Retirement budgets fail in the same way roofs fail in bad weather. The problem is rarely the headline number, it is
the hidden weak points: the timing, the volatility, and the costs that show up later than you expected. When you
forecast retirement spending with real-world discipline, you stop treating the budget like a set of promises and

start treating it like a range of outcomes you can plan for.

The goal of this article is practical. You will leave with a method to estimate real spending, stress test it, and
connect it to accounts you actually have. Along the way, you will see where most people oversimplify, how to

handle one-time expenses that keep recurring, and how to build a budget that still works when life changes.

Start with spending, not income

A lot of early planning focuses on "how much income” you want. That framing can be useful, but it often pulls you

away from the real work, which is estimating what you will spend.

Spending has categories. Some are fixed. Some are variable but predictable. Some are lumpy. And some are

“behavior costs” that quietly rise because daily life changes when you stop working.

| like to begin by capturing your current spending and translating it forward, then adjusting for retirement-specific
drivers. If you are ten years away, your current numbers will be a moving target anyway, but they are still the best

baseline you have.

A practical starting point is your last 12 months of expenses using bank and credit card data. If you do not want
to do anything fancy, pull your spending by month and group it into buckets you understand. You are not trying
to be perfect on day one. You are trying to build a forecast you can revise when reality disagrees with your

assumptions.

Build a “real spending” baseline from your last year

Most retirees get tripped up by using a single month as “typical.” A month is often dominated by timing, not
lifestyle. One-time travel, an annual insurance premium, car repairs, holiday spending. Even in a household that

tries to be consistent, the calendar matters.

Take your last 12 months and summarize spending into categories such as housing, utilities, groceries,
transportation, health, insurance, taxes, and discretionary spending. Then compute an annual total for each

category. From there, do two essential adjustments.

First adjustment: separate recurring annual items from one-time items. For example, property taxes, homeowners
insurance, and any annual memberships are not one-time. They recur, even if they arrive in a single month.

Medical expenses can also be seasonal. Plan for that pattern instead of averaging it away without thought.

Second adjustment: identify what is likely to drop and what is likely to change. Some spending falls when you stop
working. Commute costs disappear, and some work-related purchases fade. Other spending rises, such as

healthcare out of pocket and sometimes travel because retired schedules are more flexible.

Here is the part where judgment matters. If your budget today includes “work convenience” spending, like eating
out close to the office or paying for flexible shipping because you are constrained by deadlines, that spending may
shrink. If you do not know whether it shrinks, do not guess. Watch your spending for a month or two and see
what truly changes when you have time. Retirement is full of small decisions you no longer have to justify to a

boss or a calendar.



Translate age and timing into spending reality

Forecasting real spending is less about finding one magic number and more about getting the timing right. The

timing is what drives cash flow stress.

Two retirees can have the same annual spending average and still experience different outcomes because one has
a big chunk of spending earlier. That “earlier” spending is often driven by health events, home repairs, or replacing

major items such as a roof, HVAC system, or car.
You will want to think in phases.

For many households, the first phase is the “early retirement glide path,” often the first one to five years after
retirement. During this phase, spending can be higher than the long-run norm because people try out new

routines, travel while energy is higher, and transition into retirement life.

The second phase is “maintenance mode.” This is where spending often becomes more stable. Lifestyle expenses

settle, health costs become clearer, and home maintenance becomes predictable.

The third phase is where most budgets start to get surprised, not by the level of healthcare spending, but by the
variance and the timing. That is when you plan for higher out-of-pocket exposure and the possibility of care
needs. You do not need to predict the exact year. You need to plan for the risk that it could happen sooner than

you assume.

This phase concept helps you create spending assumptions that match life, rather than forcing a single flat number

for decades.

Understand fixed costs, variable costs, and “sticky” habits

To forecast spending well, you need to recognize which categories behave like levers and which behave like

anchors.

Fixed costs behave like anchors. Mortgage payments or rent, property taxes, base utility bills, insurance premiums,

and subscription bundles. Even if you cut a category, fixed costs often persist.

Variable costs are levers with different resistance. Groceries vary with prices and brand choices. Gas or rideshare
depends on how much you drive. Dining out depends on habits, and habits often remain stable even when

budgets are tight, at least for a while.

Then there are sticky costs: spending you do not notice because it is integrated into your life. For many people, it
is the “small convenience” purchases. Delivery fees. Gym memberships. Upgrades to keep things working at home.
Hobby-related subscriptions. In retirement, you might have more time to manage some of these, which lowers the

cost, but you might also spend more time doing them, which increases the usage.

