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Abstract
This research paper highlights the issues faced by the hospitality industry due to mounting financial pressure. This is due to a host of reasons including a rise in costs of labour, shifts in consumer spending and limiting credit conditions by ensuring reliance with the business. The UK hospitality industry is one of the major contributors to the economy, generating more than £54 billion in tax receipts. The literature review highlights the need to develop interventions in collaboration with government agencies. The SWOT and PESTLE analysis highlight the challenges faced in the form of a rise in inflation rates and a reduction in consumer spending power. Furthermore, it highlights the need to adopt technologies that can be useful in mitigating labour shortage issues. Businesses can use technologies including menu engineering to enhance overall profitability. However, businesses can also invest in automated technologies to facilitate operational efficiency. 
[bookmark: _heading=h.y4kc7mlpfca5]

[bookmark: _Toc212699128]1. Introduction
[bookmark: _Toc212699129]Chosen contemporary theme importance
The hospitality industry faces multiple financial pressures such as reduced cost margins and impacting operations. These constant pressures impact operational costs, contribute to labour shortages, and reduce consumer spending. Additionally, this may lead to tightening of the credit conditions associated with the business. Analysing this can help in understanding how businesses can develop resilience and navigate investment decisions and improve overall profitability. This can also help in making sure that the businesses achieve long-term stability within the hospitality industry.
[bookmark: _Toc212699130]Sector details
The UK hospitality industry is a major contributor to the economy as it generates revenues of more than £93 billion annually. The sector also employs 3.5 million individuals within the region (Ukhospitality.org.uk, 2025). It has been predicted that the industry can generate up to £29 billion and employ up to 500,000 individuals. In 2022, the hospitality industry generated £54 billion in tax receipts. In the same year, the industry had generated £20 billion in exports and attracted £7 billion in business investment (Ukhospitality.org.uk, 2025). This has resulted in generating maximised revenues, which have contributed to the overall growth of the economy. 
[bookmark: _Toc212699131]2. Literature Review
[bookmark: _Toc212699132]Impact of rising costs on business profitability
A rise in business costs directly affects the operational profits associated with a hospitality business by reducing the Net Operating Income (NOI) and resulting in shrinking profit margins. As per the findings of Crespí-Cladera, Martín-Oliver and Pascual-Fuster (2021), it has been noted that the financial pressure associated with the industry results in operators increasing the prices of their products and services. 
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Figure 1: Relationship between external financial pressure and prices of products and services
This in turn results in customer dissatisfaction and reduced consumer loyalty. This can result in a lack of brand cohesion from customers, which results in a loss of confidence in the brand. Alternatively, the findings of Sharma, Perdue and Nicolau (2022) have pointed out that the presence of high costs results in market-based losses due to which the operators recover the said costs in the form of taxes and high prices charged to the end customers through the products and services delivered. 
[bookmark: _Toc212699133]Factors contributing towards the rise in financial pressure
As per the findings of Nworie and Nwoye (2023), it can be noted that a rise in operational costs can contribute to rising costs. This results in lowering the margins of the businesses, which can be potentially viewed as a loss. Contrary to this, the findings of Clegg, Skyttermoen and Vaagaasar (2020) have reflected that labour shortages are also an important factor. Due to this, it is more than likely that business owners will try saving labour costs due to reduced staff and avoiding temporary hires. Reisenbichler and Wiedemann (2022) have pointed out that due to a reduction in consumer spending businesses have been facing limited profit margins. 
[bookmark: _Toc212699134]Impact on business profitability
Due to an increase in costs hospitality business owners and hoteliers have been facing declining profits driven by rising initial costs. Ram et al., (2022) have noted that a rise in business costs can result in reduced staffing. In the long run, it is more than likely to reduce the number of employees within the industry in the future. Furthermore, the studies of Fan Chen and Chen (2023) have revealed that the rise in prices in operations may deter business investment in operational growth and expansion. The resulting financial strain could be caused as a direct result of limited resources and the unavailability of funds to support the costs. This can result in the entirety of the industry facing a lack of professionals, a shortage in staff and reduced profit rates. In the long run, this will discourage further investments and 
[bookmark: _Toc212699135]Recommendations to control the impact of financial burden
The works of Santos and Silva (2019) have pointed out that government intervention can play an important role in overcoming the impact due to the rise in financial pressure in hospitality businesses which includes tourism. This includes reducing VAT rates through which the business operators can be given any concession, which can maximise their overall profits. On the other hand, the findings of Zalmi and Sinaga (2024) highlight that the government can work with the business owners in reducing the business rates and can offer tax grants as well. The discounts can play an important role in reducing operating costs. Additionally, other strategies can include/involve strategic government investment in infrastructure, which can help in supporting businesses and can provide various financial-based incentives and subsidies. 
As per the studies of Prideaux, Laws and Faulkner (2007) the government can play a vital role as they can offer subsidies in various forms. This can be availed by businesses based on their size and the nature of business operations as determined by the government bodies. This can help business owners with availing subsidies, which can strengthen financial capacity. This can make business expansion possible and can encourage strategic investment. Apart from this, hospitality bodies can also develop their policies that can help them in controlling the overall costs associated with operations. Contrary to this, Cooper and Hall (2022) have opined that the government can develop policies as well as subsidies. This can help dedicated hospitality business owners like tourism operators which may benefit from government policies. One of the best examples of this can be offering tax relaxations for smaller businesses based on a given operations size based on which tax deductions can be offered to the business owners. 
The revised taxation systems could include provisions for specific business outlets, offering them relaxations. For example, retail businesses could be given discounts, considering the fact that they face a high volume of visitors within any region. The studies of Buhaliset al., (2012) indicate that businesses can consider looking beyond traditional design to promote a universally accessible design which can help in enhancing revenues. The findings of Ford and Sturman (2019) also highlight that businesses can involve guests in co-creating their experiences. This can help in meeting their needs and controlling the costs as required. 
[bookmark: _Toc212699136]3. Method
[bookmark: _Toc212699137]Research data collection
The data collection for the given research will include a secondary data collection method. Under this, data will be collected from publicly available sources (Mazhar et al., 2021). This includes the use of data sources available on the internet, which include journals, government websites, and articles among others. 
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Figure 2: Types of secondary data sources
The above figure highlights the types of secondary data sources considered for data collection. 
[bookmark: _Toc212699138]Analytical techniques
The analytical techniques which have been used in the given case include highlighting the various cases associated with the data provided. The suggested theme in the given case has been used in developing individual topics, based on which a literature review has been conducted. After this, the tools help interpret current industry trends associated with the industry. Based on this, the relevant analysis could be undertaken. 
[bookmark: _Toc212699139]Tools used
The analytics tools which have been used in the given case include SWOT analysis and PESTLE analysis. The SWOT analysis can be used to highlight the internal factors associated with the industry. Similarly, PESTLE analysis has been used to highlight the external factors associated with the industry.
[bookmark: _Toc212699140]4. Theme impact analysis
[bookmark: _Toc212699141]Impact of the theme on the hotel and hospitality industry
To assess the theme’s impact within the hospitality industry, a SWOT and PESTEL analysis has been used as a strategic tool in the given case. 
[bookmark: _Toc212699142]SWOT
	STRENGTHS
	WEAKNESS 

