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5.	 Implications	of	Middle-Class	Growth	

While much research attention has focused on the 
emergence of the middle class in Asia and the factors 
behind it, there is not enough information about the 
implications, including for consumer durable markets, 
innovation, governance, and global economic growth, 
which we address in this section. (See Box 6 for a look at 
how implications may differ across countries, such as for 
bequests and financial instruments in the PRC and India.)

A.	 Expanding	Markets	for	Consumer	Durables

The signs of Asia’s growing middle class are everywhere. 
Sales of refrigerators, television sets, mobile phones, 
and automobiles have surged in virtually every country 
in recent years. Car sales in the PRC and India have 
increased at staggering 15%–30% annual rates during 
the past decade (Wall Street Journal 2010). From 1998 to 
2009, Indian car sales went from about 0.3 million units to 
1.5 million (Nair 2004).26 The PRC has now overtaken the 
US as the world’s largest automobile market, with annual 
sales of nearly 12 million units, from just one million in 
1992 and 2 million in 2000.

The PRC and India are now the world’s first and 
second largest markets for mobile phones. The mobile 
phone subscriber base in India increased from 3.6 million 
in 2000–01 to 584 million by 2010, an annual growth rate 
of 66%.27 The PRC has some 780 million mobile phone 
subscribers.28 Even these large numbers represent only 
50%–59% of the population of these countries, so there 
is still substantial room for sales of mobile phone units in 
both countries. In other countries, the absolute numbers 

26	 The	1998	figures	are	from	www.indiastat.com.	

27	 http://www.telecomindiaonline.com/india-telecom-growth-and-
subscribers-2010.html	

28	 Nystedt,	D.	2010.	China	Nears	800	Million	Mobile	Phone	Subscribers.	
PCWorld	Business	Center.	29	June.

Table	5.1		Distribution of Households by Class and by Ownership of Selected Durables

Per capita 
expenditure/ 

income 
class (2005 

$ PPP)

Percent of households with …
radio TV aircon refrigerator motorcycle/scooter automobile

PRC* India Philippines PRC** India Philippines PRC*** India Philippines PRC India Philippines PRC India Philippines PRC India Philippines

<$1.25 21.9	 19.0	 44.9	 43.7	 17.0	 26.1	 0.3	 2.0	 0.1	 8.3	 1.0	 3.3	 13.2	 2.0	 1.9	 0.1	 0.2	 0.2	
$1.25–$2 24.2	 27.0	 56.6	 55.3	 30.0	 54.6	 0.3	 3.0	 0.5	 14.5	 3.0	 13.6	 18.7	 5.0	 5.6	 0.1	 0.7	 0.5	
$2–$4 28.7	 31.0	 62.7	 74.5	 43.0	 80.7	 1.4	 7.0	 2.4	 37.5	 10.0	 41.1	 24.6	 13.0	 13.1	 0.2	 1.0	 2.6	
$4–$10 39.4	 36.0	 67.9	 92.6	 61.0	 93.7	 8.4	 17.0	 14.2	 74.3	 29.0	 76.2	 24.3	 29.0	 22.1	 1.1	 2.0	 14.8	
$10–$20 49.1	 42.0	 72.3	 95.9	 67.0	 96.1	 25.0	 26.0	 45.3	 91.3	 46.0	 88.9	 26.5	 41.0	 18.8	 2.5	 8.0	 39.9	
>$20 63.2	 48.0	 76.1	 98.3	 74.0	 98.4	 31.6	 40.0	 74.7	 91.5	 59.0	 94.5	 44.1	 46.0	 18.0	 10.2	 22.0	 59.7	

Notes:	 PCE	=	per	capita	expenditure;	PRC	=	People’s	Republic	of	China;	*	-	stereo,	rural;	**	-	color	TV;	***	-	rural	only
Source:	 Staff	estimates	based	on	Household	Consumer	Expenditure	Survey	of	India	(2004-05),	Philippines’	Family	Income	and	Expenditure	Survey	(2006)	and	Chinese	Household	Income	

Project	Survey	(2002).

are not as large, but the mobile phone penetration rate is 
even higher—60% in Pakistan and Indonesia, 74% in the 
Philippines, and 80% in Viet Nam.29

