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Abstract

The world is experiencing a structural change on an unprecedented scale: it is becoming
less poor and more middle-class. The growth of emerging middle classes has profound
implications for global development. Yet, although the emergence of middle classes
across the globe and its potential effects are set high on the agendas of researchers and
policy-makers, an often neglected fact is that middle-class characteristics vary greatly
from one country to another. Upon closer look, there is not one new global middle class
but a variety of very different burgeoning middle classes. This paper aims to highlight the
differences in middle-class growth, size and consumption capacities in developing and
emerging economies. To take account of this heterogeneousness, the paper presents a
novel middle-class typology that includes nine different “types” of middle classes, ranging
from small and affluent middle classes to large middle classes with low spending capacity.
The typology allows for comparing different middle classes across countries and is a
useful tool for more fine-grained research and policy analysis. Against that background,
the paper points to fruitful avenues for future research with regards to interpreting the role
of the rising middle classes in the context of economic growth, democracy and civic
values as well as environmental challenges.
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A cartography of the new middle classes in developing and emerging countries

1 Introduction

Until recently, the world’s middle classes were concentrated in industrialised, high-
income countries. But this does not hold any longer. Whereas shrinking middle classes
with sometimes stagnating real incomes are increasingly becoming a policy concern in
many industrialised countries (Economist 2010; OECD 2011), developing and emerging
countries are seeing historical reductions in poverty rates' and the rise of “new”,
“burgeoning” or “emerging” middle classes.” Following two decades of developing
countries’ integration into global markets and their subsequent growth, the middle class
has become “global”, in the sense that it is geographically diverse now: from
approximately 2014 onwards, half of the world’s middle class will be situated in
developing and emerging countries. From around 2018 onwards, the world will be
predominantly middle class for the first time in history, and no longer predominantly poor.
Against the background of this overall trend, this paper asserts that these emerging middle
classes display very heterogeneous characteristics: there is not a new middle class, but a
variety of new middle classes.

Members of the new middle classes have the means to invest in health care, education and
financial services. They can afford to buy cars, housing, smartphones, durable consumer
goods as well as luxury brands. International and domestic companies cater to special
preferences and tastes of this market segment. Examples are numerous and include
Starbucks cafes that offers local flavours such as “Chestnut White Chocolate Mocha” or
“Peach Blossom Tea Latte” to its affluent customers in China, or Godrej & Boyce
Manufacturing — one of India’s oldest industrial companies — which successfully produces
and sells a US$ 70 battery-run fridge called “the little cool” (Economist 2010). Today,
middle-class consumption amounts to US$ 6.9 trillion annually in developing countries
alone (Court / Narasimhan 2014), which is more than the gross domestic products (GDPs)
of the UK, France and Spain combined.

But it is not only the consumption capacity of the new middle classes in developing and
emerging markets that matters. The middle class has always been associated with more
than its disposable income. Historically, it has been seen as a social class striving for
political, societal and economic liberties, as a guarantor of social stability and as pillar of
democracy. Already in 350 BC, the Greek philosopher Aristotle claimed in his magnum
opus Politics: “Thus it is manifest that the best political community is formed by citizens
of the middle class, and that those states are likely to be well-administered in which the
middle class is large, [...] and where the middle class is large, there are least likely to be
factions and dissensions.” Similarly, today many observers are pinning their hope on the
burgeoning middle classes in Asia, Latin America and Africa as being gears for reform,
social progress and democratisation (e.g. Fletcher 2013). Thus, a closer look at the new
middle classes and their characteristics is warranted.

1 The share of people living on less than US$ 2 a day fell from 57 per cent of the world population in
1981 to 35 per cent in 2010 (World Bank 2014). In absolute terms, the number of people living in
poverty, measured at the US$ 2 threshold (2005 prices) fell from 2.59 billion people (1981) to 2.4
billion people (2010) (World Bank 2014).

2 As discussed in more detail below in Section 2, this paper defines the “middle class” as being
composed of people who dispose of a daily income of US$ 10-100 (2005 PPP USS$) per day.

