72274038]2: Application of Economic Concepts in Management Decision Making
[bookmark: _Toc118669187]2.1: Overview of Management Economics 
Applying economic theory and analysis to management decision-making is the focus of managerial economics. The study of how products and services are created, exchanged, and used is known as economics. The field of managerial economics focuses on the application of economic theory and principles to the problem of allocating limited resources effectively (Griffiths & Wall, 2011). Managers make use of economic principles in order to maximize productivity, efficiency, and profit while lowering costs. By analysing challenges at the micro and macro levels, these frameworks help businesses make more informed, forward-thinking choices. Making judgments about the future, also known as forecasting, is an essential aspect of management, and with it comes a certain degree of risk and uncertainty. However, managers may benefit from the guidance of managerial economic approaches while making these decisions. One of the primary functions of managerial economics is to examine the potential consequences and implications of both short-term and long-term decisions on the profitability and efficiency of the business (Baye & Prince, 2022). With the goal of optimizing decision-making when the business is confronted with issues or impediments, it proposes a solution to a management issue. Therefore, the ultimate goal of managerial economics is to provide business leaders with the knowledge and skills they need to make well-informed choices that will increase revenue and cut down on expenses. Although managerial economics may be applied to a wide variety of corporate settings, the most typical areas of concentration are the manager's choices about risk, pricing, production, and capital. 
[bookmark: _Toc72274039][bookmark: _Toc118669188]2.2: Economic Conditions Impacting Management Decision Making 
Business executives, especially those at large corporations, need to be aware of the effects of shifting customer preferences and behaviour, employment rates, borrowing rates, financial and banking dynamics, and inflation (Baye & Prince, 2022). The following discusses some micro and macroeconomic factors and their impact on management decisions:
Inflation: The growing expense of living is what economists refer to as "inflation." It has an effect on both customers and commercial establishments. In order to sustain profits, most firms have to increase prices with inflation. Firms with ample financial resources can afford to take advantage of inflationary situations by raising prices at a slower rate than their rivals, therefore increasing their market share (Harris, 2013).
Employment: Economic activity tends to go through periodic cycles. Businesses typically increase their staff size during periods of economic growth to meet the increased demand from customers. During an economic downturn, employers are less likely to bring on new workers and more likely to reduce staff (Harris, 2013). Successful companies with sufficient resources might gain strategic ground by going against the grain of current market trends. They are able to invest in technology that allows for more output with a smaller workforce when times are good. They should take advantage of the abundance of skilled workers available during the recession in order to hire them at lower costs.
Customer demand:  At all times, businesses must determine the optimum levels of factory output and inventory stock to meet customer demand. Determining the optimal course of action depends on the marginal benefit or the price at which sales are guaranteed to surpass the expense of production and storage (Baye & Prince, 2022). Since customer demand is in a constant state of flux, production and inventory choices must frequently be revised.
[bookmark: _Toc72274042]Suppliers: It is essential for the management of a firm to ensure an adequate level of supply of raw materials and equipment in order to reach the required production level that satisfies customer demand. In times of supply shortage or supply chain distortion, management may have to decide on sources to procure these raw materials. Besides, management also needs to analyze the relative cost of each alternative source to choose the most benefitting or profit-maximizing one.
[bookmark: _Toc118669189]3: Economic Analysis of the U.K.'s Energy Crisis
[bookmark: _Toc118669190][bookmark: _Hlk118656957]3.1: Overview of the Energy Crisis 
According to the International Monetary Fund- IMF (2022), the energy crisis is having a more severe impact on household budgets in the United Kingdom than in any other western European country. The expense disparity between low-income and high-income families is much larger in the United Kingdom than in other developed nations. The reason is the United Kingdom's huge reliance on natural gas to heat houses and generate power at a time when Russia's war in Ukraine has caused gas prices to skyrocket.
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Figure 1: U.K.'s Natural Gas Import From Russia
Source: (Donnarumma, 2022)
Even though the U.K. gets only about 4% of its energy from Russia, the restrictions imposed by E.U. has an overall impact. Germany relies on Russia for 55% of all its gas (Donnarumma, 2022). With strongly dependent nations like Germany now obtaining more gas from Norway, which is Britain's principal supplier, the prices in the U.K. have been indirectly impacted.
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Figure 2: Increasing Wholesale Gas Price in the U.K.
Source: (Foucart, 2022)
Additionally, the United Kingdom has the least energy-efficient dwellings in western Europe. Liquified natural gas prices in the U.K. have reportedly increased since early 2022, with the price hitting a record high of 640 pounds per them (Foucart, 2022). This increase in gas prices has tremendously impacted households and industries across the U.K. As natural gas accounted for generating 40% of the country's electricity and used to heat over 80% of households, and is an important raw material and source of heat for industry (Bradshaw, 2022).
[bookmark: _Toc118669191]3.2: Impact of Increased Energy Prices on the Economy 
A sudden and persistent increase in energy costs often has a negative aggregate influence on the function of other economic elements, even though economists think that increases in energy prices are substantially distinct from rises in the prices of some of the other commodities. Over time, it has been clear that the demand for energy is less elastic than the demand for other commodities and services. This indicates that there is little sensitivity of energy consumption to price fluctuations. There are several instances of this, such as the fact that those who drive themselves to and from work every day must pay higher rates for gasoline or d ring the winter, homeowners must spend more for electricity and natural gas to heat their homes. As the U.K. economy is heavily reliant on imported energy, it certainly has a significant implication on the overall economy of the country. The following describes these effects more specifically.