In Table 5.1 we use household survey data from the 
PRC, India, and the Philippines to examine the ownership 
rate of selected consumer durables across different 
expenditure classes. Figure 5.1 presents ownership patterns 
by expenditure decile groups. Surprisingly, the proportion 
of households with radios, TVs, and refrigerators is much 
higher in the Philippines than in India across identical 
expenditure classes. Thus, for example, while only 21% 
of Indian households living on less than $1.25 a day own 
radios, the corresponding ratio among Filipino households 
in the same expenditure class is 45% The only durables 
more widely owned in India than in the Philippines within 
each expenditure class are motorcycles and scooters. As for 
automobile ownership patterns are very similar across the 
two countries except for the richest expenditure class; in this 
group, Filipino households have much higher automobile 
ownership rates than Indian households. The PRC, by 
comparison, has much higher rates of TV and refrigerator 
ownership in the urban areas than in the Philippines for 
all expenditure income classes. Compared to India and the 
Philippines, Chinese ownership of TV, and refrigerators is 
higher. However, Chinese households lag noticeably in car 
ownership: only 2.7% of urban households with $10–$20 
daily per capita income have cars, compared to 34.6% of 
Indian households and 40.6% of Filipino households in the 
same income group. Catching up on this measure will be 
one of the most significant implications of the growth of 
the Chinese middle class.

What explains these large differences in consumer 
durable ownership? It seems unlikely that differences in 

29	 “Indonesia	Overtakes	Japan	to	Take	Third	Place	in	Asia	Subscriber	
Rankings”.	Cellular	News.	21	April	2009;	“Pakistan	Telecom	Indicators,	
PTA”;	“IFC	helps	improve	retail	payment	system	in	Viet	Nam”.	Vovnews.
Vn.;	ICT	Statistics	Newslog—Mobile	penetration	rate	reaches	the	mark	
of	75%	at	2008-end	(Philippines)”.	Itu.int.	2009-03-11.	

KI2010-Special-Chapter.indd   37 8/12/10   7:01 PM

http://www.indiastat.com
http://www.telecomindiaonline.com/india-telecom-growth-and-subscribers-2010.html
http://www.telecomindiaonline.com/india-telecom-growth-and-subscribers-2010.html
http://en.wikipedia.org/wiki/List_of_countries_by_number_of_mobile_phones_in_use#cite_note-1
http://www.cellular-news.com/story/37104.php?s=h
http://www.cellular-news.com/story/37104.php?s=h
http://www.pta.gov.pk/index.php?option=com_content&task=view&id=650&Itemid=603
http://www.pta.gov.pk/index.php?option=com_content&task=view&id=650&Itemid=603
http://www.itu.int/ITU-D/ict/newslog/Mobile+Penetration+Rate+Reaches+The+Mark+Of+75+At+2008end+Philippines.aspx
http://www.itu.int/ITU-D/ict/newslog/Mobile+Penetration+Rate+Reaches+The+Mark+Of+75+At+2008end+Philippines.aspx


38

Key Indicators for Asia and the Pacific 2010

THE RISE OF ASIA’S MIddLE CLASS

Box 6  PRC, Indian Investment and Inheritance Patterns Raise Inequality Concerns

Asia’s middle class has expanded rapidly in two decades of sustained 
economic growth, accompanied by an equally impressive reduction in 
poverty rates. Yet there is growing concern that inequality is increasing 
in the region. This concern is compounded by evidence that financial 
bequests within families and a greater tendency among the middle 
class to invest in financial products can exacerbate inequality.

Depending on how intergenerational transfers of wealth differ with 
the income or wealth of the recipient, bequests and other types of 
household transfers may increase inequality over time and result in 
lower economic growth and mobility. Thus, the rise of the middle 
class could worsen inequality and the incentives for upward mobility 
if higher income classes are more inclined to make bequests, and in 
larger amounts, than the poor. 1 

Data from the Survey on Preferences Toward and Satisfaction with 
Life 2 looks at the patterns of bequests in urban areas of the People’s 
Republic of China (PRC) and India in 2009 (Box Table 6.1). It shows 
that, in general, there is positive correlation between household 
income and the likelihood that families will bequeath their wealth to 
the next generation in both the People’s Republic of China (PRC) and 
India. But Indian households, across income groups, are much more 
likely to leave an inheritance to their children unconditionally than 
their Chinese counterparts. 

