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For UK investors, a 2% inflation target is not the same as a 2% investment hurdle. Markets continue to price a persistent

UK inflation premium over the US and Eurozone, which means the return required to protect your buying power may

remain materially higher than the official target.

The market’s long-term view makes the distinction clear. UK implied inflation over the next decade has fallen from its 2023

peak near 4.0% but remains sticky at roughly 3.3% to 3.4%, still at the upper end of the G7. The direction has improved;

the level remains uncomfortable.

The equivalent measures in the US and Eurozone are closer to 2.3% and 2.2%–2.5% respectively. Those numbers are

not forecasts in the usual sense, but they are useful gauges of the price investors demand for future inflation risk. Think of

them as the gradient on a long journey: even a modestly steeper slope requires more effort over ten years.

The UK’s steeper gradient reflects vulnerabilities in energy and labour markets. The Bank of England has warned that

renewed tensions in the Middle East could push headline inflation above 4% in the near term because the UK is highly

sensitive to imported energy costs. Its decision to hold rates at 3.75% in September suggests it still sees the pressure as

energy-led rather than the start of a broader wage-price spiral.

Elsewhere, the risks differ. In the US, government spending, tax cuts and debt above $40 trillion may keep nominal bond

yields elevated even if inflation expectations stay contained. In the Eurozone, two European Central Bank rate rises in

2026, including September’s move to 2.50%, have helped keep longer-term expectations comparatively stable, with five-

year consumer expectations at 2.5%.

All three regions may see price growth moderate by 2027, but the UK is still expected to settle at a higher floor. The OECD

projects UK inflation at 2.6% in 2027 and 3.1% this year, the second-fastest rate in the G7. A lower inflation rate is

welcome, but it does not restore the buying power already lost, nor does it remove the need for returns above inflation.

This leaves UK portfolios with a different set of trade-offs. Energy shocks, employment dynamics and fiscal policy deserve

attention, but the practical issue is simpler: cash and nominal returns must clear a higher bar before they create real

wealth. Treating volatility as the main risk can therefore be misleading; a portfolio that appears stable but steadily loses

purchasing power is not low risk in the way that matters to clients.

We therefore assess UK investment strategy against the return needed after inflation, tax and charges, not against the

Bank of England’s 2% target alone. If inflation averages nearer 4% over the coming years, the nominal hurdle before tax

and charges is closer to 6%. In portfolios we manage, that argues for accepting measured market risk through a deliberate

mix of growth assets and stabilisers, rather than relying on apparently safe assets that may fail to preserve real value. Our

priority is not to chase returns, but to build portfolios with a realistic chance of protecting and growing your buying power

over time.
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