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In recent weeks, a variety of sources presented evidence suggesting that U.S. consumers are experiencing a so-
called K-shaped economy. In other words, different segments of consumers are encountering increasingly
divergent trends. In most cases, these sources point to an apparent divergence in consumer spending growth
between high- and low-income consumers. It has been suggested that the relatively strong growth in aggregate
consumer spending is driven primarily by high-income, high-asset consumers, while spending growth among

consumers with lower incomes has been relatively modest."

From October 8 to 9, 2025, the Consumer Finance Institute (CFl) at the Federal Reserve Bank of Philadelphia
(FRBP) conducted a short survey to investigate this phenomenon. The survey collected 2,462 responses from a
nationally representative sample, which was then weighted to the 2019 American Community Survey.
Respondents answered three questions about their current spending intentions, their recent actual spending
compared with a year ago, and the factor they believe has affected their current spending the most.

We find confirming evidence that lower-income respondents are more likely than higher-income respondents to
report consciously attempting to reduce their spending and to report reducing their actual spending in the last
three months as compared with a year ago. A slight majority of respondents indicate that the rising cost of goods

and services is the primary factor driving the change in their spending. That said, lower-income respondents were

" For examples, see Mark Zandi, Cris DeRitis, and Marisa DiNatale, hosts, Inside Economics, podcast, “The K-Shaped Economy with Heather
Long,” September 22, 2025, www.moodys.com/web/en/us/insights/podcasts/inside-economics/the-k-shaped-economy-with-heather-long.html;
David Tinsley, Liz Everett Krisberg, Taylor Bowley, Vanessa Cook, Lynelle Huskey, Consumer Checkpoint: The Tale of Two Wallets,
Charlotte, NC: Bank of America Institute, October 2025, institute.bankofamerica.com/economic-insights/consumer-checkpoint-october-
2025.html; and Paul Solman and Diane Lincoln Estes, “K-Shaped Economy: Why the Wealthy Are Thriving as Most Americans Fall Behind,”
PBS News Hour, October 14, 2025, www.pbs.org/newshour/show/k-shaped-economy-why-the-wealthy-are-thriving-as-most-americans-fall-
behind.

The views expressed in this report are solely those of the author(s) and do not necessarily reflect the views of the Federal

Reserve Bank of Philadelphia or the Federal Reserve System. Nothing in the text should be construed as an endorsement of

any organization or its products or services. Any errors or omissions are the responsibility of the authors. No statements here

should be treated as legal advice. 1
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more likely than higher-income respondents to cite changes in their personal circumstances (e.g., income,

household size, employment status, etc.) as the primary factor affecting their recent spending.
Current Spending Intentions
We define spending for respondents in the following manner:

We have a few questions about your day-to-day household spending, including on things like groceries,
clothing, personal care, transportation, recreation and entertainment, and any large items (such as home

appliances, electronics, furniture, etc).

Please exclude money saved or invested, mortgage or rent payments, monthly loan payments, and medical

expenses (including health insurance).

To gain insight into respondents’ current approach to managing their spending — e.g., whether they are
specifically managing their spending to a certain level — we asked the following question:
Over the last three months (i.e., since July 2025), how would you describe your goals for your day-to-day
spending?

1) I've been consciously trying to reduce my spending.
2) I've been trying to keep my spending about the same.
3) I've been consciously increasing my spending.

4) | haven't really thought about my spending.

Irrespective of household income, a majority of respondents indicated they are consciously trying to reduce their
spending (Table 1). However, this intention was somewhat more common among respondents earning less than

$40,000 per year (58.7 percent).

Table 1
Income I've been I've been trying to I've been I haven’t really
Ranges consciously trying to | keep my spending consciously thought about my
reduce my spending about the same increasing my spending
spending
<$40K 58.7% 27.3% 4.4% 9.6%
S40K-$69K 57.2% 32.6% 4.2% 5.9%
S$70K-$99K 49.9% 39.2% 3.0% 7.9%
$100K-$149K 54.4% 32.0% 4.5% 9.1%
S150K+ 51.7% 35.2% 2.0% 11.1%
All 55.1% 31.5% 3.7% 9.6%
Bolded values are statistically different from the population average to the p=0.05 level.
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Actual Spending Compared with Last Year

We asked the following question about respondents’ actual spending experiences:
Think about the money you spent in the last 3 months. In your estimation, did you spend more, less, or about
the same compared to the same period last year? Your best estimate is fine.

