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FROM: Business Planning Manager, Larisa M. Vasile 
DATE: 5th August, 2022  
SUBJECT : Maintaining the business 
 
[bookmark: _Toc120833897]INTRODUCTION  
In the world there have been many unexpected events this year that will affect many countries. The people who are in the lower and middle classes will suffer a lot because of these political debates which will be presented below, and businesses will also decrease in profit because unexpected aspects hit the value of money in real time. The involvement of banks, the effects on companies such as YBG, the effects on consumers, the effects on imports and exports, the advantages and disadvantages in similar situations will be analyzed. 
They will be explained both in general and in the case of the YBG business. Because to understand the movements of a business, first must to understand the reasons. To understand the reasons why a business is driven to make certain moves, it is necessary to understand the causes. And in order to understand why we take action on the causes, there must also be the definition of certain principles.
[bookmark: _Toc120833898]INFLATION  
The definition refers to the increase in prices of goods and services (from an economic point of view), and through this general increase in prices, each unit of the existing currency automatically changes its old value to a weaker one (that is, the purchase of goods and services continues, but less than usual). Therefore, inflation is the reduction of the purchasing power of money. This type of event is never permanent, it only exists for a certain period. In general, the Central Bank and the government are under control of this event (inflation) where monetary policy is applied which boils down to the change of interest rates. Of course, there are several policies to reduce inflation, and the most common and important ones are: exchange rate and wage control. 
It has already been established that inflation is caused by a gradual increase in the prices of goods and services throughout the economy. But inflation has weak points and strong points. That is, if inflation has a decent percentage (low/moderate) then there can be more advantages, but inflation with an exaggerated high percentage (much higher than the percentage of a person's salary) can cause serious problems. Pushing costs and attracting demand are two causes of inflation (in fact, among the most common). Of course, although they lead to the same result (increasing prices), they work differently.  (CFI Team, 2021) (Tim McMahon, 2017)
[bookmark: _Toc120833899]IMPACT OF INFLATION IN BUSINESS
The statistics show us that the inflation of consumer prices increased suddenly, especially in the last months determined by a wide range of items. The biggest pressure comes from food, consumer goods, energy and durable goods. This situation has brought a very large part of the companies in the UK to increase prices because the costs for them have also increased. This increase in inflation (consumer price inflation) causes controversy regarding the increase in the cost of living, and consumer prices are affected by a number of different factors. (Kathryn Keane, 2022) (Tim McMahon, 2017)
Thanks to the Office for National Statictis, which monthly price checks for entire ranges of services or goods, we find the increased percentage of inflation. They record things that people buy regularly such as bread, oil, but also high-priced purchases such as a car or a telephone. Which means that YBG is also affected by the ifnflation footprint left on the economy. Because YBG is a restaurant chain, it needs food, cooking oil and other specific elements.
[bookmark: _Toc120833900]POSSIBLE EFFECTS OF THE STANCE (BANK OF ENGLAND) 
Banks earn money when interest rates increase (they take advantage of the difference: the interest payment of customers and the interest earned by the bank and invested). That is, banks can pay clients (in full percentage) less than they earn (earning through investments from short-term interest rates). But it must be specified that the Central Bank and the government try to estimate/predict possible unpleasant events, but in the recent case (with the events of the war) Andrew Bailey from the Bank of England declares that such an aspect could not have been predicted. (Larry, 2022) (Phillip Inman, 2022)
It can be summarized from what has been stated that there will be a problem in purchasing food (even the mandatory ones) because imports and exports will become more difficult. This means that YBG must find an intelligent supply alternative because this high inflation (from the point of view of import and export) leads to a decrease in the value of the pound (weak). 
[bookmark: _Toc120833901]INFLUENCE OF THE BANK ON INFLATION (BANK OF ENGLAND)