A simple way to deal with sticky costs is to track discretionary categories closely during your baseline period. When

you see a pattern, assume it will continue unless you make a deliberate change.

Forecast healthcare costs without wishful thinking

Healthcare is the category that can dominate the retirement budget, and it is also the category with the most
uncertainty. The solution is not to pick a single “correct” number. The solution is to model the major drivers and

build a range.



First, separate insurance premiums from out-of-pocket spending. Premiums include Medicare-related coverage.
Out-of-pocket includes deductibles, copays, prescription costs, and uncovered services. Then include the possibility

of dental and vision needs, which many people underestimate.

Second, decide how conservative you want to be about longevity and health complexity. You can build a range by
using a few scenarios, such as a “typical health year” and a “high-cost year.” High-cost years are not rare enough

to ignore.

Third, recognize that premiums and out-of-pocket exposure can shift with time, plan changes, and household
circumstances. Even if your healthcare needs remain moderate, the plan structure and out-of-pocket rules can

change from year to year.

When | work with clients, | advise a middle path: do not bet everything on the low-cost scenario, but also do not
inflate costs so much that the plan becomes unrealistic. Most people can't stick to an overly pessimistic budget for

decades, which leads them to underestimate risk when it really matters.

A forecasting approach that has worked well is to build a baseline healthcare number from your current spending,
then adjust upward based on known retirement transitions. The adjustment can be conservative enough to allow
for inflation and plan changes. If your current spending is already high because you have chronic needs, you might

adjust less.

Taxes are not a side note in retirement
Many retirement budgets silently assume "no surprises” for taxes. That assumption is often wrong.

In retirement, taxable income sources may include withdrawals from traditional accounts, Social Security, pensions,
interest, dividends, and required minimum distributions later on. The amount of taxable income affects federal and

sometimes state taxes. It also affects how much of Social Security becomes taxable.

You do not need to build a tax model every month, but you do need to include taxes as a line item in your
forecast. If you ignore taxes, you will eventually create a withdrawal plan that looks fine until tax season exposes

the gap.

A practical tactic is to estimate taxes as a percentage of taxable income. If you prefer not to use percentages, at
least run a few planning calculations with a tax software tool using different withdrawal levels. The output will not

be perfect, but it will be better than ignoring taxes altogether.

Also consider timing. Some years you may realize investment gains, make a major purchase with a taxable
brokerage account, or receive income from work consulting. Those years can change your tax bracket and cash

needs.

Connect your spending forecast to how you will withdraw

A budget is not complete until it has a “funding mechanism.” Forecasting spending without connecting it to
withdrawal sequencing is how retirees end up running out of cash flow before the long-term assets realize their

gains.

Withdrawal sequencing matters because it changes taxes and account balances. It also changes how much
flexibility you have if the market is down. A good forecast includes at least a simple rule for how you would fund

expenses in different market conditions.



For example, one common approach is to cover a portion of spending using cash or very conservative holdings,
then draw from specific retirement accounts in a way that fits tax considerations. Another approach relies more

heavily on bonds or annuity income early in retirement.

You do not need to choose the "best” strategy on day one. You need a plan that you can execute when markets
are volatile. The forecast should include the amount you need from withdrawals in each year and where it will

come from.

If you have a big bucket of cash available for the first few years, you can reduce sequence risk. If you do not, you

need to assume you might have to sell investments at inconvenient times.

Inflation: use it, but do not let it flatten reality

Inflation forecasting is a battle between simplicity and accuracy. Many budgets use a flat inflation rate for

everything, which is tidy but often unrealistic. Costs do not inflate evenly.

Healthcare and insurance can rise faster than overall prices. Housing costs can depend on interest rates and
market conditions. Groceries often behave differently than discretionary categories. If you flatten everything to

one number, you might underestimate healthcare or overestimate discretionary stability.

Instead, you can use category-based inflation assumptions. It does not need to be perfect. The point is to reflect

the real pattern that healthcare and certain services tend to be more expensive over time.

A useful way to do this without overcomplicating is to pick inflation assumptions by category group:

essentials like housing and utilities,

food and household goods,

e discretionary spending,

healthcare and insurance.
Then build your annual forecast by applying the appropriate inflation rate to each group.

Inflation also affects how you interpret past spending. Your baseline year is dollars of that year. Your retirement

years will be dollars of those years. Make sure your forecast is consistent in the way it treats money.

