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[bookmark: _Toc109989091]Introduction
Inflation has become a massive issue in the current world, with almost every country trying to find ways to handle the problem. Inflation can occur in any product or service, including those that satisfy needs such as housing, medication, and food. It can also affect the want expenses such as automobiles and jewellery. When inflation has set in in a country, the greatest worry is the worsening as consumers and businesses start worrying about the situation worsening. Inflation can be defined as the continuous rise in prices, translated into the decline of purchasing power over time (Breinlich et al., 2022). This means that product prices keep rising and thus reducing the purchasing power of the country's consumers. The inflation rate is reflected in the average increase in the costs of a basket of selected goods and services over a certain period. The price rise often expressed as a percentage means that a currency unit effectively buys less than before. This report aims to define inflation and its causes and effect on the rising interest rates on the Yummy bite group because of the stance of the Bank of England to increase the interest rates.
[bookmark: _Toc109989092]Causes of Inflation
Several aspects of an economy can cause inflation. Still, the primary cause of information in any country is the increase in the supply of money in the economy. This can play in different ways. A country's money supply leads to the money-losing value and prices increasing. There are various ways money in reserves in a specific economy can grow, including printing money by the central bank (Munro, 2018). The central bank is mandated to regulate the money in circulation and has the power to print money. Another way to increase money circulation is by legally devaluing the legal tender currency and loaning new money as reserve account credit through the nation's banking system (Breinlich et al., 2022). This is done through the purchase of bonds and treasury bills. In these cases, money increases in the economy and thus loses its purchasing power. This leads to the classification of inflation.
[bookmark: _Toc109989093]Demand-Pull Inflation
This type of information occurs when there is a continuous increase in the supply of money in the economy. This, in turn, stimulates the overlap demand of goods and services, thus increasing significantly. With these responses, the need for goods increases automatically, triggering an increase in prices, and the economy tries to correct and balance itself (Lenoël and Macchiarelli, 2020). The effect is a rise in prices; with money available, consumers demand more even with the new high prices. Eventually, the demand for goods and services increases much faster than the economy's production capacity, leading to more demand and a rise in product prices (Lenoël and Macchiarelli, 2020). When people have money, there is the development of positive consumer resentment, which leads to higher spending, which pulls prices higher. It creates a demand-supply gap with higher demand and less flexible supply, which results in higher prices.
[bookmark: _Toc109989094]Cost-Push Effect
This results from an increase in prices working through production process inputs. When money or credit supply additions are channelled into a commodity or other asset markets, the cost for all kinds of intermediate goods rises. This is so especially when there is a negative economic shock to the supply of the critical commodities. These developments lead to a higher cost for the finished products and thus lead to a rise in consumer prices (Gil-Alana and Trani, 2019). A good example is when the money supply is expanded. It leads to a speculative boom in oil prices. This means that the energy cost rises and contributes to a rise in the prices of consumer goods.
[bookmark: _Toc109989095]Built-In Inflation
This kind of inflation is related to the adaptive expectation, or that people expect current inflation rates to continue in the future. As the prices of commodities increase, people expect more of this to happen at a similar rate. For example, workers and employees demand more wages to maintain their living standards (Gil-Alana and Trani, 2019). The increase in wages leads to a rise in production costs and the eventual prices of products and services, and the wage-price spiral continues as one factor induces the other.
The UK inflation reached a record high of 9.1% in May and is projected to increase even further. Through the bank of England, the UK raised interest rates and tried to reduce inflation rates. The bank of England raised the interest rates by 25 points five consecutive times to 1.25 per cent. The market has priced a 60 per cent probability of a fifty basis point interest rate increase at the following monetary policy announcement on August 4th (Forbes, Kirkham and Theodoridis, 2021). Bailey explained the UK took this policy because it had the labour market shock resulting from the surge in energy prices as Russia invaded Ukraine. Bailey continues to say that businesses were focused on the difficulty of recruiting and that the bank of England suggested the risk of a more persistent inflationary pressure. Millions of people in the UK are witnessing the cost of living go high, and there is a push for a substantial pay increase (Haldane, 2021). This has gone even higher with the Russia Ukraine war that has affected the availability of energy, affecting the prices of most goods and services across Europe. Millions of workers are walking off their jobs because they feel that what they are being paid is not enough to earn a living or maintain their quality of life (Haldane, 2021). This is the most significant transit strike the UK is witnessing in the past three decades and a potential precursor to a summer of labour discontent.
