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At a recent meeting with a client, one member of the Asset Liability Committee (ALCO) mentioned the K-shaped economy and how he 
believed it an accurate representation of the US economy.  The K-shaped economy theory developed by Peter Atwater, from William & 
Mary University, purports that different sectors, groups, or other aspects of our economy experience varying outcomes.  For example, lower-
income earners have experienced smaller increases in wages than higher-income earners since the Great Financial Crisis and especially 
since the COVID pandemic.  One of the dangers of this type of economic behavior is a limited number of consumers may be propping up 
the largest contributor to GDP: Consumer Spending – resulting in an economy that may be more fragile than the economic data portrays. 
 
This morning, I read an article in the CNBC app called, “Wealth inequality and the ‘K-shaped’ economy are more striking than ever, data 
shows,” by Alex Harring.  Harring reports that many economists now see this as part of our economy rather than a temporary phenomenon.  
With this type of bifurcation within the consumer pool, wealthier consumers appear to be spending money on expensive travel experiences, 
while lower-income consumers continue to show signs of struggle.  Inflation levels remaining close to 3%, the price of everyday consumer 
staples are causing hard choices to be made.  Personal income gaps are widening according to the charts provided in the article, but with 
businesses still needing to make sales, advertising and marketing to both high-income earners and lower-income earners prevails.  Fast 
food restaurants are bringing back lower priced meal deals again, while with large events like the Winter Olympics and the World Cup this 
year, prices to attend lean more toward the higher-income fans.   
 
Why do I bring this up?  Why is this important to fixed income investors, or financial institutions?  If this theory, or aspect of the US economy 
accurately represents our current state, we could be closer to an economic downturn than current data indicate.  Wealth in the higher  
income levels comes primarily from investments and housing prices.  If we see hits to these areas, the primary consumer group supporting 
spending may decrease spending to levels where negative GDP results may return.   With a consumer driven economy, the US relies heavily 
on the fact that consumers consume.  A tipping point might be on the horizon, which will lead investors to safer asset classes.  Economic 
downturns result in a slowing of the flow of money throughout the financial system.  And when financial institutions slow lending due to 
increases in risk – i.e., credit quality deterioration increases – we usually see a recession. 
 
Most of you know me as a positive person.  I try to see the good in everything I experience.  I am fascinated by the K-shaped economy  
theory.  I also believe it is an accurate portrayal of parts of the US economy.  The theory helps explain the rolling-recession we experienced 
after the pandemic.  But it does cause me to pause when I think about the sustainability of this type of economic behavior.  Continue to 
monitor wage disparity and spending activity within high-income earners and lower-income earners.  These may be the best indicators of 
where we are headed in 2026. 
 
Have a great weekend! 
 
Matthew Maggi  
Senior Vice President  
Commerce Bank – Capital Markets Group (CMG) 
800 548-2663  matthew.maggi@commercebank.com  
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KEY INDICES 

 Current Last Month One Year Ago 
Prime Rate 6.75 6.75 7.50 
Discount Rate 3.75 3.75 4.50 
Fed Funds Rate 3.64 3.64 4.33 
Interest on Reserve Bal. 3.65 3.65 4.40 
SOFR 3.65 3.77 4.35 
11th Dist COFI (ECOFC) 2.78 2.83 3.04 
1-Yr. CMT 3.48 3.48 4.17 
Dow 48,892.47 48,367.06 44,882.13 
NASDAQ 23,461.82 23,419.08 19,681.75 
S&P 500 6,939.03 6,896.24 6,071.17 
Bond Buyer 4.81 4.83 4.19 

Treasuries & New Issue Agencies (Spread to Treasuries) 
 3 Mo. 6 Mo.  1-Yr.  2-Yr.  3-Yr. 5-Yr. 7-Yr 10-Yr 20-Yr 30-Yr 