German Development Institute / Deutsches Institut fiir Entwicklungspolitik (DIE) 1
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At the same time, middle-class dynamics in low- and middle-income countries are quite
diverse, and the middle classes in these countries can exhibit very different features. For
instance, in 2012, the middle class of India comprised 8 per cent of the country’s
population, and the combined middle class in sub-Saharan Africa comprised only around 2
per cent, whereas the middle class of China alone included more than 200 million people,
or 16 per cent of the population. As shown in this paper, the middle classes of Algeria and
Bangladesh are relatively small and have low spending capacity, even controlling for these
countries’ development levels, whereas the middle classes of Colombia, Rwanda and
Mexico are large and affluent, given the overall economic development of these countries.

Taking a look at the concept of a “middle-class country” — defined as a country that is mostly
middle class and not mostly poor — also illustrates this diversity. Although Cote d’Ivoire, Sri
Lanka and Indonesia are all lower-middle-income economies, Cote d’Ivoire has been a
middle-class country since the 1990s, Sri Lanka is currently becoming one and Indonesia will
only become a middle-class country next decade (Figure 1). Debates on the new global middle
class are thus misleading and should take this heterogeneousness into account.

Figure 1:  Joining the middle: Decade when a country (and the world) is mostly middle class
instead of mostly poor

1960s Jamaica, Singapore

1970s Malta, Taiwan, Cote d'lvoire, Seychelles, South Korea

1980s Costa Rica, Uruguay

1990s Chile, Peru, Bosnia and Herzegovina, Albania, El Salvador

Russia, Malaysia, Belarus, Iran, Tunisia, Kazakhstan, Venezuela,
Ukraine, Dominican Republic, Brazil, Syria, Armenia,
Thailand, Colombia

World, Panama, Ecuador, Egypt, Turkmenistan, Georgia, Sri Lanka,
Botswana, Moldova, Paraguay, Gabon, Jordan, China

Indonesia, South Africa, India, Azerbaijan, Cambodia, Vietnam, Fiji,
Bangladesh, Philippines, Tajikistan, Uzbekistan, Guatemala, Morocco,
Sudan

Note: Poverty is defined as a daily income of US$ 5 (2005 US$ PPP) or less. Middle class is defined as a daily income of US$ 10—
100 (2005 US$ PPP). Only countries are listed that had more poor than middle-class citizens in the first year of the database
(1965). When the threshold is passed several times, the latest year is used.

Source:  Authors’ calculations; data from Kaufman, Kharas and Penciakova (2012)

The paper is structured as follows: it begins by presenting various definitions of the
middle class and explains and justifies the definition we are using in this paper (Section
2). In Section 3, the paper provides a cartography of the new middle classes, based upon
data from the Brookings Institution’s Development, Aid and Governance Indicators, in
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order to illustrate the differences across middle classes around the world and provide the
basis for a novel middle-class typology. We show how today’s global middle class is
composed in terms of geography and size; we then put a particular focus on countries that
belong to the BRICS (Brazil, Russia, India and China, South Africa), the “Next Ten”, and
sub-Saharan Africa — that is, country groups that are very heterogeneous in terms of their
composition, but that receive considerable attention in the context of debates on the world
economy and global development. We also assess the relationship between a country’s
GDP per capita and the share of the middle class in the total population as well as the
relationship between the spending capacity of the middle class and the respective
country’s level of economic development. In light of middle-class cartography set out in
Section 3, Section 4 proposes a novel middle-class typology that takes account of the size
and spending capacities of different types of middle classes. Section 5 suggests
implications of the heterogeneousness of middle classes around the world for future
avenues of research by pointing to research gaps in the context of the links between the
middle class and growth, values and attitudes as well as environmental awareness and
responsible consumption. Section 6, the last part of the paper, summarises the main
findings and provides concluding comments.

2 How to define the middle class?

There is no consensus on how to define the middle class. In empirical studies, two
approaches are in use: on the one hand, definitions that rely on individuals’ self-perceived
status and, on the other hand, those that rely on observable data based on, for instance,
income or consumption levels.