The survey found that for those whose daily household earnings 
range between $2–$4 2005 PPP per person, the gap is especially 
acute: only 21% of Chinese households from this group plan to 
leave unconditional bequests, compared to almost 48% of Indian 
households. The percentage of Indian households who reported a 

conditional intention of leaving bequests, especially in return for care, 
is also higher. Thus, combining both conditional and unconditional 
bequests, almost 80% of Indian households plan to leave a bequest, 
compared to only about 50% of Chinese households. 

Moreover, almost a third of Chinese households do not plan to make 
a special effort to leave behind a bequest, while less than 10% 
of Indian households are in this category. The evidence seems to 
suggest that bequest patterns in India are more likely to reinforce 
and perpetuate inequality.

Likewise, as the middle class grows we expect to see an expanding 
market for a diverse set of financial services and, especially, 
investment in stocks, which typically have a higher rate of return and 
may drive a greater wedge between the middle class and the poor 
(Box Table 6.2). 

This is true if financial portfolios—and the rate at which these 
investments grow—changes with class status. The table shows that 
richer households do indeed tend to diversify their assets and own 
more of every asset type as wealth increases. In particular, in both 
countries, they own more stocks. In the PRC, 10% of households in 
the $2–$4 income bracket own stocks, rising to 31% in the $10–
$20 bracket. In India, it is less pronounced, but still evident, rising 
from about 2% to about 15% in the same income brackets.

Looking specifically at each country, Chinese households tend to own 
more types of financial assets than their Indian counterparts and 
are more likely to have bank deposits, company pension funds, and 
stocks while two-thirds of Indian households own life insurance. 

 1 It is not a given that bequests will increase with income. As Horioka (2009) found for Japanese households, inheritances are negatively correlated with the recipients’ 
economic status.

 2 Conducted by the Global Center of Excellence Program on Human Behavior and the Socioeconomic Dynamics of the Graduate School of Economics, the Institute of Social 
and Economic Research (Research Center for Behavioral Economics) of Osaka University.

Source: Data were provided by Charles Horioka of Osaka University.

Box Table 6.1  Patterns of Bequests
% of households in each income group

People's Republic of China India
$2–$4 $4–$10 $10–$20 $20++ $2–$4 $4–$10 $10–$20 >$20

Leaving inheritances no matter what 21.05 38.12 34.67 49.04 47.58 49.61 54.10 45.83
Only if they provide care 10.53 7.18 8.39 12.50 25.99 29.77 21.31 33.33
Only if they provide financial assistance 5.26 4.14 6.57 6.73 2.86 4.96 6.56 4.17
Only if they carry on family business 5.26 5.25 4.38 3.85 1.10 0.78 0.00 4.17
No special efforts 36.84 33.15 35.77 23.08 11.01 9.92 11.48 8.33
None - reduce their will to work 5.26 2.21 0.36 2.88 1.76 0.78 1.64 0.00
None - use wealth for myself 0.00 2.21 2.55 0.00 0.00 0.26 0.00 0.00
Want to but no means to do so 15.79 7.73 7.30 1.92 9.69 3.92 4.92 4.17
Total 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00

Box Table 6.2  Asset Portfolios and Debt Patterns
% of households in each income group owning each asset type

People's Republic of China India
$2–$4 $4–$10 $10–$20 $20++ $2–$4 $4–$10 $10–$20 >$20

