


INTRODUCTION

The Impact of PERSISTENT INFLATION on Businesses

In this tech-driven age, small businesses 
can no longer depend on one-size-fits-all 
solutions. In the quest to drive growth and 
maintain a competitive edge in the market, 
it’s imperative that businesses understand 
key market parameters. Robert Kavcic, 
Director of Global Markets Director at BMO 
Financial Group, chats with entrepreneur 
and industry leader Michael Hyatt to gain 
insights into how small businesses can 
navigate and overcome major economic 
challenges.

In the past, financial institutions and experts have warned that there would be persistent inflation across the global 
economy. With a high inflation rate, small business owners have to bear more financial responsibilities to maintain 
their normal operations and navigate a complicated and uncertain market with fewer resources than larger, more 
established brands.

The Director & Senior Economist at BMO highlights that rising inflation is a major predictor for future economic trends. 
Understanding the underlying external reasons that trigger inflation can greatly help business owners prepare for 
it and protect their assets. The fact of the matter is that the cause-and-effect of rising inflation has a long-lasting 
impact on small business owners, but there are ways to mitigate the effects and protect your business.

Kavcic iterates that there is no single or direct cause of inflation. Instead, increased supply of money, devaluation of 
currency, and stringent policies all tie together with the acceleration of inflation. Specifically, expansionary monetary 
and fiscal policies along with future consumer expectations have a direct impact on inflation.

He further points out that future inflation may cross the threshold of the current all-time high. This, in turn, would 
put more pressure on small businesses to run more strategic operations to sustain growth in an already saturated 
business landscape. Rising interest rates would impact the borrowing capability of small businesses.

Robert Kavcic 
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The Impact of RISING COST OF 
CAPITAL on Businesses 

In 2022, the rising cost of capital and materials has become a major 
issue for small businesses. In fact, an unprecedented shortage of 
supplied materials forces small businesses to manage inventory and 
stock shortage issues. In an uncertain economic order, small businesses 
have to brace for potential disruption.

The good news is that most supply chain disruptions last for a short 
time and small businesses usually get the opportunity to optimize their 
operations while managing a shortage. Despite the grim economic 
outlook, Kavcic highlights that small business owners are optimistic. 
But that optimism should not blind small businesses to prepare for 
economic challenges.

In fact, small businesses should assess their financial strength, get 
familiar with dynamic market changes, and determine whether or not 
increasing operating and recruitment costs would have a significant 
impact. Whether it’s rising costs, labor shortages, procurement issues, 
or struggle to get access to more capital, small businesses have to step 
up their game and adopt a broader and more progressive perspective.

Since the pandemic crisis, there are now more economic barriers that 
hinder small businesses to get additional capital. But instead of hoping 
for governmental reforms, small businesses have to take matters into 
their own hands and follow a strategy that can adapt to different 
market situations.
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RISING INFLATION AND COST OF CAPITAL: 
How to Prepare and Protect Your Business

Understanding the Cause-and-Effect of 
DEFLATIONARY PRESSURE on Assets 

Small business owners have to view rising inflation as a model with quantifiable data that can change over an 
extended period. Different sets of quantifiable data have their own relative importance, and breaking down the data 
that you’re receiving can be invaluable as you form plans to protect your small business during times of economic 
hardship. In line with rising inflation, Kavcic talks about widespread trends and their dynamics.

Most sectors now show persistent heterogeneous inflation, which ties together with transitory pricing. But one 
widespread and dynamic trend can have idiosyncratic changes across all sectors. Whether it’s micro or macro factors, 
both are responsible for rising inflation trends.

Kavcic mentions that the sustainability of small businesses is integral to the recovery of the American economy. In 
fact, small businesses serve as a major pillar of the US economy and economies worldwide. For small businesses, the 
best way to deal with inflation is to extract opportunities, adopt a proactive approach to make immediate changes, 
and communicate with community business leaders to overcome future challenges.

In layman’s terms, deflation refers to negative inflation that is triggered by decreased pricing of various goods and 
services. In a time of economic downfall, changing market dynamics, and rigid regulatory compliance, it is important 
for businesses to understand the cause and effect of deflation on assets.

In deflation, the value of the currency increases which creates more pressure to buy goods or services with more 
money. Deflation is a major economic hurdle that intensifies during a recession and ultimately turns into a deflationary 
spiral. The major cause of deflation is a sudden decrease in demand or supply. A decrease in demand is usually 
triggered by monetary policy, but declining market confidence due to uncertain economic events can  also trigger 
deflation.

Deflation comes with specific consequences like a high unemployment rate and debt. This, in turn, propels businesses 
and consumers to spend less over time. When deflation mutates into a deflationary spiral, which works as a domino 
effect, it becomes more dangerous than inflation. Low production results in low wages, low pay leads to a decline 
in demand, and decreased demand further lowers prices. It is a mobius circle that makes a bad economic state of 
affairs even worse.
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What Approach Should Business Owners Take to Operating 
in a Competitive and Uncertain Business Landscape?

Competitive drive in an uncertain market is at an all-time high. Today, small businesses have to be more patient and 
strategic to sustain long-term growth. In addition, small business owners should maintain practical expectations and 
avoid relying on overnight or instant success.

If you want to overcome economic challenges and get ahead of key competitors in your industry, you will have to 
create a simplified strategy that can ensure growth. After all, global economies have become more volatile and 
unpredictable than ever and small businesses face serious competition on all fronts.

