
Why inflation matters for financial planning

1Sources – multiple

Many financial goals fail not because people save too little, but because they underestimate future costs.

Example 1: Forecasting living expenses

Suppose your annual living expenses are currently $40,000.

If inflation averages 3% annually:

• In 10 years, those expenses become approximately $53,800.

• In 20 years, they become approximately $72,200.

• In 30 years, they become approximately $97,000.

The lifestyle hasn't changed. The purchasing power of money has.

Anyone planning for retirement, homeownership, children, or financial 

independence must account for inflation.

Example 3: Evaluating investment returns

Imagine your investment portfolio earned 8% last year.

But if inflation was 3%, your real return was closer to:

8% - 3% = 5%

That 5% is the increase in actual purchasing power. 

This distinction becomes incredibly important over 

decades.

Investors who focus only on investment returns can 

overestimate how much wealth they are truly building.

Tip: When building a financial plan, use a consistent 

approach: if you don't adjust future expenses for inflation, 

estimate investment returns using real (inflation-adjusted) 

returns.

Example 2: Emergency funds

Many financial experts recommend saving 3–6 months of expenses.

But if your monthly expenses rise over time, your emergency fund target 

should rise as well.

A $10,000 emergency fund that felt comfortable three years ago may not 

provide the same protection today.

https://diymoneytrack.com/2025/04/22/is-your-purchasing-power-growing/
https://diymoneytrack.com/2025/06/04/am-i-on-track-use-these-5-personal-finance-ratios-to-find-out/
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Best sources for tracking inflation (U.S. and Europe)

Source Best for

Bureau of Labor Statistics (BLS)
Official U.S. Consumer Price Index (CPI) data and inflation 

releases.

Federal Reserve Economic Data (FRED)
Charts, historical data, and comparisons across inflation 

measures.

Personal Consumption Expenditures 

(PCE) Price Index

The inflation measure most closely watched by the Federal 

Reserve.

Eurostat

Official inflation data for the European Union and euro 

area using the Harmonized Index of Consumer Prices 

(HICP).

European Central Bank (ECB) Euro-area inflation analysis, forecasts, and policy context.

National statistics offices
Country-specific inflation data (e.g., Germany’s Destatis, 

France’s INSEE, Spain’s INE).

Recommended routine

• Check CPI monthly for headline 

inflation news.

• Use FRED to view longer-term 

trends.

• Monitor PCE inflation if you 

follow Federal Reserve policy 

and interest rates.

For most European readers

Start with Eurostat’s HICP 

because it provides a consistent 

measure across EU countries.
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https://www.bls.gov/cpi/
https://fred.stlouisfed.org/
https://www.bea.gov/data/personal-consumption-expenditures-price-index
https://www.bea.gov/data/personal-consumption-expenditures-price-index
https://ec.europa.eu/eurostat/web/hicp
https://www.ecb.europa.eu/home/html/index.en.html
https://unstats.un.org/home/nso_sites/
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