Plan for “lumpy” expenses that keep coming back

The easiest way to break a retirement plan is to forget expenses that are irregular but inevitable. Home repairs,
vehicle replacement, major appliances, annual insurance increases, travel costs that spike in certain years, gifts

during holidays, and occasional health events.

Lumpy expenses do not average out cleanly, because their timing is unpredictable. If you only rely on averages,
you can end up short in the specific year a roof replacement arrives.

A better approach is to separate lumpy expenses into two types.

First type: known periodic replacements. If you own a car, retirement savings you likely have a replacement cycle.
If you own a home, you have major systems with estimated lifetimes. You can estimate a per-year reserve by

dividing the expected replacement cost by its expected useful life.

Second type: uncertain but plausible events. Medical events, delayed repairs, or surprise costs. For those, it helps
to include a buffer in your forecast, even if you do not label it “emergency.” Labeling matters less than the
behavior: set aside spending capacity so one bad year does not force a major lifestyle cut.


https://www.fox5ny.com/news/study-states-most-people-working-past-retirement-age

Build the forecast with a small set of assumptions

At some point, you need to stop collecting and start calculating. A retirement spending forecast can be built with a

manageable number of assumptions, but each assumption must have a job.

If you keep the forecast too detailed, you end up spending time refining it instead of improving the big drivers. If

you keep it too vague, you will miss critical timing risks.

Here is a simple set of forecast assumptions that usually covers the essentials, without burying you in

spreadsheets that no one wants to maintain.

® baseline annual spending by category, based on the last 12 months
® phase-based adjustments for early retirement and later years

® healthcare baseline plus a higher-cost scenario

® category-based inflation assumptions instead of one flat rate

® areserve approach for lumpy expenses and buffers

That is enough structure to create a forecast that is credible and revisable.

Stress test it with scenarios you can actually tolerate

A forecast is not complete without testing “what if" conditions. You do not need a full financial simulation, but you
do need a few scenarios that match real risks: healthcare spikes, market downturns, or higher-than-planned

discretionary spending early on.

The mistake people make is stress testing only investment returns while ignoring spending volatility. Another

mistake is stress testing only spending level while ignoring timing.

Try scenarios that represent decision points. For example, if the market is down and you need to withdraw anyway,
do you have liquidity? Can you reduce spending for a year without damaging long-term goals? Do you have

flexibility in discretionary categories?

Consider testing three scenarios. You can call them what you want, as long as they are different in ways that

matter.

1. "Healthy baseline year” spending, normal healthcare usage, steady withdrawals
2. "High healthcare year” with higher out-of-pocket and prescription costs

3. "Market stress year” where withdrawals occur during a downturn and lumpy expenses arrive

In each scenario, check whether your cash flow plan still works. If it does not, you do not necessarily need to panic.

You need to revisit a few levers, like discretionary spending, withdrawal timing rules, or liquidity reserves.

A realistic note about discretionary spending

Discretionary spending is often treated like the easiest category to cut. In practice, it depends on what you built

your retirement around.

If your discretionary spending is mostly travel, you might have options to shift from international to regional,
travel later in the year, or replace some trips with shorter stays. If your discretionary spending is largely hobbies,
you might change which activities you fund, but hobbies often involve equipment and memberships that are not

fully adjustable.



Also remember that discretionary spending is not just “fun spending.” It can include things that support health
and relationships, like classes, social events, and transportation to see family. Cutting those categories can reduce

quality of life in ways that affect health outcomes and satisfaction.

In a retirement budget, discretion is not a single dial. It is a set of choices. When you forecast, think about the

categories you would cut first, and the categories you would protect because they are integral to your wellbeing.

Don’t ignore household dynamics and one-time transitions

Retirement budgets are household budgets. Spouses age, health status changes, and preferences diverge. A plan

built for "household spending” can break when one person needs more care while the other still wants to travel.

Also consider transitions like downsizing, relocating, or returning to work part-time for income. Downsizing can
lower housing costs but adds costs like moving expenses, interim housing, and real estate fees. Relocating can
introduce higher property taxes or new insurance costs. Even a “simple” move can add several years of budget

friction.

When you forecast, include a transition budget for the major life events you expect. If you do not know whether
you will downsize, you can still plan by reserving a range. The key is that you are not surprised when the transition

costs land.

Use a “gap check” to validate your forecast quickly
Once you have a spending forecast, validate it with a gap check. This is a fast reality test that catches errors early.