Discretionary Income Effect: The term "discretionary income" is used to describe the amount of money left over after bills and other essentials have been covered. Economists believe that increasing costs for energy have the effect of decreasing customers' discretionary or disposable earnings. This is because consumers' budgets tend to fall following the payment of higher energy bills. This is corroborated by an ONS survey, which found that 66% of British people saw a rise in their cost of living after January 2022 (Reid, 2022). It also found that 79% of respondents who saw their living expenses rise blamed the cost of utilities like gas and electricity (ONS, 2022).
Uncertainty Effect: This suggests that variations in energy costs enhance the level of uncertainty that consumers feel about their expectations regarding future economic situations, which in turn causes them to delay the purchase of durable goods.
Precautionary Saving Effect: It is related to the desire of consumers to maintain a steady level of spending despite unfavourable economic shocks. This implies that as energy costs rise, customers make the conscious decision to cut down on their usage and boost their savings as a kind of preventative measure.
Operating Cost Effect: This indicates that as energy costs go up, people prefer to consume less durable products that are mutually supportive of one another (such as automobiles). According to the U.K.'s Office for National Statistics (ONS), in 2022, the most economically deprived 10% of families spent more than 50% of their weekly income on necessities, including accommodation (including power and gas bills), food, and transportation, totalling £298.90 (Breteau, 2022). 
[bookmark: _Toc118669192]3.3: The Government's Response to the Crisis 
In an effort to lessen the severity of the energy crisis for the poorest families, the U.K. government unveiled a set of policies in May with the aim of reducing fuel poverty. This package was based on an increase of £800 in bills in October, so these policies may only mitigate some of the impacts of the expected price increase (Guardian, 2022). However, with energy prices being so exceptionally high, it is expected that millions of households will still have trouble affording heat this winter. Supply shortages will drive up prices until demand starts to fall unless the government intervenes further. In order to prevent supply shortages, European Union member states have calculated that demand must be reduced by 15% from present levels of natural gas usage (Foucart, 2022). Additionally, the government has presented a series of ideas, one of which is a tax on the profits of energy generated by renewable sources, nuclear power plants, and coal-fired power plants. The money raised would go toward lowering utility costs for households and providing incentives to use less gas and electricity in the event of an energy crisis. In an effort to maintain price stability and prevent prices from spiraling out of control, the Office of Gas and Electricity Markets has set a new annual cap for gas prices at 2,500 pounds (Visram, 2022). The government will fund whatever is beyond that level, allowing energy companies to continue operating their businesses.
[bookmark: _Toc118669193]4: Impact of Increased Energy Price on Managerial Decisions 
[bookmark: _Toc72274040][bookmark: _Toc118669194][bookmark: _Hlk72589220]4.1: Impact on Small and Medium Organizations 
A study by YahooFinance (2022) found that increasing fuel and energy costs threaten the viability of 54 per cent of small and medium-sized businesses in the United Kingdom. It is currently anticipated that one of the most significant risks to the continued existence of SMEs in 2022 will be the rise in expenses. In addition, it was discovered that slightly more than one-third of respondents (36%) claimed that increases in taxes and national insurance premiums are their primary source of anxiety. A lack of finances or access to credit was also found to be among the top fears. Marketing and the capacity to find clients were other major issues, as was the prospect of recovering from losses incurred as a result of the epidemic. These difficulties pose serious problems for the owners and managers of small businesses. Cost-cutting measures, including reduction of variable expenses like wages and even termination of staff, are the most often implemented reaction to management decisions (Brown, 2022). Additionally, in an effort to reduce operational costs, management's decision-making around other operating expenses, such as advertising and marketing, is also likely to be affected.
[bookmark: _Toc118669195]4.2: Impact on Large Organizations 
According to the Digest of U.K. Energy Statistics (DUKES), the largest consumers of natural gas by sector are households and industry. Around 26% of the imported natural gas is used by various energy-heavy industries like steel, chemical etc.
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Figure 3: U.K. Natural Gas Consumption by Sectors
Source: (DUKES, 2022)
These energy-heavy industries, along with manufacturers on a larger scale, are especially susceptible to the effects of rising energy prices and have already experienced economic strain. U.K. Steel, a trade group representing the country's steel producers, has issued a warning that some companies are already suspending operations during peak energy demand hours in order to save money. Two fertilizer businesses in Teesside and Cheshire have closed for the winter due to the high cost of gas, while another in Hull has cut operations by 40% as a result (Visram, 2022). The high cost of energy, and therefore high production costs, has a detrimental effect on the overall profitability of these large-scale businesses and industries. When the profit margin falls because of higher operational costs, management has the motivation to cut production, and in the worst-case scenario, they have the incentive to stop production altogether. This has several other repercussions, such as a rise in the rate of unemployment, a rise in inflation, and a slowdown in economic development. The recent economic trends in the U.K. further strengthen this proposition. According to Brown (2022), due to the partial closure of many industries resulting from energy shortage, the unemployment rate in the U.K. has risen by .03% in the last six months. 
[bookmark: _Toc118669196]

5: Conclusion 
The current political, economic, and business environment necessitates that businesses routinely evaluate and update their business plans in order to take into account emerging tendencies and innovations. If organizations are able to successfully combat these issues and ensure their continued development and survival in the future, it is possible for them to do so, provided that they make the appropriate managerial and corporate decisions. [Citation needed] When making management decisions, business leaders must take a number of factors into consideration, including economic conditions such as inflation, unemployment, customer demand, and sufficient supply. The energy crisis in the United Kingdom has far-reaching effects on the economy as a whole because of the country's heavy reliance on energy imports. The consequent increase in the cost of energy posed a significant risk to both smaller and larger businesses within the economy. In order to address this issue, management decisions will almost certainly be revised. These modifications may include a decrease in operating expenses, the termination of some employees, and even a reduction in production.
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