The government of the UK has been facing a lot of pressure from the public because of the steps made by the Bank of England. As the nation went to the polls for the local elections, the bank raised interest rates from 0.75 to 1% to tackle the continually spiralling inflation made worse by the Russian war, with the new jump in ten energy costs in the UK expected in October (Bradshaw, 2022). The forecast inflation world rises above ten per cent this year which is the biggest since 1982. The rates have also raised the borrowing costs. However, the bank's governor said that the country is expected to be on a narrow path. The central bank had to navigate through dual risks of inflation and recession facing the British economy (Joseph et al., 2021). The inflation shock has been made worse by corvid 19 on the supply chain, which affected the flow of supplies from China and the Russian invasion of Ukraine.
Inflation and interest rates move in the same direction because interest rates are the primary tool used by the Central bank in managing inflation and the flow of money in the economy. As explained earlier, the most significant cause of inflation is the increase in money flow in the economy. As the money circulating in the economy increases, the ability of people to buy more increases, pulling up demand. As demand increases, prices increase, thus eventually creating a gap between the supplied products and the demand in the economy. An increase in interest rates reduces the need for money (Joseph et al., 2021). With the standard interest rates, people go for more loans, increasing cash in circulation. The central bank uses interest rates to increase or reduce the money in circulation at a certain point. The decision made by the bank of England to raise interest rates means that the cost of getting credit is high. Therefore, banks borrow at a much higher interest rate and offer loans at a high-interest rate. This means that the cost of borrowing money increases, thus reducing the supply of money (Lea, 2021). This, in turn, helps curb inflation as the purchasing power of individuals decreases, thus pulling down the prices of commodities. For example, if a car loan becomes more expensive, people will avoid the loan product as they will think it is not the right time to buy the new convertible, and businesses will become less likely to invest in a new factory.
As the Bank of England increased rates, dealers in the UK faced higher borrowing costs and tighter profit margins after lowering prices. This means that the businesses and companies in the UK might find it challenging to maintain their current workforce or hire new staff to meet their new demand for employees. With the risk of raising rates too quickly, businesses and organisations pass the costs to the consumers by increasing the costs even further (Caswell et al., 2020). For example, the rising prices of petroleum products in the UK are directly passed down to consumers, thus affecting the quality of life in the country and forcing many people to cut down on their expenditure.
[bookmark: _Toc109989096]Role of Government in Inflation Control
Governments play an essential role in keeping inflation at the lowest levels possible. This is because reducing the level of inflation in a country helps stimulate growth. For example, in the UK, the Bank of England controls the monetary policies that help stabilise prices and lead to maximum employment. Some tools used by the government to control inflation include price controls. In this, the government sets the price caps and floors for specific goods, influencing how high the prices can be arranged. There are also wage controls where the government sets the minimum wages in a particular industry, thus ensuring that employees are paid the optimum price in controlling inflation in the economy.
[bookmark: _Toc109989097]Contractionary Monetary Policy
These are policies used by the government to control inflation. These policies aim to reduce the money in circulation in the economy by increasing interest rates. This is the same tool used by the Bank of England as it raised interest rates, thus increasing the cost of borrowing. Higher interest rates help slow economic growth by making credit more expensive, which reduces consumer and business spending (Caswell et al., 2020). Higher interest on government securities also slows growth by incentivising banks and investors to buy treasury which guarantees a set rate of return instead of taking the riskier equity investments that benefit from low-interest rates.
[bookmark: _Toc109989098]Open Market Operations
Reverse repurchase agreements are an example of open market operations, which refers to the government buying and selling treasury securities. This is a tool that the central bank uses to increase or decrease the money in supply and adjust the interest rates. When the government buys the securities, the Reserve grows and shrinks when the government sells the securities to the public (Caswell et al., 2020). Buying securities promotes liquidity in financial markets and puts downward pressure on interest rates, while selling securities does the opposite.