Small businesses have to realize and recognize that growth is a continuous effort that requires different strategies 
in place to move forward in the right direction. As per Kavcic, the best course of action for small businesses is to 
prepare for the unexpected and have robust financial security in place to tackle uncertain economic challenges.

Kavcic emphasizes that small businesses have to dig deeper into available data and set new benchmarks to drive 
long-term growth. In fact, small businesses should be open to adopting unconventional solutions to overcome 
economic challenges and meet customers’ needs at the same time.

Small business owners should be open-minded enough to understand different facets of the economy and pay close 
attention to changing needs and demands of their customers. If you want to be part of the market for a long time, 
you have to render exceptional products or services. While small businesses cannot defy the odds, they can identify 
their brand’s strengths and position themselves to drive success.

According to Kavcic, the simplest solution is often the best solution. Small businesses should come across as a clear 
choice for their target audience. They should also establish a standard and criteria to meet the unique needs of their 
customers. Simultaneously, small businesses should align their organizational and cultural values with those needs.

The more customer loyalty you maintain, the more opportunities you can tap into to generate repeated purchases. 
Small businesses should be at the forefront to capitalize on emerging trends. It is the best way to garner the interest 
of customers, stand out from close competitors, and scale up business operations. 
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THE 7 BEST STRATEGIES 
 for Businesses to Survive and Drive Growth 

The 7 Best Strategies for Businesses to Survive and Drive Growth Amidst the pandemic crisis, a lot of small businesses 
got creative to sustain their operations. In the post-pandemic era, businesses will have to continue to adopt new 
strategies to sustain and accelerate their growth. Kavcic recommends various tactics that businesses can use to 
maintain optimized operations and ensure long-term growth. 

One of the internal growth tactics businesses should adopt is to maintain a productive 
and vibrant workplace environment. Today, organizational culture represents the 
identity of a business. Failure to create and maintain a progressive organizational 
culture leads to a high turnover rate. The last thing small and medium-sized 
businesses want is to cover high recruitment costs. If you want to expand over time, 
acknowledge the devotion of current employees and ensure a smooth transition for 
new employees for long-term sustainability.

When there is a short supply of expertise, time, and resources, businesses tend to 
focus on short-term solutions. But if you want to see your business grow, you need 
to take the bigger picture into account. You have to stretch out your capabilities and 
focus on the most cost-effective and efficient systems. The more economic changes 
you make, the less money you will spend over a long time.

Most businesses tend to not take bold risks, which is well within their rights. But 
Kavcic points out that with economic uncertainty paired with changing consumer 
behavior, businesses cannot afford to avoid risk in all circumstances. But the risks 
that you take must be calculated and logical based on supported data. If you want 
to reach the top, risks will help you survive and give you the push you need to drive 
unprecedented growth. 

Maintain a Vibrant Organizational Culture

Concentrate on Scalability

Take Logical, Calculated Risks

1
Strategy

3
Strategy

2
Strategy
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Since economic parameters change all the time, don’t expect all of your growth 
predictions to be the same. If you want to achieve proactive growth, cut out 
reactionary measures. And since sudden ups and downs are inevitable, don’t expect 
opportunities to fall into your lap. Instead of playing a “catch-up” game, carefully 
and regularly forecast your business’s growth to determine whether or not you’re 
on the right track. 

One of the best ways to retain your current growth trajectory is to have a backup 
plan. If the economic tide turns unexpectedly, you can rely on your contingency plan 
to make some internal changes. Without a dedicated backup plan, it is hard to make 
immediate adjustments. Backup plans help businesses get through inevitable bumps 
along the way and prepare for unforeseeable contingencies.

For businesses, it is no longer enough to be financially sound and tech-savvy. You 
have to understand the value of your businesses and make sure there is strategic 
planning in place every year. With the right plans in place, you can bring your ideas 
to fruition and drive growth for years to come. For instance, you should adopt a 
philosophy to maintain optimized operations and make profitable investments.

No matter the scope and size of your business, there is always one element that can 
set you apart from the competition. Get familiar with your core strengths. In time, 
make sure to put them to best use and make changes that can help you achieve 
steady growth even in a time of economic uncertainty. Whether it’s a product, 
service, or your expertise, harness the true power of your core strengths.

Continuously Forecast Growth

Have a Backup Plan

Know Your Business’s Value

Focus On Your Core Strengths
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Kavcic makes a point that businesses should not be wary of 
opportunities that might not align with their current projections and 
plans. The key is to have successful strategic planning and scalable 
systems in place. It is the best approach to improve your bottom line 
and establish a more robust position in the market. Instead of rash 
and risky decisions, highlight the sensibility and security of every 
decision.
 
The essence of the conversation between the Kavcic and Hyatt came 
down to the need for businesses to trust themselves. For most 
businesses, it is a starting point to build internal trust. When uncertain 
economic elements pop up and spiral out of control, you have to be 
more strategic and rely on your instincts.

And always look for opportunities where you might not expect to find 
and maintain accurate projects and plans to avoid inconsistencies in 
growth. For small and medium-sized businesses, growth can be scary. 
Oftentimes, it is easier to hold onto the status quo than take bold risks. 
As long as you’ve done your research, have a strategic approach, and 
a robust foundation, you can achieve long-term growth.

CONCLUSION

To learn more, tune into the podcast BMO Business Unplanned, wherever you 
listen to podcasts.
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