If the rate is stable and in balance, it can be helpful for the economy of any country. The objective set by the UK government is 2%, and the Bank of England had to maintain this percentage of inflation. But high rates are unstable and harmful to the economy. The most difficult would be planning people for saving, spending and investing. And in extreme cases, that is, high inflation can even lead to the collapse of the economy. The Bank of England has a great influence on interest rates because by making a loan cheaper or more expensive it becomes less or more attractive for saving. The exact link between the interest rate and inflation is that it makes people save, i.e. spend less on goods and services, so prices will rise very slowly, and the inflation rate decreases or remains stable. Bank rates being high, people borrow expensively and save. If the rate were lower, people would not have saved so much and it would be easy for them to procure money in necessary cases. Thus, the inflation rate would increase. An important addition is the notion of supply-demand. (Bank of England, 2022) (BBC News, 2022)
[bookmark: _Toc120833902]EFFECTS OF INTEREST RATE INCREASES 
There are effects of the increase in interest rates. When they increase, businesses and consumers will automatically reduce expenses. Obviously, this aspect leads to a decrease in earnings (and to a decrease in share prices). However, when these (interest rates) decrease, businesses and consumers will increase spending, thus causing the increase in share prices. Therefore, high interest rates moderate economic growth, increase the cost of borrowing, and reduce disposable income. Also, of course, this increase in interest rates affects business. With this increase, companies that have credit cards or even existing loans may have high interest payments, lower disposable income and higher general expenses. High interest rates make borrowing expensive (for example, the middle-class person is put in the position of paying huge mortgage costs, but higher-income homeowners don't immediately feel the impact or even manage to avoid it). Business can be affected: customers with large debts are left with little monetary income to spend (because they must pay high interest to creditors), and sales drop considerably. (Larry, 2022) (William & Stephen, 2015) (LinkedIn News, 2022)
The effects of these increased interest rates (decision made by the bank) will change the value of the money. The money becomes expensive, if the money becomes expensive then there will be fewer loans (people borrow less), if there will be fewer loans automatically people in general start to calculate their expenses differently, buying only the necessary things for the house, and the fact that people spend less leads to less money in circulation that affects (such as YBG). Because the low and medium classes are affected as Andrew Bailey declares (Phillip Inman, 2022). If these classes are affected (they have limited resources at their disposal), it means that they will spend less. (Larry, 2022) (William & Stephen, 2015) 
That is, if the regular clients of YBG had allocated 120 pounds every two weeks to spend (the 100 pounds for the necessary/mandatory goods, and the 20 pounds for the desired goods or services in the form of pleasure), currently with these events, YBG customers will not be able to allocate the 20 pounds for shopping at YBG. Customers will prefer to cook with the food already bought with the 100 pounds (necessary/mandatory products). This case leads to a decrease in YBG's profit.
[bookmark: _Toc120833903]CONCLUSION 
In conclusion, all these declared events can be analyzed in advance, but there are cases (risks) in which not even those who deal with the change in interest rates and the change in people's salaries (although when inflation increases, the salary percentage does not automatically increase, i.e., it is lost the value of money in real time) they could not think about such a situation. But even for these critical cases there are advantages and disadvantages. The so-called "trade cycle" intervenes, which refers to a series of stages of the economy (expansion and contraction). That is, a constant repetition of an event like the one declared by Andrew Bailey from the Bank of England (the increase and decrease of the gross domestic product in a country). Which shows that even after a decline, the analysis always leads to profit. (Larry, 2022) (Phillip Inman, 2022)
[image: Business Cycle Diagram] (CFI Team, 2022)
A business must go through one boom and one contraction in sequence to complete a cycle. A boom is the period in which a business has rapid economic growth (in profits, of course). Recession is the period when growth was stagnant. Depression can be understood as a decrease in sales and automatically in profit, even the period when financial help from the government or banks (bank loans) is necessary. The time period is not necessarily defined, but it is called "business cycle length". Under a more formal explanation, the stages in the top diagram are the stages of the business cycle, and the middle right line is the line of constant growth along which this "business cycle" moves. 
	The first stage is expansion where there are positive economic indicators (there is a workforce, income, production, wages, profits, and healthy demand and supply).  