Self-perceived social status can be a meaningful measure to compare trends in a single
country over time. But since social self-perception is strongly embedded in its socio-
cultural context, it is a less appropriate measure for cross-country analyses. For instance,
Amoranto and colleagues have studied the link between income and self-perceived
middle-class status in Asia (Amoranto / Chun / Deolalikar 2010). They find, first, that the
correlation between self-perceived middle-class status and income is low and, second, that
strong differences across countries occur in this regard. This is shown in Figure 2. The
figure displays the self-perceived middle class (total=100%) of nine Asian countries, with
different colours indicating the respective income group (in quintiles of the country’s total
distribution). For instance, the light blue on the top of each column shows how much of a
country’s self-perceived middle class belongs to the top quintile of income distribution
(i.e. the 20 per cent of the population with the highest income). Those in the “middle” of
the income bracket (i.e. the median quintile) are shown in dark blue. Across countries,
strong differences appear. For instance, 57 per cent of the members of the (self-perceived)
middle class in Vietnam belong to this income group, but only 30 per cent in India; 5 per
cent of Thailand’s middle class, according to this definition, belong to the country’s top
earners, but only 1 per cent in China.

For this reason, the most common approach to identify the middle class is on the basis not
of self-perception but on the basis of levels of income or consumption, either in relative or
absolute terms. The relative approach defines the middle class on the basis of a middle

German Development Institute / Deutsches Institut fiir Entwicklungspolitik (DIE) 3
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Figure 2:  Self-perceived middle-class status and income in nine Asian countries
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share of income or consumption relative to the rest of the population. For instance,
Birdsall and her colleagues Graham and Pettinato (2000) identify those belonging to the
middle class as having an income that amounts to 75 to 125 of the median income within
the country. Easterly (2001) identifies the three middle quintiles of the per capita
distribution of consumption within a country as being the middle class.

Yet, identifying the middle class on the basis of relative levels of income or consumption
is less appropriate for comparative cross-country studies, since it can mask substantial
differences between middle-class consumption capacities. We therefore opt for a
definition based on income in absolute terms and not relative to the rest of the country.

In order to identify the middle class on the basis of absolute levels of income or
consumption, different thresholds are used. For instance, a number of scholars use the low
threshold of US$ 2 per capita per day as the absolute lower bound of their definition of
persons who belong to the middle class, in order to distinguish them from the poor.
Banerjee and Duflo (2008) count those who spend US$ 2 to US$ 10 per capita per day as
being part of the middle class. Similarly, Ravallion (2009) uses the USS$ 2 and the US$ 13
thresholds. The African Development Bank (2011) and the Asian Development Bank
(Chun 2010) utilise the US$ 2 threshold as well.

At the same time, various scholars and commentators caution against using a low
threshold of US$ 2 per day to define the middle class because income at this level does not

4 German Development Institute / Deutsches Institut fiir Entwicklungspolitik (DIE)
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safeguard economic security (e.g. Birdsall 2014; Donnan / Bland / Burn-Murdoch 2014).
Today, 40 per cent of the world population, or 2.8 billion people, live on US$ 2—10 a day
in 2005 purchasing power parity (PPP)’ terms, which is just above the World Bank’s
poverty threshold (Donnan / Bland / Burn-Murdoch 2014). The critics argue that the
middle class should be distinguished from this large group of people in developing and
emerging economies who are above the international poverty line but still vulnerable to
falling back into poverty, and therefore do not belong to the secure middle class. They can
be referred to as the “vulnerable”, the “strivers”, the “fragile middle” on a “slippery
ladder” (Donnan / Bland / Burn-Murdoch 2014) or the “strugglers” (Birdsall / Lustig /
Meyer 2013).

The “strugglers” do not suffer the hardships of extreme poverty as many of their fellow
citizens and can afford sufficient caloric intake, maybe a scooter or motorcycle, schooling
for their children, a mobile phone and can occasionally send remittances to their families
in rural areas. But their discretionary spending remains low and they can hardly put money
aside. Personal misfortune, a long drought or monsoon, or any other form of economic
shock can easily throw them back into poverty. For instance, survey results show that 55
per cent of the poor in Indonesia used to live above the poverty threshold a year before the
survey was done (Donnan / Bland / Burn-Murdoch 2014). They are not poor, but given
their income insecurity, correspondingly low levels of consumption and a lack of financial
stability, their lifestyle is not the one typically associated with the middle class (Birdsall /
Lustig / Meyer 2013).