Bank savings 50.00 81.99 89.74 94.61 37.63 42.09 50.68 21.43
Corporate bonds 5.00 6.40 11.68 16.77 2.62 6.28 16.44 10.71
Life insurances 10.00 19.19 33.05 41.92 57.14 72.79 71.23 64.29
Stocks 10.00 17.06 31.05 46.71 2.01 6.74 15.07 7.14
Investments Trusts 0.00 0.95 3.13 5.99 1.81 6.51 16.44 10.71
Foreign currency deposits 0.00 0.47 0.85 9.58 0.20 0.47 1.37 0.00
Futures/options 0.00 0.71 2.85 3.59 0.20 2.56 1.37 0.00
Domestic government bonds 0.00 5.21 12.25 7.19 1.81 8.14 10.96 14.29
Foreign government bonds 0.00 0.95 0.85 3.59 0.80 1.63 6.85 0.00
Private pensions 0.00 8.53 11.40 8.98 0.80 1.63 0.00 0.00
Company pensions 35.00 42.42 53.56 57.49 1.21 3.02 4.11 7.14
Cash savings 35.00 46.92 49.86 53.29 42.66 60.93 54.79 46.43
No financial assets 35.00 11.14 6.55 2.99 29.38 15.81 16.44 25.00
No debt at all 100.00 90.00 87.68 93.44 89.86 87.12 86.98 95.89
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taste are completely responsible. Much more likely is the 
possibility that India’s consumer electronics and appliances 
industry has only recently taken off while the Philippines 
has relied on a fairly liberal trade policy for importing such 
products, and the PRC has manufactured domestically 
sufficient low-cost options. Another possibility is that 
India’s weaker track record in providing reliable power 
to households has hurt ownership of consumer electronics 

and appliances.30 Better infrastructure and the lower 

30	 Another	possibility	is	that	how	the	survey	questions	on	durables	are	
asked	are	not	completely	comparable.	There	is	some	evidence	from	
Global	Marketing	Insights	from	TGI,	in	Brand	Building	in	the	BRICs	
2010,	that	the	PRC	has	very	high	rates	of	ownership,	but	low	rates	
of	purchasing	compared	to	India.	This	indicates	that	the	PRC	may	
have	households	that	are	much	more	likely	to	hold	on	to	and	maintain	
durables	than	India,	passing	down	and	spreading	durables	to	more	
impoverished	groups.

Source: Staff estimates based on India’s NSS-CES 2004–05, Philippines’ FIES 2006, People’s Republic of China’s CHIP 2002.

Figure 5.1  Ownership Rates of Selected Consumer Durables by Per Capita Expenditure Decile

Decile based on per capita expenditure

Philippines, 2006 People’s Republic of China*, 2002 India, 2004–2005
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cost of public transportation systems compared to the 
relative cost of cars may explain lower rates of automobile 
ownership in the PRC.

B.	 Frugal	Innovation

More important than the growing consumer durable 
market, however, is the innovation in developing countries 
spurred by the rise of the middle class, one that differs 
significantly in income level and consumer demands 
from the traditional, Western middle class. Companies 
that have seen the potential in this lower-income, middle-
class market —the “Bottom of the Pyramid,” as Prahalad 
(2005) calls it—have catered to this market and have 
profited handsomely. Prahalad cites dozens of case studies 
of successful companies and entrepreneurs around the 
world—in such diverse industries as personal care and 
hygiene products, banking, information technology, 
health care services, insurance, and retail sales—that have 
creatively developed affordable new products and services 
for low-income consumers in the developing world.

The appearance of a large Asian middle class—
albeit one that is poorer and more frugal than the Western 
middle class—has accelerated ‘frugal innovation’ in the 
past decade. Illustrating this point are new products such 
as the $2,200 ‘Nano car’ (by Tata Motors of India), an 
inexpensive hand-held electrocardiogram machine that 
costs patients just $1 for an electrocardiogram (by General 
Electric’s health-care laboratory in Bangalore), a $70 
battery-operated refrigerator (by India’s Godrej company), 
a $24 rice husk-based water filter (by Tata Chemicals), 
a $12 lithium-ion battery (by the PRC’s BYD Lithium 
Battery Co), and mobile phone rates well below a penny 
a minute (offered by most Indian mobile phone carriers) 
(Economist 2010). “Developing countries are becoming 
hotbeds of business innovation in much the same way 
as Japan did from the 1950s onwards… All the elements 
of modern business, from supply-chain management to 
recruitment and retention, are being rejigged or reinvented 
in one emerging market or another” (The Economist 
2010). As a result, emerging market companies are fast 
becoming serious players on the global business stage, 
but also potentially adding value and growth to the middle 
class by creating new avenues for stable employment.

