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• Inflation for awarded damages – Which increases the level at which a claimant makes 
withdrawals from their settlement.  We assumed that the damages that a claimant must meet 
inflated at CPI+1% pa, which is approximately a 50:50 blend of CPI-linked damages and 
earnings-linked damages. 

1.14 Based on these assumptions and the considerations above, as at the last review a single rate was 
set based on a range of options reflecting the confidence of the claimant being able to meet their 
needs.  

1.15 We have been asked to provide updated analysis based only on updating the financial conditions 
assumption.  To do this we have considered the investment return forecasts available as at 31 
March 2023 and compared financial metrics now with those used in our analysis in 2019 and early 
in 2020.  Please note that our 28 April 2020 report contains further details on these assumptions 
and the PI discount rate methodology.  

Economic conditions 

1.16 During 2022 and this year to date, most major markets have experienced high inflation that has led 
to fiscal and monetary policy responses.  Equity and bond returns have in turn reacted to high 
inflation and changing interest rates.  Over this period equities had losses of around 10%-20%, 
bond returns have in general also been negative, with some large losses due to significant yield 
increases.  

 
1.17 Over the next few years there is uncertainty on the timing and pace of inflation going down, which is 

impacting expectations for interest rates, bond yields and equity returns.  This volatility is expected 
to have the greatest impact over the next couple of years, but some causes of volatility could 
become enduring, such as the apparent deglobalisation affecting supply chains, reducing reliance 
on China, and political instability.  Our longer-term inflation and investment return forecasts are less 
affected by this short-term volatility, but the short-term outlook will still have a bearing on the levels 
of confidence in our long-term forecasts. 

Impact on PI discount rate 

1.18 Relative to your last rate review our long-term return forecasts have increased reflecting the 
significant increase to risk free yields over the last 18 months.   

1.19 In periods of high inflation it is typical for yields on fixed-interest government and corporate bonds to 
increase, due to the price of bonds already in issue falling.  This fall in price is a result of the fixed 
income on bonds becoming less attractive due to inflation eroding its value.  This is what happened 
in 2022, however, those increases to bond yields have become persistent and now stretch out to the 
long-term.  This could be reflecting the views of the market with respect to factors such as an 
unwinding of the government’s quantitative easing and a risk premium in expectation of more 
volatile economic conditions enduring. 

1.20 With a higher yield available on bonds, we then also expect the return on more risky assets such as 
equities to increase i.e. if you can buy a risk free government bond that now yields more than 4%, 
you would expect the return on a much risker equity to be considerably higher than 4%. 

1.21 Market commentators will often set asset return expectations either relative to inflation or relative to 
gilt yields. 

• Over the last 18 months actual inflation has been high (ie comparing current prices to those 12 
months ago), however over the long term we expect inflation to come back down.  Our CPI 
assumption is now around 0.5% higher than our original 2019 analysis. 








