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[bookmark: _Toc110443010]Introduction
The major source of revenue for YBG is clientele from the lower and middle classes. Recently, as a result of worldwide and national events such as Covid 19, Brexit, or increasing inflation, the Group wanted to take measures to monitor the consequences of these events and approaches to potentially ease business constraints. Understanding economic data and its impact on the entire economy is critical for understanding restaurant customers' spending capacity. Also, how do rising interest rates from the Bank of England impact the Company's fundamental business, and what are the techniques for avoiding temporary delays in supply chain and customer decline.
[bookmark: _Toc110443011]Costs of Inflation
The Bank of England sets its inflation objective at 2% “We are in charge of keeping inflation (price increases) moderate and stable. The government has established a goal of limiting inflation at 2%” (BoE, 2022). The current inflation rate calculated by ONS is CPI at 9.1%. In most cases, consumers calculate cpi by comparing current prices to those a year ago.
“Inflation is the term we use to describe the increase in prices over time. How quickly those prices go up is called the rate of inflation” (BoE, 2022). So, if inflation is 9%, it indicates that prices are 9% more (on average) than they were a year earlier. For example, if a dish in restaurant cost £10 a year ago and is now £10.90, the price has grown by 9%.
The individuals could be slightly irritated when a corporation decides to raise their costs; nevertheless, it is a pain for the firm to have to adjust their pricing by printing in price tags, updating all of their systems, and so on. Inflation also causes problems with corporate planning. “Companies that want to prepare ahead may struggle in the face of uncertainty. They may struggle with budgeting since they are unclear of their prices” (McCoulough, 2013).
[bookmark: _Toc110443012]Inflation's Impact on Businesses
“Longer-term price inflation is typically produced by an increase in the money supply (i.e. monetary inflation), which is frequently orchestrated by central banks to boost the economy” ” (inflationdata, 2017). That happened in 2020 when Bank rate was 0% and additionally the government stimulated the economy and asked BoE to print more money. The total inflation for the year 2020 as per figure 1 was under 2% favorable for businesses such YBG. For year end 2021, the inflation hit 2.4% and current is at 9.1% as stated in the costs of inflation section. These levels are unsustainable and the inflation has to come down with the implication of government and BoE meaning bank rate has to be increased which directly affects YBG business.
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[bookmark: _Toc108173177]Figure 1.Inflation since 2015

To comprehend how higher-than-2% inflation impacts small and large enterprises, YBG chain managers must consider the negative effects of inflation on businesses and how to cope with them. Here are some of the ways that inflation affects businesses related with YBG model and methods how YBG management can deal with:
1. Consumer purchasing power- Rapidly growing costs will push YBG to limit their expenditure to strictly essential products and services. To combat inflation the YBG may gradually raise prices or reduce package size. As an example from 500g to 460g, while maintaining the price same.
2. Inventory Price increases- Rapidly growing costs influence not just the price customers pay, but also the cost which the YBG restaurants must pay for commodities and inventories. “When replacing inventory costs more than the inventory you just sold, inventory shortages might occur” (inflationdata, 2017). Inputs to the inventory should be withheld as it can help YBG business to hold less inventory, lowering carrying costs, but even the most conservative corporate management may be unable to counteract the impacts of excessive inflation. This strategy might be explored by the restaurant managers taking into account several elements such as supply and demand law and price elasticity. Inventory that can be held for a longer period of time (years) can be stored as normal based on historical demand.
3. Price fluctuations - As prices fluctuate, the better options for the YBG restaurant chain would be to implement applications that track the price paid for inventory, the dish made before and after, and where the app would give the price that the customer would eventually have to pay for the product or service. Having a set price listed on the menu may reduce earnings and deter customers if they are informed that the pricing does not reflect the current amount to pay.
4. Borrowing- Banks are actively extending their loan portfolios early in the inflation cycle as the government's lose money policies propel the economy into overdrive (rkapur, 2021). During this time YBG’s capital investors can borrow money with the expectation that if inflation rises, the amount required to repay the loan will be less than the initial value. YBG investors also should analyze and be cautious since earnings often decline during an inflationary time, and results may be poorer than projected. Later in the inflation cycle, firms will find it more difficult to obtain a loan since banks and other financial institutions consider a company with a low cash flow as a risk because it will be more difficult to repay the borrowed funds (rkapur, 2021).
5. Investments- An investment into business as YBG is needed if activities are under pressure because of inflationary environment. Capital investment is inhibited by high inflation. Financial stability in the economy is eroded when inflation climbs significantly over the federal objective. As creditors want a return on their investments, this leads to severe cost of borrowing for small businesses as YBG. This is due to their demand for reimbursement for the greater risk of granting loans. This inhibits YBG chain expansion in the long run by preventing its business from capitalizing on market opportunities.
6. Salaries- Increased wages are one of the most significant expenditures of business operations for YBG restaurants. Workers likely suffer more than the business as a result of rising prices. If workers only received salary increment once a year means that employee might soon stop showing up for work. When CPI is modest, the same scenario happens on a smaller scale. Assume an employee at YBG 

7. 7.Earns £15 per hour just for clarity and if inflation is 9% each year, anything he might buy for one hour's job in February will cost him £16.35 in Christmas time, but he hasn't received his increase yet, thus if prices grow quickly, the individual is constantly a year behind. That worker will run into difficulties economically over time as their pound becomes less valuable. This occurs even while the consumer price index level is reduced, but it is more obvious when this is higher.
[bookmark: _Toc110443013]Financial Stability Report
The Financial Policy Committee (FPC) works to ensure that the UK financial system is prepared for and robust to the full range of risks that it may encounter, so that the system can absorb rather than magnify shocks and serve UK people and companies (BankofEngland, 2022).
