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Abstract 
Although inflation in the United States has moderated significantly from its post-pandemic 
peak, affordability remains the defining economic challenge for American households. 
Inflation measures the rate at which prices change, whereas affordability reflects whether 
household incomes can comfortably purchase essential goods and services at prevailing 
prices. This distinction is critical. While annual inflation has slowed to approximately 3.4%, 
the cumulative increase in the cost of housing, food, transportation, insurance, healthcare, 
and other necessities over the past two years has significantly eroded purchasing power. 
Combined with nearly stagnant real wage growth and a softening labor market, the 
affordability gap has widened for millions of Americans. Drawing on data from the U.S. 
Bureau of Labor Statistics (BLS), Bureau of Economic Analysis (BEA), Federal Reserve Bank 
of New York, and U.S. Census Bureau, this article argues that the United States has 
transitioned from an inflation problem to an affordability crisis, one that is reshaping 
consumer behavior and posing increasing risks to economic growth. 
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Introduction 
Much of the recent economic narrative has centered on declining inflation. The Consumer 
Price Index (CPI) increased 3.4% over the 12 months ending July 2026, down from the 
historically elevated rates experienced during the inflation surge (U.S. Bureau of Labor 
Statistics [BLS], 2026a). Policymakers and financial markets have generally interpreted this 
moderation as evidence that inflation is coming under control. 

However, inflation is no longer the primary concern for many households. Affordability is. 



Consumers do not experience the economy through inflation statistics; they experience it 
through monthly mortgage or rent payments, grocery bills, insurance premiums, gasoline 
costs, childcare expenses, and healthcare bills. Even when inflation slows, those expenses 
remain elevated because prices rarely return to previous levels. 

Consequently, millions of households continue to struggle, not because prices are rising 
rapidly today, but because the cost of maintaining a middle-class standard of living has 
increased much faster than purchasing power. 

This distinction between inflation and affordability is essential for understanding today's 
consumer economy. 

 

Inflation Has Moderated, but Affordability Has Not Improved 
The July 2026 CPI report provides a useful illustration. 

Overall CPI increased only 0.1% during July after declining 0.4% in June, while annual 
inflation moderated to 3.4% (BLS, 2026a). Shelter prices increased 0.1% and accounted for 
approximately two-thirds of the monthly increase, while food prices also rose modestly. 

These figures suggest improving inflation. They do not suggest improving affordability. 

Between July 2024 and July 2026, the CPI increased by approximately 11.4 index points, 
representing a cumulative increase of roughly 7% in consumer prices. That means 
households today require significantly more income simply to purchase the same basket of 
goods and services they consumed two years ago. 

Table 1 

Illustrative Growth in Consumer Prices and Household Affordability 

Period Annual 
Inflation 

Approximate 
Price Level 

Affordability Impact 

July 2024 ,  100.0 Baseline 

July 2025 3.5% 103.5 Household budgets tighten 

July 2026 3.4% 107.0 Higher income required to maintain the 
same lifestyle 

 



The key policy implication is straightforward: lower inflation does not restore 
affordability. It merely slows the pace at which affordability continues to deteriorate. 

 

The Affordability Crisis Is Concentrated in Essential Household Expenses 
Affordability pressures are particularly severe because they are concentrated in 
necessities rather than discretionary purchases. 

According to the 2024 Consumer Expenditure Survey, housing accounted for 33.4% of 
average household expenditures, while transportation represented approximately 17%, 
meaning that more than half of household spending was devoted to these two essential 
categories (BLS, 2025a). 

When food, utilities, healthcare, insurance, and childcare are included, the vast majority of 
household income is committed to expenses that families cannot easily reduce. 

Table 2 

Major Household Spending Categories 

Category Share of Household Spending Affordability Risk 

Housing 33.4% Very High 

Transportation 17.0% High 

Food ~12% High 

Healthcare ~8% High 

Insurance & Utilities Significant Increasing 

Unlike discretionary purchases, households cannot simply postpone paying rent, skip 
automobile insurance, or eliminate grocery shopping. 

As a result, even moderate inflation in essential goods has a disproportionately large 
impact on affordability. 

 

Why Headline Inflation Understates Consumer Financial Stress 
Headline CPI represents the experience of the average consumer, but real households do 
not spend like the average. A retired couple has a very different spending pattern from a 
young family. A homeowner faces different financial pressures than a renter, while 



households in high-cost metropolitan areas can experience significantly greater 
affordability pressures than those living in lower-cost regions. 

For many families, affordability has deteriorated much faster than the national CPI 
suggests because the most significant cost increases have occurred in essential 
categories such as housing, food, transportation, insurance, healthcare, and utilities. 
These are expenses that households cannot easily eliminate or postpone, making even 
moderate price increases financially significant. 

Consumers therefore experience the economy through their monthly cash flow, not 
through national inflation averages. What matters is not simply whether the inflation rate 
has declined, but whether household income is sufficient to cover the cost of maintaining 
a desired standard of living. 

The relevant question for households is no longer simply, “Has inflation fallen?” It is: 

“Can I still afford the life I had two years ago?” 

For many Americans, the answer is increasingly no. 