C.	 Greater	Accountability	in	Public	Services

In most societies, the middle class is better positioned than 
the poor to demand greater accountability and transparency 
in public-sector operations. This demand is usually self-
serving, but the poor benefit as much as the middle class 
from better public services (see Box 7 for more on the 
benefits of public spending and the middle class). The 
reason for middle class success is that it is better educated, 

more aware of its rights, and better organized than the 
poor. It is also the main source of the leaders and activists 
who create and operate many of the non-governmental 
organizations (NGOs) that work for greater accountability 
in government.

There are numerous examples of improved public 
services that resulted from citizen demands (World Bank 
2004). An often-cited example is the Citizen’s Report Card 
(CRC), an initiative organized by an NGO in Bangalore in 
1994, which rated municipal services such as water supply, 
health care, education, electricity, telecommunications 
and transport, finding uniformly low levels of public 
satisfaction with the services. The CRC was expanded to 
several other cities and rural areas around India, creating 
pressure on local government to improve the quality of 
public services. A second report card on Bangalore in 
1999 showed somewhat higher user ratings, while a third 
in 2003 showed a remarkable turnaround in the city’s 
services. Not only did public satisfaction improve across 
the board, but the reported incidence of problems and 
corruption declined significantly. Thus, being in the public 
spotlight appears to have improved the quality of public 
services in Bangalore.

Chakrabarti (2009) discusses how India’s urban 
middle class, despite being the main beneficiary of 
economic reforms since 1991, has become more involved 
in activism in recent years. Some of this has manifested 
itself in the rise of neighborhood associations, many of 
which have sought a more formal role in policy making by 
contesting local government elections.

History also shows the potency of the Asian middle 
class as an agent of change in the region. Rapid economic 
growth in the 1970s and 1980s in the Republic of Korea 
and Taipei,China helped create a large middle class, 
laying the foundation for a transition to democracy in 
these economies. The same process unfolded in Thailand, 
Malaysia, the Philippines, and Indonesia during the 1980s 
and 1990s. But the process is by no means universal. 
Writing about the Chinese middle class, Marsden (2009) 
notes that “… the values that the new Chinese middle class 
does share are not [US] progressive middle class values of 
a reverence for democracy; rather, they are centered around 
the retention of their newfound material well-being, much 
of which they attribute to the economic reform policies of 
the Chinese Communist Party in the past thirty years.” 

D.	 Economic	Growth

If the middle class is associated with higher consumer 
spending, more innovation, and better governance, does 
its emergence accelerate a country’s economic growth? 
In the literature, several avenues—beyond innovation 
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and governance—have been identified as means by which 
middle class size can affect growth. For instance, it is 
sometimes argued that entrepreneurship and innovation 
are more likely to arise from the middle class than from 
the poor or rich classes (Banerjee and Duflo 2008). 
“Middle class values” can lead to higher investment 
in human capital and savings, both vital to raising 
productivity. Increased consumption and diversification 
is another channel (Murphy, Schliefer, and Vishny 1989). 
As a middle class emerges, consumption increases.31 As 
domestic markets become larger, increasing returns to 
production technologies that are unprofitable with smaller 
market size become profitable. Their adoption then drives 
industrialization, growth, and an improvement in standards 
of living. Finally, the middle class can be a potent force for 
better governance and investment in public provision of 
services that provide increased benefits to all people and in 
particular the impoverished (Birdsall et. al, 2000). These 
31	 According	to	Murphy,	Shleifer,	and	Vishny,	the	middle	class	is	“the	

natural	consumer	of	manufactured	goods.”	

arguments suggest that policies bolstering the middle class 
may have benefits not only for economic growth, but may 
be more cost-effective at long-term poverty reduction than 
policies which focus solely on the poor.

Easterly (2001) empirically explored the impact of 
the middle class on economic growth and development, 
econometrically estimating the effects of the middle 
class (defined as the income share of the middle 60% of 
the income distribution) on a host of variables, including 
economic growth. While he finds a positive middle class 
effect on economic growth, his results cannot be taken 
at face value because his measure of a middle class—
the income share of the middle 60% of a population—is 
almost perfectly correlated with the Gini coefficient for 
income distribution. As such, it is not possible to know 
whether his results simply reflect the positive effect of an 
egalitarian distribution of income on economic growth, or 
whether they reflect a genuine effect of the middle class 
on growth.