Treasuries 3.65 3.63 3.48 3.54 3.60 3.80 4.02 4.24 4.83 4.87 
Bullets    1 0 0 7 12   
NC-6 Mo.    14 21 30 37 45   
NC-1 Year    3 13 25 30 40   
NC-2 Year     1 15 20 30   

CMO Spreads to Treasuries 

 PAC Vanilla 
1-Year N/A +40 

2-Year 50 55 

3-Year 63 78 

5-Year 78 83 

MBS Current Coupon Yields 
GNMA 30 Yr.  4.99% 

FNMA 30 Yr.  4.06% 

FNMA 15 Yr.  4.34% 

MUNI AA—BQ 

3 Mo. 2,21 

6 Mo. 2.21 

1-Year 2.21 

2-Year 2.21 

3-Year 2.24 

5-Year 2.31 

7-Year 2.49 

10-Year 2.76 

30-Year 4.51 

_______________________________________________________________________________________________________________________________________________ 
 

Investment suitability must be determined individually for each investor, and the securities included in this document may not be suitable for all 
investors. The information presented is not intended to constitute an investment recommendation or solicitation (offering) for, or advice to, any 
specific entity or person. By providing this information, neither Commerce Bank or any of its affiliates is undertaking to give advice in any fiduci-
ary capacity within the meaning of ERISA, the Internal Revenue Code or any other regulatory framework. Before making any investment, inves-
tors should read the related prospectus, term sheet or offering memorandum. 
LJ Hart & Company is a wholly-owned subsidiary of Commerce Bank, and may serve as either a municipal advisor or underwriter of a particular 
issuance of municipal securities.  Underwritten municipal securities offerings may be distributed by its affiliates, Commerce Brokerage Services 
Inc. and the Commerce Bank Capital Markets Group (Affiliates). In such case, LJ Hart & Company will remit a portion of the underwriting fee or 
a dealer concession to Affiliates as compensation for the Affiliates’ distribution services. 
Securities are provided through Commerce Brokerage Services, Inc (CBSI), a subsidiary of Commerce Bank, member FINRA, SIPC, and Com-
merce Bank Capital Markets Group (CMG), a division of Commerce Bank (the “entities”).  Investments in securities are NOT FDIC insured; 
NOT Bank-Guaranteed; MAY lose value.  The opinions expressed herein reflect that of the author and are not a complete analysis of every 
material fact respecting any company, industry, or security.  The author’s opinions do not necessarily reflect that of Commerce Bank or its affili-
ates.  CDs are direct financial obligations of the issuing financial institution and are not, either directly or indirectly, an obligation of Commerce 
Bank.  Information contained herein is from sources deemed reliable but cannot be guaranteed.  Prices and/or yields are subject to change and 
investments are subject to availability.  The entities are not acting as your Portfolio Manager, Investment Advisor or  ‘municipal advisor’ within 
the meaning of Section 15b of the Securities Exchange Act and therefore do not act in a fiduciary capacity.  The entities do not provide tax ad-
vice (please refer to your tax professional).     

Economic Release Date Survey Prior Data Period Actual 

Durable Goods Orders 01/26/2026 4.0% -2.1% (rev up) Nov (P) 5.3% 

Conf. Board Consumer Confid. 01/27/2026 91.0 94.2 (rev up) Jan 84.5 

MBA Mortgage Applications 01/28/2026 NA 14.1% Jan 23 -8.5% 

FOMC Rate Decision (Upper) 01/28/2026 3.75% 3.75% Jan 28 3.75% 

Initial Jobless Claims 01/29/2026 205k 210k (rev up) Jan 24 209k 

Trade Balance 01/29/2026 -$44.0b -$29.2b (rev up) Nov -$56.8b 

Factory Orders 01/29/2026 1.6% -1.2% Nov 2.7% 

Wholesale Inventories MoM 01/29/2026 0.2% 0.2% Nov (F) 0.2% 

PPI Final Demand MoM 01/30/2026 0.2% 0.2% Dec 0.5% 

PPI Final Demand YoY 01/30/2026 2.8% 3.0% Dec 3.0% 