 

Regional Affordability Pressures: Miami and New York 
Regional differences further illustrate why affordability has become a more useful concept 
than inflation. 

In metropolitan Miami, housing expenditures account for approximately 40% of average 
household budgets, substantially above the national average (U.S. Census Bureau, 2025). 
Rapid increases in housing costs, homeowners' insurance premiums, flood insurance, 
automobile insurance, and property taxes have significantly increased the cost of living. 

Similarly, households in New York continue to face among the nation's highest costs for 
housing, transportation, childcare, and healthcare. 

Consequently, a national inflation rate of 3–4% substantially understates the affordability 
challenges confronting households in these metropolitan areas. 

For these families, the issue is not whether inflation is falling. The issue is whether income 
growth is sufficient to cover the monthly bills. 

 



Real Wage Growth Has Been Insufficient to Restore Affordability 
Affordability depends on two fundamental factors: the cost of goods and services and the 
income available to pay for them. Although nominal wages have continued to rise, 
inflation-adjusted earnings have remained largely stagnant. This means that higher 
paychecks have not necessarily translated into greater purchasing power for American 
households. 

According to the Bureau of Labor Statistics (BLS, 2026b), real average hourly earnings 
increased by only 0.1% between June 2025 and June 2026. The situation was even weaker 
for production and nonsupervisory workers, who represent approximately four-fifths of 
private-sector employment. For this group, real hourly earnings actually declined slightly 
over the same period. 

These figures highlight a critical weakness in the current consumer economy. While 
workers may be earning more in nominal dollar terms, their ability to purchase goods and 
services has changed very little after accounting for inflation. In practical terms, wage 
growth has done little to offset the higher cost of maintaining a household. 

When household incomes merely keep pace with rising living costs, there is little 
improvement in financial flexibility. Families may be able to maintain their existing 
spending, but they have less capacity to save, reduce debt, make major purchases, or 
absorb unexpected expenses. Until real incomes consistently grow faster than the cost 
of living, affordability will remain under pressure even as headline inflation continues 
to moderate. 

 

Labor Market Weakness Is Creating a Second Affordability Problem 
Affordability is determined not only by the level of household income but also by the 
confidence that income will remain stable. Even when wages are sufficient to meet current 
expenses, concerns about future employment can significantly influence household 
financial decisions. As labor market conditions soften and hiring slows, many consumers 
become more cautious about making long-term financial commitments. 

Economic uncertainty often prompts households to prioritize financial resilience over 
discretionary spending. Consumers who are concerned about job security are more likely 
to postpone major purchases such as vehicles or homes, delay home improvement 
projects, reduce spending on vacations and dining out, and scale back discretionary retail 
purchases. These decisions are not necessarily driven by current inflation rates but by 



uncertainty about whether future income will be sufficient to meet ongoing financial 
obligations. 

This shift in consumer behavior highlights an important distinction between inflation and 
affordability. Even households whose incomes have kept pace with inflation may reduce 
spending if they perceive a higher risk of unemployment or slower wage growth. In this 
environment, affordability becomes as much a function of economic confidence as it is of 
household income. When consumers lose confidence in the stability of their future 
earnings, they become more conservative in their spending, increasing savings, reducing 
debt, and postponing nonessential purchases. 

Such behavioral changes can have broader macroeconomic consequences. Because 
consumer spending accounts for nearly 70% of U.S. gross domestic product (GDP), 
widespread reductions in discretionary spending can slow economic growth, weaken 
business revenues, and reduce hiring, creating a feedback loop in which labor market 
uncertainty further erodes consumer confidence and affordability. 

 

The Three Dimensions of the Modern Affordability Crisis 
The current consumer environment reflects three overlapping forces. 

1. Permanently Higher Price Levels 

Consumers continue paying the cumulative price increases generated during the inflation 
surge. Lower inflation does not reverse those increases. 

 

2. Affordability Pressure on Essential Goods 

Housing, transportation, healthcare, insurance, childcare, and groceries account for most 
household budgets. These expenditures cannot easily be reduced. As their costs rise, 
discretionary income shrinks. 

 

3. Limited Income Growth and Rising Economic Uncertainty 

Real wage growth has been minimal while labor market conditions have softened. The 
result is an affordability gap in which households face higher monthly expenses without 
corresponding improvements in purchasing power. 

 



Conclusion 

The U.S. economy has largely succeeded in reducing inflation, but it has not restored 
affordability. 

Housing, food, transportation, insurance, healthcare, and other necessities remain 
significantly more expensive than they were only a few years ago. Meanwhile, inflation-
adjusted wage growth has been minimal, and labor market uncertainty has begun to 
increase. 

The result is an economy characterized by high price levels, constrained purchasing 
power, and declining affordability. 

For policymakers, businesses, and economists, this distinction is increasingly important. 
Inflation measures how quickly prices are changing, but affordability determines whether 
households can sustain their standard of living. 

Until real incomes consistently outpace the cumulative increase in living costs, many 
Americans will continue to experience financial strain regardless of whether headline 
inflation falls to the Federal Reserve's target. 

Indeed, the central economic challenge facing U.S. consumers today is no longer 
inflation, it is affordability. 
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