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Investors planning for retirement often focus 
on providing themselves with a target income 
after they leave their jobs. But they often over-
look a key consideration: the potential for 
inflation to diminish that income stream 
through their golden years.

The amount of goods and services your dollar 
will buy—your purchasing power—will decline 
over time. We’ve all noticed that things seem 
more expensive now than before, and most of 
us have heard older family members say they 
remember when a cup of coffee was a quarter. 
But investors often don’t realize how inflation 
will affect their quality of life in retirement.

TWO WAYS INFLATION COSTS YOU
Once you’re no longer earning a steady pay-
check and annual raises, inflation can be very 
dangerous to your retirement plan. Not only 
will it push prices higher; it can also effectively 
diminish the value of your retirement income. 
Consider that an annual fixed income of 
$100,000, assuming a reasonable 3% annual 
inflation rate, may be worth about $86,000 in 
five years and $40,000 in 30 years. Meanwhile, 
in 2044 the equivalent of $100,000 in 2014 
dollars will probably be more than $240,000. 
Interest rates, investment returns and inflation 
rates may vary, and thus your actual experience may 
be significantly different.

Investors can’t count on the protection of a 
pension or similar employer benefit. The 

reason: Defined benefit plan payouts typically 
don’t adjust for inflation. People get excited 
that they’ll get 50% of their salary for the rest 
of their lives or whatever it might be, but they 
don’t realize that that payment stands to lose its 
value. And with longer life expectancies, infla-
tion can pose a real obstacle to obtaining 
desired retirement lifestyles.

WHAT DO YOU HAVE TO ACCOUNT FOR?
To fight inflation and help protect purchasing 
power, investors typically look to the Consumer 
Price Index (CPI) to see what benchmark 
they’ll have to account for. The CPI has risen at 
an average pace of about 3% annually over the 
long term.

Some investors calculate a higher inflation rate 
in their purchasing-power estimates if the 
kinds of goods and services they expect to con-
sume in their retirement differ from the CPI 
indicators. For example, retirees are more likely 
to spend significant sums on healthcare costs—
and these have generally risen at a faster pace 
than inflation in general.

Make sure to work with your financial planner 
on designing a portfolio that’s set to provide for 
a long retirement. In many cases, this means 
keeping a significant percentage of your assets 
in equities, which have proved a better means 
of outpacing inflation than bonds, cash or other 
asset classes over the long haul. Past performance 
does not guarantee future results.
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When is a dollar not worth a buck? 

I nflation can compromise the ability of your retirement savings to support the 

l ifestyle you want. Does your long-term strategy take diminished purchasing 

power into account? 
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DIVERSIFICATION CAN HELP
There’s no guarantee that stocks will beat infla-
tion during every period. That’s why financial 
planners recommend that investors maintain 
diversified portfolios with a range of inflation-
fighting investments. A good asset allocation 
strategy divides your portfolio, usually within 
specific percentages, based on your needs, 
objectives and personal tolerance for risk. 
Diversification does not eliminate risk, does not 
guarantee a profitable investment return and does 
not guarantee against a loss. Diversification lowers 
the investment risk of a portfolio. There is no assur-
ance that by assuming more risk you are guaranteed 
to achieve better results.

Regardless of your approach, remember that by 
taking inflation into account as you plan your 
retirement now, you’ll be well positioned to 
protect the long-term value of the money 
you’ve worked so hard to save.
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TALK TO YOUR FINANCIAL PLANNER ABOUT:

•	 How inflation could affect your lifestyle  
in retirement

•	 The level of inflation you might reasonably 
expect to experience during your  
retirement based on historical levels

•	 Investments and strategies that can help 
your portfolio keep pace with inflation  
now and during your golden years

About Our Practice

Waypoint Partners and Beacon
Financial Group are comprehensive
financial planning organizations
working with individuals, business
owners, professionals and
executives to create, implement,
and manage their financial future.
    www.waypointbeacon.com
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