The Financial Policy Committee of BoE released its latest Financial Stability Report on 5th July, 2022 stating the causes and effects of inflation on consumer spending and damage to national economy and organizations. The YBG must recognize macroeconomic events as well as national issues that impact the company's operations.
“The economic prognosis and the financial stability of the United Kingdom has weakened materially” BoE, B. (2022).  “Global inflationary pressures have risen substantially in the aftermath of Russia's unlawful invasion of Ukraine. This is partly due to sharp increases in energy and other commodity costs, which have compounded inflationary pressures caused by the epidemic, as well as significant disruption of supply chains” (BoE, 2022), states the report in regard of explaining the causes for the sharp increase in the CPI coefficient. 
Despite the worsening economic outlook “the FPC believes that major UK banks have significant ability to maintain lending to individuals and companies” (BoE, 2022),  meaning that businesses will get support to overcome financial troubles for short and midterm.
Higher inflation in the UK and internationally, particularly for commodities and tradable products, was expected to significantly erode family real income, weakening demand therefore reducing consumer spending confidence.
[bookmark: _Toc110443014]Increasing interest rates
The bank rate is 1.25 percent on August 1, 2022, and it influences borrowing capacity and lender APRs. The next rate hike is scheduled for August 4, 2022.  “Interest rates are expressed as a percentage of the money borrowed or saved over the course of a year” (BoE, 2022).  For example, if the YBG company deposit £10000 in a savings account with a 1.25% interest rate, after a year it gets back £125 more or £10125 total.
During 2020 pandemic the official bank rate was cut to 0% (figure 2), meaning that banks, organizations as YBG and individuals benefited from those low interest rates therefore increasing borrowing and leveraging markets (figure 1). More money was injected in the overall UK economy which increased consumer spending and YBG business benefited overall from the bank rate change.
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[bookmark: _Toc108173178]Figure 2. Bank rate (BoE, 2022)
[bookmark: _Toc110443015]How Bank Rate Changes Affect the Economy and Businesses
Inflation may be particularly damaging to small enterprises as YBG because money buy less, and clients pay more. Less purchasing power equals less capacity to employ and/or operate. Small restaurant chain as YBG is frequently funded from the entrepreneurs' own money. This puts the investors' finances at greater risk throughout inflationary times. "The policy advice is for Bank Rate hikes to be delivered more swiftly rather than to a considerably higher end point over the long run," said Ross Walker, NatWest Markets' Chief UK Economist (NatWest, 2022).
Changes in the Bank Rate have an impact on how much individuals spend. And how much money individuals spend generally has an impact on how much goods cost. So, by changing the Bank Rate, BoE may affect prices and inflation.  FPC states that “Rising prices and interest rates will have a detrimental effect on the finances of some UK consumers and companies in the next year” (BoE, 2022)and also “Some business' revenues will be under pressure, notably those in fuel industries and those most vulnerable to a drop in real family wages” (BoE, 2022). These mean that YBG business model will be vulnerable if their revenues depend on clients from working class such are YBG’s clients. “Higher interest rates will also raise the cost of debt service for both consumers and corporations, affecting debt affordability” (BoE, 2022). Central banks throughout the world have tightened or signaled their intention to tighten monetary policy in response to inflationary pressures. 
Assuming that YBG chain has current obligations, and when interest rates rise, so does the cost of those loans. Because they are frequently long-term commitments that will require years to pay off, any increase in interest rates on such debts suggests that the company will have the obligation for a prolonged period of time and pay extra. Furthermore, rising interest rates make it increasingly difficult to get new short-term finance to meet unanticipated demands or to improve the business if essential. This may restrict the company's growth for years, if not decades.
YBG top managers should think about any scenario and be mindful of the hazards of overuse while borrowing in a rising-rate situation. YBG group credit cards and current loans may face higher interest payments, less discretionary income, and greater overheads when interest rates rise. In some situations, the firm may wind up repaying simply the interest on the loan rather than the principal (NatWest, 2022). Rising interest rates may also lead to chain choosing for shorter-term loans that are related to working capital and pose larger risks, possibly resulting in additional negative consequences.
[bookmark: _Toc110443016]Conclusion:
Apart from raising prices, it is difficult for smaller enterprises to foresee the consequences of inflation or if the inflation rate will decline or climb drastically in the coming years. As the inflationary process proceeds, lending conditions in the microfinance industry will tighten and interest rates will rise, making loans more difficult to obtain. This means that investing in new technologies or enhancements is typically difficult during inflationary periods.
[bookmark: _Toc110443017]Recommendations:
YBG was left to choose between boosting prices and absorbing the escalating costs of the chain's services and products. The individual making the choice should be aware that enterprises who raise their prices have a better chance of becoming successful. They may keep more inventory while retaining appropriate cash flow. They could even expand if required, but growing prices have a negative influence on customers. Everyone wants regularity, which implies inexpensive prices, or at least lower prices than competitors. The greater the increase, the more likely it is that customers will choose a less expensive option.
Disrupted business planning procedures - planning becomes harder, probable retrenchments, which may result in low employee morale, increased input costs, and limited capacity for development owing to high loan prices.
The business must protect its consumers and suppliers since rising interest rates may damage their ability to pay or provide at the same price. Contracts that lock in supply pricing can assist to mitigate this risk. Inflation drives up the pricing of production, transport, and business services, which then falls down the business supplier base, forcing firms' hands.
Usually, small businesses cut back on spending. This strategy may impact the company’s reputation and the integrity of the products and services.
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