1) Significantly less
2) Slightly less

3) About the same
4) Slightly more

5) Significantly more

While a majority of respondents intended to spend less (e.g., Table 1), more respondents on net reported
increasing their spending in the last three months compared with a year ago than reported that their spending

decreased (Table 2).

Just over one-quarter of respondents reported reducing their actual spending in the last three months as
compared with a year ago. However, lower-income respondents were significantly more likely than high-income
respondents to report that their spending had decreased compared with last year (31.4 percent as compared with

less than 22 percent for respondents earning $100,000 or more).

More than one-third of all respondents (36.7 percent) indicated that their spending was higher compared with last
year. The proportion of those reporting increased spending was significantly higher among high-income
respondents than for low-income respondents (more than 43 percent of those earning greater than $100,000 as

compared with 33.3 percent among respondents with incomes less than $40,000).

Table 2
Income Ranges Spent less than last Spent more than last Net spending change
year year (% spent more - %
spent less)

<$40K 31.4% 33.3% 1.9%
S40K-S69K 26.9% 37.2% 10.2%
S70K-$99K 22.6% 35.5% 12.9%
S100K-$149K 21.7% 44.1% 22.4%
S150K+ 19.4% 43.4% 24.0%
All 25.9% 36.7% 10.8%
Bolded values are statistically different from the population average to the p=0.05 level.




Factors Affecting Spending Habits

Finally, we asked respondents to identify the factor that is most important in explaining their recent spending

behavior.? Specifically, we asked the following question:

Which of the following do you think is affecting your current approach to spending the most? Select the item

that you think is the most influential factor.

1) Changes in my personal circumstances (e.g., income, household size, employment status, eftc.).
2) Changes in the cost of goods and services (e.q., inflation).
3) Economic or financial factors other than inflation (e.g., portfolio performance, business environment,

economic forecasts, etc.).
4) Not applicable — none of these are affecting my current approach to spending.

Changes in the cost of goods was by far the most frequently cited factor affecting respondents’ spending (Table

3). While this proportion was higher among higher-income respondents, in only one instance was this relative

difference statistically significant.

Table 3

Income Ranges

Changes in my
personal
circumstances (e.g.,
income, household

Changes in the cost
of goods and
services (e.g.,

inflation and/or

Economic or
financial factors
other than inflation
(e.g., portfolio

Not applicable —
none of these are
affecting my current
approach to

size, employment tariffs) performance, spending
status, etc.) business
environment,

economic forecasts,

interest rates, etc.)
<$40K 28.2% 49.3% 10.8% 11.7%
S40K-$69K 25.2% 51.5% 11.6% 11.7%
$70K-$99K 20.1% 50.9% 12.8% 16.2%
$100K-$149K 17.3% 58.2% 12.6% 11.8%
S150K+ 15.5% 57.8% 12.3% 14.5%
All 23.6% 51.6% 11.1% 13.7%

Bolded values are statistically different from the population average to the p=0.05 level.

2 While we did not ask respondents directly about the discrepancy between their intended and actual spending changes, these factors might

be relevant for explaining those discrepancies.




On the other hand, low-income respondents were significantly more likely than high-income respondents to select
changes in personal circumstances as the primary factor driving the change in their recent spending (the
difference was at least 10 percentage points). This difference is consistent with information reported in CFI's LIFE
Survey data reports: Lower-income respondents are more susceptible to economic disruptions, such as income

loss and housing disruptions, that could affect their financial lives and their spending.®
Conclusion

In the third quarter of 2025, we find there is a difference between higher- and lower-income respondents in terms
of their intentions to change their spending as well as their actual, self-reported change in spending relative to a
year ago. Lower-income respondents were relatively more likely to report reducing their spending than higher-
income respondents. Conversely, higher-income respondents were more likely than lower-income respondents to
report increasing their spending. While most respondents reported the rising cost of goods and services as the
primary driver of their spending changes, lower income respondents were relatively more likely than higher

income respondents to attribute changes in their spending to changes in personal circumstances.

3 See www.philadelphiafed.org/consumer-finance/life-survey-report-july-2025.
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