Take your forecasted spending for the year when you plan to retire, then subtract your expected income sources.
Expected income might include Social Security, pensions, and any guaranteed annuity income. If you have

retirement account withdrawals planned, add those withdrawals back as the funding source.

The point is to see whether your required withdrawals are plausible given your account balances, tax expectations,

and withdrawal method.

If your required withdrawals feel unreasonably high, you have a problem in either your spending forecast, your
income forecast, or both. Usually it is spending that is optimistic, because people underestimate how healthcare

and insurance can stack up, or they exclude timing costs like home repairs and annual premiums.

A gap check will not tell you the perfect fix, but it tells you where to look.

Practical budgeting habits that make forecasts last

A forecast is not a one-time document. It is a tool you update. Without that habit, forecasts become museum

pieces and the household budget becomes guesswork again.
Two habits make the biggest difference in staying accurate:

First, review the budget quarterly with real transaction data. Not a dramatic monthly reconciliation, just a quick
scan of where spending is trending. If healthcare is higher than expected or discretionary is consistently over, you

will learn in time to adjust.

Second, update assumptions when reality provides new information. If you learn that your prescriptions cost more
than your estimate, update that category. If you find that travel spending is higher because you are planning more

frequent trips, update the discretionary baseline.



The forecast becomes more accurate because the household is actively learning, not because you are trying to

predict the future with perfect math.

Common forecasting mistakes that cost retirees real money

You will see several recurring mistakes in retirement planning conversations. They are not moral failures. They are

normal human behavior, and they are fixable.

One mistake is ignoring timing. Averaging a lumpy expense over the year can work on paper and fail in cash flow.

The roof does not arrive monthly. The medical deductible often arrives before you expect it.

Another mistake is double counting or missing categories during translation from “current spending” to
“retirement spending.” People sometimes forget property taxes, insurance premiums, or seasonal utilities. Others

mistakenly include taxes twice, once in income assumptions and again in spending.

A third mistake is building the forecast around a single “average” year of healthcare. Healthcare is spiky. Even if the

average is moderate, the variance matters because retirement budgets are cash flow constrained.

Finally, some plans ignore the behavioral reality of cutting spending. You can reduce discretionary spending for a
year, but repeated cuts can change your lifestyle in ways you will not stick to for decades. Your forecast should

reflect the spending changes you would realistically maintain, not the cuts that look good in a spreadsheet.

A simple template for turning forecasts into action
Once you have the spending forecast and a funding plan, you need a system that lets you act on it.

At minimum, your system should answer three questions each year: What do we plan to spend? How much can

we safely withdraw? What did reality do last year compared to plan?

You can manage this with a spreadsheet, budgeting software, or a combination. The exact tool matters less than

the discipline.

| often recommend organizing your spreadsheet with separate columns for each category, then linking each
category to an inflation assumption. Then tie the total spending to your withdrawal plan. When you update one
category, the forecast updates everywhere. That prevents you from making a correction and accidentally leaving

other numbers stale.

If you want to keep it lightweight, focus your updates on the categories that move the forecast the most:
housing-related costs, healthcare, taxes, and the lump-reserve. Those are usually the categories that create the

biggest variance.

What “real” looks like in the first retirement years

People often imagine retirement budgeting as a steady march of monthly bills. Real retirement looks more like a

series of adjustments.

In the first year or two, you might spend more on travel and home improvement. You might also spend less if you
did not anticipate how quickly some expenses drop, like commute costs. Then you hit your first “real life repair”

that you did not plan for, a small one that becomes a bigger one because it revealed an underlying issue.

When that happens, the best budget is the one that includes a reserve and the confidence that you can update

the plan. If your forecast only works under perfect assumptions, it will collapse under normal life.



You do not need to predict every event. You need a model that anticipates volatility, especially in healthcare and

housing, and a process to adapt without panic.

Your next step: turn assumptions into a working document
If you take only one action after reading this, make it the smallest one that creates forward motion.

Start a one-year forecast with categories, inflation assumptions, and a line for lump-reserve and healthcare
variance. Then extend it out enough to cover the early retirement phase. Once that works, extend further into later
years with phase adjustments.

The work is not about producing a flawless forecast. It is about building a practical budgeting tool you can trust

when you need it most, during the years when markets wobble and life refuses to follow a schedule.

A retirement budget that forecasts real spending is not just about math. It is about respect for how costs behave,
how households change, and how cash flow shows up at inconvenient times. When you plan for that, you reduce

stress, protect flexibility, and make retirement feel like something you chose, not something you survive.