[bookmark: _Toc109989099]Effects of Rising Interest Rates on Yummy Bites Group
Yummy bites Group operates a chain of restaurants in the UK serving low and medium-income earners. With inflation rising, there are massive impacts on the hotel industry, and the decision to raise the interest rates by the Bank of England will have some impacts on the business. Some of these effects include;
[bookmark: _Toc109989100]Borrowing Becomes Significantly Expensive
The Hotel industry is the most affected by inflation, especially in the post corvid environment. The lockdown in most of 2020 affected the operation of the hotel business, and it was starting to come up after a year-long lockdown. However, the losses incurred during the pandemic could not be recovered without access to funding and capital from banks and other financing institutions. But this will not be easy for Yummy Bites because the decision of the Bank of England to increase interest rates will make borrowing for the company more expensive than before. With the increase in interest rates, the banks will have difficulties borrowing from other banks, thus cutting down the Reserve and the funds available for lending (Evemy, Yates and Eggleston, 2021). Additionally, the available funds will be accessible through high-interest rates, thus making the capital more expensive for Yummy Bites. The Group will find it hard to access money as most institutions will offer cash at a much higher interest and select organisations depending on performance and projected revenues in the following years. 
[bookmark: _Toc109989101]Declining Customers
With the rising interest rates, money will be reduced in circulation in the UK economy. The hotel targets middle and low-income earners, but the increasing interest rates will reduce the funds in the customer's pockets. The effect is the inability of the potential customers to afford most of the services offered by Yummy bites, thus reducing the hotel revenue streams (Shapran and Britchenko, 2022). After the lockdown was lifted, most hotel businesses had incurred massive losses, and some had already closed completely. Yummy bites were not any different, and it had accrued huge losses as it was not operating for most of the year, and all the other costs were running. The customers also had used most of their savings on medication and planning for the unforeseeable future. This means that they could prefer to take other cheaper options like cooking at home rather than eating in restaurants, so the hotel will not meet the intended objectives. But also, the hotel will benefit from the declining prices of supplies as inflation will decline with the ring interest rates. The bank of England will control the rise in prices; thus, the hotel will buy the raw material at a much lower cost than it currently does (Evemy, Yates and Eggleston, 2021). The pound's value will also rise, making it possible for the hotel to buy more with the same amount in the international markets. Reducing money in supply will pull down the prices and increase the value of the UK currency. This, in turn, will enhance the economic growth and stability of the country.
[bookmark: _Toc109989102]Conclusion and Recommendations
The UK has recorded the highest rates of inflation in a forty-year history. The cost of food and energy keeps souring, especially in the post-corvid environment and Ukraine's most recent Russian invasion. The events created a ripple effect that has created economic challenges worldwide, including in the UK. The impacts are reflected in the rising inflation in the country and the rising cost of living. The bank of England increased interest rates to cut down the inflation rate. Raising interest rates reduced the amount of money in supply in the economy, thus pulling down the prices and the purchasing power of individuals. This, in turn, can have the impact of reducing inflation and reducing the harmful effects of the continually rising costs. Yummy Bites group is one of the most affected by the rise in interest rates as borrowing has become more expensive. This means that the Group cannot access capital, especially in the post corvid environment when it needs it most. There is also the impact of the declining purchasing power of customers. This means that the business will be making much less revenue. But there will also be a rise in the pound's value, increasing the purchasing power of the UK currency. Yummy bites will buy more suppliers using the same amount of money. 
The first recommendation for the hotel is to cut down their expenditure. With the increasing cost of borrowing, the hotel will have to find other ways to survive the current situation without having to borrow that much. This will be done by optimising its supply chain and partnering with other businesses to ensure efficiency. Additionally, the company should refinance its capital base. This will fix its revenues portfolio before the interest rises even further. This means it should pay off small debts to ensure that it does not have to pay more interest if the bank of England decides to raise the interest even further. Yummy Bites should also start cutting its risks by investing in foreign currencies. This means that the Group should venture into overseas markets like the US that are much more stable in the wake of the post corvid environment. This will ensure that even if the UK market does not perform, the Group will continue to be profitable in the other markets.
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