	A second stage is the peak, which shows that the maximum growth limit has been reached. When this stage is reached, consumers tend to make budget changes because it is a stage that marks the economic decline. 

	A third stage is recession. That is, everything that is in the first stage (especially demand and supply) is reduced. 

	A fourth stage is depression (where unemployment also appears) which is an illustration of economic events falling below the middle line. 

	Trough is a fifth stage, where it is shown that the economic growth becomes negative, that is, national revenues and expenses have been exhausted. 

	A sixth stage is recovery, that is, the economy begins to recover. Although it seems like a positive event, it brings a reversal of the situation in the economy. If prices are low, the demand starts to increase, and consequently the supply is bound to increase. In this stage everything that is in stage one begins to grow positively. All this happens until the economy returns to constant growth levels. This step leads to the completion of a business cycle (the boom is reached again). 


(CFI Team, 2022)
And as economic gossip, it is considered by great economists that growth fluctuations in the economy are the result of innovation and not of monetary shocks. But as a valid truth, as can be understood from what has been reported so far, the reasons are multiple, but the main ones have been presented so far. (CFI Team, 2022)
[bookmark: _Toc120833904]RECOMMENDATION 
Recommendations considering that history shows that interest rates do not remain low or high forever are of a general type. But as is well described above, attention must be paid to these interest rates because valuable opportunities (for profit) can be lost in an environment with increasing rates. YBG need to buy shares from companies that use and consume raw materials, or create and grow a portfolio of bonds, storing money by buying materials and then selling them when this crisis is over.  
Or even the examples mentioned above, the different purchase (to avoid import-export problems), the start of own cultivation or if there is already valid stock in own business warehouse to increase the price like other stores will do. It is important to follow the events and to analyze them in good time because some decisions must be made quickly. 
In the case of demand pull, the relationship with consumers is tight (consumer demand pushes prices up). That is, if YBG offers goods or a service under a limited number of 30 (service offers or possible existing goods in number), but YBG has a number of 40 customers looking for these service/goods, then it must act to the advantage business to increase profit. In the example above, YBG is in the position where its goods/services are in demand, so this aspect makes YBG increase the prices of this good/service knowing that there is demand from customers because that will bring profit. It is a situation where there are not enough goods/services to keep up with consumer demand, thus causing their prices to rise. 
In the case of cost increases, they occur when supply costs are changed and thus (force YBG) forcing higher prices. It also suffers during inflation. As a debtor, you win in this aspect because you must repay creditors with money that has little value (from the point of view of the purchasing power of this money). But, obviously, as a creditor, you lose because you lend money in general when its value is high and (obviously and automatically) you get it back when the value of the money has been lost compared to the initial one with which you borrowed. 
Regarding import and export, if until now YBG relied on the export of cooking oil (taking the case declared harmful by Andrew Bailey) where it purchased weekly as much as it needed (after the closure, calculating, analyzing and estimating how much it will need) it will no longer be possible to purchase weekly, but monthly (considering only the case cooking of oil). (Larry, 2022) (Phillip Inman, 2022)
Taking the case under two different aspects. If before the oil for the purchase of a box (that is, 6 bottles of oil) was at the price of 4 pounds and the bottle of oil was sold for 1 pound, there is a medium but continuous profit. Now, the purchase of a box of oil is 6 pounds, and the production price automatically pushes YBG to also increase the selling price, which will no longer be 1 pound (but 1,30 pounds). This aspect can create chaos among YBG customers and push them to purchase the product in bulk (that is, in a higher percentage than usual) to avoid buying in the following days, considering that the price of this product may increase more (but this type of massive purchase pushes the demand for this product, this means that YBG must purchase more, and this leads to the mandatory price change in the idea of ​​profit). YBG must purchase more bottles of cooking oil than expected. Ideas: to purchase as before (risking the production price increase again), to purchase more (but there must be storage space) or to purchase from neighboring stores (if the neighboring selling price is estimated to be equal to or lower than costs for export and storage that YBG should cover). (William & Stephen, 2015)
Of course, this is a form of recommendation and depends a lot on the process chosen by the bank. If the proposed 2% remained, and the fruits or vegetables of a certain type cost 11 pounds and the 2% increase was added, it had to be sold  20p more for a total of 11.20 pounds. The amount to which interest could be added for profit. (Kathryn Keane, 2022) (BBC News, 2022)
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