Box 7  Philippines Public Spending Apt to Benefit Middle Class over the Poor

In the Philippines, as in other countries in the region, it is the middle 
class who often benefit more from public health, housing loans, 
water supply, food subsidies, and other public services, 

Household surveys invariably show that the poor use health facilities 
much less than the non-poor. The poor do use public primary health 
care facilities. But the non-poor, deeming those of poor quality, 
often bypass them and go directly to government hospitals, even 
though these tertiary facilities are meant mainly for the care of major 
illnesses. In public health insurance systems, not only do the poor 
have less coverage than the middle class, they are also often unable 
to raise the copayment required to be eligible, meaning they often do 
not use their health insurance benefits.  

As Box Figure 7.1 shows, a greater share of middle and upper class 
households than poor households are enrolled in Philippine Health 
Insurance Corporation’s government subsidized health insurance 
scheme known as PhilHealth. 

The middle class also takes greater advantage than the poor of public 
housing loan programs offering below-market interest rates. Of late, 
however, the decline in market interest rates and the increasing 
appetite of overseas foreign workers (OFW) for housing has attracted 
the private sector into targeting the OFW market. According to the 
World Bank (2001), “… most government housing assistance has 
been captured by rich and middle-income households, with only 21 
percent of the beneficiaries coming from poor households. Ironically, 
a larger proportion of National Capital Region, urban, and non-poor 
households confirmed they did not require housing assistance.” 

In domestic water supply, it is government policy to provide subsidies 
only for level I (point source development) and level II (communal 
faucets) systems. Level III systems (individual household connections), 
which cater to the middle class and rich, are not supposed to be 
subsidized. In many rural areas, however, middle class households 
appropriate the subsidized level II systems and convert them into 
level III, effectively shutting off access to poor households. In level 
III systems in urban areas run by private concessionaires or by water 
districts, the poor who cannot afford to get connected often pay more 
per liter of water than those who have access to the system.  

Basic commodities such as rice (regularly) and sugar (occasionally), 
likewise, receive subsidies enjoyed by the poor and nonpoor alike, 
either because of poor targeting by the concerned line agencies or 
because of a deliberate policy to spread the subsidy to the entire 
population. A higher proportion of the poor buy subsidized rice sold 
by the National Food Authority (NFA), but the absolute number of 
nonpoor (middle class and rich households) who buy this rice is 
nearly the same as the number of poor who do so. But on a per-
household basis, the nonpoor buy more, thereby enjoying the bigger 
share of the rice subsidy (World Bank 2001). 
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In this section, the focus is on whether there is a 
cross-country relationship between the size of the middle 
class and economic growth after controlling for the other 
major determinants of growth. The regression analysis 
uses data obtained from a variety of sources, including the 
PovcalNet database, the World Bank’s World Development 
Indicators (WDI) database, and the World Governance 
Indicators. (See Appendix 4 for a discussion of the data 
and methodology as well as a list of countries included in 
the analysis.) 

Three alternative definitions of the middle class are 
used in the regressions: (i) the share of the population 
living on $2–$20 (in 2005 PPP dollars) per day, (ii) the 
consumption or income share of the middle 60% of the 
distribution, and (iii) the share of the population making/
consuming more than $2 per day and falls between 0.75 to 
1.25 of the median income.32 These measures of middle 
class are constructed by creating synthetic distributions 
based on Lorenz curve parameterizations of tabulated 
distribution data detailed in Datt (1998) and ADB (2007).

A simple scatter plot of the three definitions of 
middle class against change in log of household per capita 

32	 Where	1.25	of	the	median	income	is	below	$2	per	person	per	day,	
the	middle	class	is	captured	as	those	individuals	whose	consumption/
income	falls	between	$2	and	$2.25	per	day	so	that	the	share	of	the	
middle	class	is	never	0.

consumption controlling for initial per capita consumption 
is shown in Figure 5.2.33 When the absolute $2–$20 
measure of middle class is used, the size of the middle class 
is observed to be positively correlated with consumption 
growth. However, for the relative measure of income 
share held by the middle 3 income quintiles, an inverse 
correlation is observed while almost no relationship is 
observed for middle class defined as 75%–125% of median 
consumption.

