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Five Drivers to Preserve Business Value in an Inflationary Environment 

Rapidly rising operating costs can result in lost business value.  The following list presents five 

actions business owners may consider to preserve the value of their businesses1 during a 

period of high inflation.  If inflation is severe enough, a business owner may be faced with some 

difficult decisions. 

A key to preserving business value is protection of customer relationships.2  The actions below 

are ordered from least impactful to most impactful on a company’s customer base. 

1. Borrow money 

 

The decision to borrow money must be carefully considered because it can backfire on 

the business owner.  “Inflation” is a concise way to say that a dollar will buy less in the 

future than it does today.   

 

The argument for borrowing money as an inflation hedge reflects the following:  if the 

business borrows valuable dollars today to buy productive assets, it will repay the loan 

with less valuable dollars in the future.  This strategy is particularly valuable during 

longer periods of sustained high inflation.  This was the case during the 1970s and it is 

possible that it may be recurring now. 

 

The reason against borrowing money as an inflation hedge is the risk that the Federal 

Reserve’s fights against inflation usually end with recessions.  Financial obligations 

associated with borrowed money can become burdensome when business is slow. 

 

Conservative use of debt can provide an inflation hedge without disrupting customer 

relationships. 

 

2. Reformulate the production process or find substitute production inputs 

 

If a business prefers to avoid raising prices to its customers, it may be able to preserve 

its profitability by changing its production process.  Examples include: 

 

 

1  Business value is preserved when cashflows, capital costs and growth are maintained.  See “Five Drivers of 

Business Value” 
2  Customer relationships are an intangible asset that is common to small businesses.  Other intangible assets 

possessed by small businesses include 1) assembled workforce, 2) brand, 3) proprietary business process 

knowledge, 4) patented technologies, 5) goodwill and others.  See “Categories of Business Value.” 
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 Longer production runs – producing a greater volume of product in a single 

production run can reduce costly manufacturing change-overs.  This might 

require greater lead-times on new orders from customers but could be a way to 

avoid raising prices. 

 

 Greater delegation to less costly personnel – businesses may be able to reduce 

costs by shifting project responsibility to less costly personnel.  This may involve 

outsourcing certain functions to firms that specialize in those functions. 

 

 Upgrading software – changing software can yield significant cost savings 

through reductions in production or processing costs. 

 

 Changing production inputs – substituting a similar, lower cost input component 

may reduce overall production costs. 

 

 Equipment upgrades – investment in better production equipment may result in 

improved throughput and lower production costs. 

 

A cost/benefit analysis should be performed prior to investing in new equipment or 

outsourcing a business process but these changes may be made with little on no 

customer disruption if implementation is carefully planned and executed. 

 

3. Improve working capital management 

 

Businesses can reduce their capital costs by more quickly collecting receivables, 

holding lower amounts of inventory and by negotiating longer credit terms with vendors. 

 

By accelerating the time required to convert inventories into cash, businesses can 

reduce interest expense by borrowing less on working capital lines of credit and free up 

cash for investment into production assets. 

 

Changing sales on account terms and inventory holdings will have an impact on 

customers.  However, the impact of these changes may reduce the need to raise prices. 

 

4. Raise prices of products or services 

 

Passing production cost increases through to customers is the most obvious solution 

in the fight against inflation.  This enables the business owner to preserve the cash flow 

stream generated by the business, thereby preserving business value.  However, 

increasing product prices can be challenging if the market served by the business is 

competitive.  Raising the prices of a business’ products and services may cause its 

customers to change suppliers.  Losing customers reduces business value – specifically 

the value of the business’ customer relationships. 
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If high inflation is expected to be temporary and customers are able to easily change 

suppliers, business value may be best preserved by holding prices constant to preserve 

the customer base.  Obviously, this temporarily reduces the profitability of the business. 

 

If inflation is expected to be persistent, a business may be forced to raise prices to 

remain solvent.  This will have a significant impact on customers and could change the 

value of the business. 

 

5. Redirect business activities into new markets 

 

If competition in a business’ primary market prevents it from passing through increased 

production or service costs to its customers, it may be forced to seek other markets for 

its products or services. 

 

For example, a business that incurs significant travel costs to provide services to its 

customers has a cost disadvantage relative to similar service providers that are located 

closer to its primary markets.  If increased travel costs prevent it from providing its 

services profitably in these markets, it will be forced to find new markets for its product 

or service. 

 

This action sacrifices established customer relationships in remote markets and 

reduces business value until new customer relationships are established.  However, it 

may be necessary to ensure the business’ survival. 

 

The customer relationship intangible asset is usually the most valuable identifiable intangible 

asset possessed by a small business.  Preservation of customer relationship value is important 

to preserving the value of the entire business. 