	· The hospitality industry has shown positive growth after the pandemic and has been a major facilitator of the economy (Ntounis et al., 2022). 
· The sector includes diverse establishments such as pubs, hotels, and inns. 

	· A rise in external costs is influencing the business to reduce costs by taking steps such as reducing staff to offset the impact. 
· The industry faces challenges in recruiting and retaining staff in operations. 

	OPPORTUNITIES 
	THREATS 

	· There are ongoing talks associated with government agencies and industry-based bodies. 
· The government has provided various forms of concessions to the bodies, which include VAT-based reductions and other financial leeway.
	· The consumer purchasing capacities within the region can fluctuate, leading to fluctuating customer footfall. 
· Shifts in consumer demand can result in a potential decline in demand for hospitality-based services within the UK region. 


Table 1: SWOT analysis
Analysis
Strengths involve the potential for the growth of the industry after COVID. Weaknesses involve challenges in recruiting and retaining staff for businesses in the industry, which are posed by the increased regulation and competition. Opportunities highlight that the tourism-based bodies have reached out to the governments of other organisations to promote a free passage of tourism in and out of the region. Threats include reduced purchase capacities and shift in demand. 
[bookmark: _Toc212699143]PESTLE Analysis
	FACTORS 
	DETAILS 

	Political 
	The political stability index of the UK is 0.51, which is relatively low and may influence policy decisions associated with the hospitality industry (Theglobaleconomy.com, 2025). 

	Economic 
	The rate of inflation within the UK is 4.1% as of 2025 and has been affecting the consumer spending power within the region (Ons.gov.uk, 2025). 

	Social 
	Changes in the preferences of consumers have affected the industry. 

	Technological 
	Businesses are investing in technologies due to the rise in labour costs within the region. 

	Legal 
	The regulations associated with the industry are followed, which includes the likes of Martyn’s law that dictates access to public places (Protectuk.police.uk, 2025). 

	Environmental
	Due to the global environmental crisis, the hospitality industry has been forced to include changes within its operations that can help offset cost-related impacts. 