However, the plot indicates nothing about the 
significance of the relationship or whether the relationship 
will hold after controlling for other variables that also 
determine consumption growth. Table 5.2 shows the 
results of the growth regression. We find evidence of 
convergence, with initial per capita consumption having a 
negative effect on subsequent growth. In general, savings 
has no effect on consumption growth, while the average 
years of schooling have a highly significant and positive 
effect. Most importantly, after controlling for savings and 
schooling, the size of the middle class does not have a 
significant effect on consumption growth.

33	 Initial	log	household	per	capita	consumption	effect	is	extracted	from	
growth	in	log	consumption	since	middle	class	size	would	be	negatively	
correlated	with	growth	due	to	convergence	in	growth.

Note: SM = survey means
 Change per capita consumption mean extracts initial mean per capita consumption effect.
Source: Staff estimates, from cross-country data based on PovcalNet and World Development Indicators.

Figure 5.2  Changes in the Size of the Middle Class against the Initial Level of Consumption Per Capita (1985–2006) 
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Still, the size of the middle class could have an 
indirect effect on growth—via savings or human capital 
accumulation. As savings has no significant effect in the 
growth regression, we focus only the effect of the middle 

class on human capital investment. Table 5.3, which 
displays the results, shows a robust and positive effect of 
the share of the population consuming between $2–$20 
per day on the average years of schooling, after controlling 

Table	5.2  Determinants of Growth in Per Capita Consumption across Countries (1985–2006)

Variables Change log  
(per capita consumption survey means)

Change log 
(per capita consumption national account means)

%	MC	$2–$20	2005	PPP -0.0000711 -0.000431
[0.00155] [0.000908]

%	UC	$20+2005	PPP 0.00334 0.000668
[0.00358] [0.00184]

log(MC	share	consumption	middle	3	quintiles) -0.0479 -0.0164
[0.109] [0.0721]

log(MC	.75–1.25	of	median	consump) 0.00173 -0.0139
[0.0308] [0.0132]

log(Per	capita	consumption) -0.276*** -0.244*** -0.243*** -0.174*** -0.164*** -0.153***
[0.0590] [0.0244] [0.0271] [0.0382] [0.0153] [0.0185]

log(Average	years	of	schooling) 0.249*** 0.234*** 0.233*** 0.320*** 0.309*** 0.306***
[0.0573] [0.0565] [0.0566] [0.0406] [0.0405] [0.0403]

log(savings) 0.0151 0.019 0.0183 -0.00000316 0.00156 0.00136
[0.0140] [0.0140] [0.0139] [0.00923] [0.00931] [0.00923]

Constant 0.797*** 0.843* 0.647*** 0.357** 0.352 0.282***
[0.232] [0.478] [0.176] [0.153] [0.309] [0.104]

Country	fixed	effects Y Y Y Y Y Y
Observations 278 276 278 278 276 278
R-squared 0.453 0.446 0.445 0.56 0.552 0.555

Notes:	 MC	=	middle	class;	UC	=	upper	class
		 Standard	errors	in	brackets
		 ***	p<0.01,	**	p<0.05,	*	p<0.1
		 Data	based	on	an	unbalanced	sample	of	data	where	middle	class	size	is	generated	from	tabulated	PovcalNet	distribution	data	for	84	developing	countries.
		 Average	years	of	schooling	comes	from	Barro	and	Lee	(2010)	and	savings	variable	is	the	savings	as	a	%	of	gross	domestic	product	from	World	Development	Indicators.
Sources:	 Staff	estimates.

Table	5.3  Determinants of Average Schooling Years across Countries (1985–2006)

Variables
Average years of schooling

Spec 1 Spec 2
%	MC	$2–$20	2005	PPP 0.00937** 0.00998***

[0.00454] [0.00287]
%	UC	$20+	2005	PPP 0.0103 0.0299***

[0.0197] [0.00755]
MC	share	consump	20%–80% 0.0106 0.00802

[0.00997] [0.00982]
MC	.75–1.25	of	median	consumption 0.00365 0.00588

[0.00698] [0.00526]
Per	capita	consumption -0.000423 0.000314 0.000238 -0.000493 0.000503*** 0.000508***

[0.00138] [0.000509] [0.000511] [0.000343] [0.000179] [0.000178]
Trade	to	GDP	ratio 0.00178* 0.00203** 0.00203** 0.000709 0.00163 0.00155

[0.00101] [0.00100] [0.00100] [0.000995] [0.001000] [0.000999]
Share	urban	population 13.89*** 14.38*** 14.36*** 13.69*** 14.60*** 14.50***

[0.889] [0.867] [0.876] [0.851] [0.833] [0.838]
Service	share	of	GDP 2.769*** 2.944*** 2.900*** 2.408*** 2.685*** 2.683***

[0.333] [0.349] [0.343] [0.318] [0.339] [0.327]
Max	political	stability	90–98 -0.922*** -0.785** -0.767** -0.936*** -0.846*** -0.870***

[0.306] [0.303] [0.306] [0.290] [0.299] [0.298]
Max	government	effectiveness	90–98 -1.117*** -1.282*** -1.366*** -1.277*** -1.265*** -1.298***

[0.351] [0.355] [0.347] [0.318] [0.350] [0.329]
Degree	of	openness	90–99 4.621*** 4.951*** 5.003*** 4.653*** 4.944*** 4.916***

[0.488] [0.469] [0.480] [0.449] [0.460] [0.457]
Black	market	markup -2.44e-05** -2.07e-05** -1.96e-05** -2.35e-05** -2.22e-05** -2.21e-05**

[9.79e-06] [9.79e-06] [9.74e-06] [9.21e-06] [9.66e-06] [9.51e-06]
Ethno	linguistic	fractionalization	15 -3.921*** -3.969*** -4.023*** -3.896*** -4.067*** -4.056***

[0.486] [0.493] [0.491] [0.469] [0.483] [0.481]
Constant -2.843*** -3.264*** -2.853*** -2.783*** -3.149*** -2.899***

[0.665] [0.807] [0.675] [0.642] [0.796] [0.664]
Country	fixed	effects Y Y Y Y Y Y
Observations 342 339 342 342 339 342
R-squared 0.98 0.98 0.98 0.982 0.98 0.98

Notes:	 MC	=	middle	class;	UC	=	upper	class
		 Data	based	on	an	unbalanced	sample	of	data	where	middle	class	size	is	generated	from	tabulated	PovcalNet	distribution	data	for	84	developing	countries.
		 Variables	from	other	sources	comes	from	Barro	and	Lee	(2010),	Wacziarg	and	Welch	(2008),	Desmet,	Ortuno-Ortin	and	Wacziarg	(2009),	and	world	development	indicators.
		 Specification	1	uses	middle	class	share	and	log	per	capita	consumption	means	based	on	household	survey	means.
		 Specification	2	uses	middle	class	share	and	log	per	capita	consumption	means	based	on	national	accounts	means.
Sources:	 Staff	estimates.

KI2010-Special-Chapter.indd   43 8/12/10   7:01 PM



44

Key Indicators for Asia and the Pacific 2010

THE RISE OF ASIA’S MIddLE CLASS

for mean consumption levels, urbanization, trade, and 
political factors within a country. However, when the 
middle class is defined in relative terms (as the share of 
population living on 0.75–1.25 of median income or the 
income/consumption share of the middle three quintiles), 
there is no significant middle-class effect on schooling 
years. 

The data strongly suggest that the processes that lead 
to higher economic growth also lead to a bigger middle 
class. Thus, it is not surprising to find that the size of the 
middle class fails to have any systematic and significant 
positive effect on growth at the aggregate country level 

after controlling for measures of initial consumption 
per capita. While there is some evidence that middle-
class size affects growth indirectly—via its positive 
effect on schooling attainment—that evidence is mostly 
inconclusive. However, this does not mean that the growth 
of the middle class has no effect on economic growth, only 
that it is not possible to discern this effect meaningfully 
with cross-country regressions. This may point to the 
limitations of the cross-country regression approach, 
which is based on many restrictive assumptions and highly 
aggregated data (often of uneven quality), more than to 
anything else.
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