Table 2: PESTLE analysis
Analysis
Political and social factors highlight the impact due to inflation and political stability. The social factors highlight changes in consumer behaviour that require businesses to invest more in modifying the existing business structure, which remains limited by low budgets and lowered profit margins. Technological aspects can involve the examples of businesses such as Greene King, which invests in automation-based technologies that can reduce labour costs (Greeneking.co.uk, 2025). The rise in environmental factors can include the impact due to the global rise in energy costs since 2021 (Iea.org, 2025). This event has led businesses to increase costs associated with energy usage due to the global power crisis.
[bookmark: _Toc212699144]Examples of industry responses
[bookmark: _Toc212699145]Government responses
Within the UK, the annual budget 2021 has reduced rates that were applied and have ended on 31 March 2022. The reduced rate included 5% starting from 15 July 2020 to 30 September 2021 and 5% to 30 September 2021 then 12.5% to 31 March 2022 (Assets.publishing.service.gov.uk, 2025). The government had made an announcement on 8 July 2020 that had allowed VAT-registered businesses had allowed a temporary reduced rate of VAT, which included hospitality-based services, hotel and holiday accommodation and admission to certain attractions. 
[bookmark: _Toc212699146]Response by tourism bodies
To offset the impact due to a rise in operational costs, the tourism and hospitality business operators have partnered with the government in partnering with other countries to facilitate tourism within the region. This includes the bodies honouring the CARIFORUM-United Kingdom (UK) Agreement on 22 March 2019 (Wto.org, 2025). This had ensured that the UK was the main source of income for Barbados from tourism-related travel. Additionally, the hospitality business bodies that include the Hospitality Sector Council have been engaged with bodies such as Business, Energy and Industrial Strategy (BEIS). The bodies have been responsible for developing a team within the BEIS which can help in providing ongoing support (Gov.uk, 2025a). This support can help these bodies engage with business leaders and listen to the concerns laid out by them. 
[bookmark: _Toc212699147]Strengths and limitations
[bookmark: _Toc212699148]Strengths
Tax concessions as offered by the UK government public-facing businesses and hospitality operators in saving costs on operations. The policies associated with reduced rates initiated by the government have reduced the costs associated with the supplies that have been made between July 2020 and March 2022 (Gov.uk, 2025b). This has resulted in providing leeways for businesses in ensuring that they have an opportunity for cost savings. 
[bookmark: _Toc212699149]Limitations
While the government might provide a reduction in taxes, the impact of inflation remains a considerable threat to the industry. The government has no control over inflation and political unrest within the UK may further contribute to inflation. Similarly, the profitability of the businesses within the industry can vary due to changing prices. 
[bookmark: _Toc212699150]5. Conclusion
The chosen theme in the given case includes the impact of adverse financial conditions that have resulted from various factors. These factors include pressure due to a rise in operational costs, labour shortages, reduced consumer spending and others. This situation has persisted despite attempts to counter the impact. The findings indicate that the hospitality industry is one of the biggest contributors towards the economy within the region. The analytics tools used in the given case include SWOT and PESTLE analysis. The two analyses can be used to highlight the factors associated with the industry to provide a current industry overview based on the observations. 
[bookmark: _Toc212699151]6. Recommendations
[bookmark: _Toc212699152]Working with the government
As of present, the hospitality bodies within the UK region have been working with the government with continued support and collaboration (Commonslibrary.parliament.uk, 2025). This needs to continue in the future as well, which can help in making sure that the funding passage between the public agencies and the hospitality industry remains available. The steps taken by the government in countering the impact of these costs can provide a scope for changes. These changes within the industry can now be implemented within the industry and to improve existing systems.
[bookmark: _Toc212699153]Role played by the Hospitality Sector Council
The Hospitality Sector Council is an existing body within the UK that monitors the hospitality industry (Hospitalitysectorcouncil.org, 2025). This includes experts who are responsible for reviewing government decisions based on the hotel and hospitality industry in the UK. The body can reach out to bodies, including the National Insurance Council (NICs), which is responsible for the rise in labour prices (Theaccessgroup.com, 2025). In case of any further disruptive events such as the COVID-19 pandemic, the representatives of the body can collaborate with the government in developing necessary measures. By developing collaboration between the government bodies, necessary steps can be taken to protect the business interests of the businesses with the government. 
[bookmark: _Toc212699154]Using techniques including menu engineering
Hospitality-based businesses can consider looking for additional sources of income. This can be done with the help of menu engineering and adjusting menu prices accordingly. The existing menu items can be monitored and then engineered based on their prices and sales potential. This can help hotels and restaurants and service providers in maximising their profits with the help of offsetting initial costs associated with the same. Furthermore, hospitality businesses can invest more in various forms of technologies such as Artificial Intelligence (AI). 
[bookmark: _Toc212699155]Making strategic investments in technologies
This can unlock significant operational opportunities associated with operational efficiencies. Within the UK-based hospitality industry, various establishments including restaurants, pubs and bars are showing potential for using technologies such as AI. This can be coupled in the future with the help of automation as well, which can streamline operations. Moreover, it can be used for other purposes as well, which include demand forecasting and staff scheduling (Gravita.com, 2025). Thus, experimental robotic assistants can be used within restaurants to ensure that food service is made possible. 
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