In this paper, we therefore define the global middle class as being comprised of those
households with daily expenditures between US$ 10 and US$ 100 per person in PPP terms.
By using this definition, we follow Kharas (2010) and Kharas and Gertz (2010). The aim of
using these thresholds is to exclude those who are regarded as rich in the richest advanced
country (using twice the median income of Luxemburg) and those who are regarded as poor
in the poorest advanced countries (using as reference the average poverty lines in Portugal
and Italy, the two European countries with the strictest definitions of poverty) (Kharas /
Gertz 2010). Moreover, we use US$ 10 a day as the defining lower threshold in order to
distinguish members of the middle class from the “strugglers” who are at a substantial risk
of falling back into poverty. For Latin America, Lopez-Calva and Ortiz-Juarez (2011) show
that, at an income of around US$ 10 a day in PPP terms, people only have a 10 per cent
chance of falling back into poverty. They are thus sufficiently secure to consume, to be able
to save for the future and to have aspirations for a better life for themselves and their
children; their lifestyle is a middle-class one.

For quantitative information on the size and spending capacities of middle classes in the
Global South, we rely on the Development, Aid and Governance Indicators (DAGI) from
the Brookings Institution. The data is constructed by Daniel Kaufman, Homi Kharas and
Veronika Penciakova (2012) and based on country household surveys and information
derived from national accounts.”

3 The PPP base year in this text is always 2005 and 2011 for information on GDP per capita, except if
otherwise noted.

4  For data and methodology, see: http://www.brookings.edu/research/interactives/development-aid-
governance-indicators.
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3 A cartography of the new middle classes
3.1  The geographic distribution of the world’s middle class

The spatial distribution of world income has substantially shifted during the last decades,
and this trend can be expected to continue. If a geographer in 1980 had plotted economic
activity on a globe to identify the point that represents the mean-location — the world’s
“economic centre of gravity” — in terms of production, this point would unsurprisingly
have been between Europe and the US, somewhere in the middle of the Atlantic. By the
late 2000s the same undertaking would have led to a very different result — the world’s
economic centre of gravity would have shifted 4,800 km eastwards to a location close to
the Turkish city of Izmir, mirroring the increasing economic weight of Asia. Extrapolating
growth rates to 2050, the projected global economic centre of gravity will move another
4,500 km further to the east — to a location between India and China (Quah 2011).

A cartography of the world’s middle-class populations reflects this shift. Until recently,
the world’s middle class was predominantly congruent with rich, industrialised nations: in
1990 three-fourths of the global middle class was concentrated in high-income countries
(by today’s standards), which represented a mere third of the world’s population at that
time. Since then, the world’s middle class has become much more diverse in terms of
geography. From approximately 2014 onwards, emerging and developing markets will
represent more than half of the global middle class. By 2020 these countries will represent
two-thirds of the global middle class and more than three-fourths by 2030 (Figure 3).

Figure 3: Distribution of the global middle class (%), high-income vs. non-high-income countries

100% +— —

80% -

60% -+ —

Non-high-income
40% +— —  mHigh-income
il I [
0% - T T . .

1990 2000 2010 2020 2030

Source:  Authors’ calculations; data from Kaufman, Kharas and Penciakova (2012)

Most of the increasing share of non-high-income countries is driven by South Asia and the
East Asia and Pacific region. Both regions represented, respectively, less than 1 per cent
and 2 per cent of the world’s middle class in 1990. Today, South Asia accounts for circa 5
per cent of the global middle class and the East Asia and Pacific region, thanks to China,
roughly for 15 per cent. In 2030, each of these two regions will have more middle-class
citizens than all of today’s high-income countries combined (Figure 4). The middle class
will also expand in sub-Saharan Africa; the Middle East and North Africa; Latin America;
and Europe and Central Asia. But with lower growth rates and less favourable
demographics, the share of these regions that comprise the global middle class will
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increase only at the margins, or will even decline in the cases of Latin America and
Europe and Central Asia (Figure 4).

Figure 4: Distribution of the global middle class (%), by region
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Source:  Authors’ calculations; data from Kaufman, Kharas and Penciakova (2012)

3.2 The size and spending capacity of today’s global middle class

In absolute terms, the middle class of high-income countries (measured by global standards)
includes more than a billion people today, representing roughly 90 per cent of the citizens in
these countries. This number still dwarfs the count of middle-class citizens in other regions,
taken individually: 246 million people in the East Asia and Pacific region (less than 20 per
cent of the national population on average) are middle-class; 144 million in Eastern Europe
and Central Asia (47 per cent); 276 million in Latin America (36 per cent); 80 million in the
Middle East and North Africa (25 per cent); and only a tiny fraction of the population — less
than 1 per cent — in South Asia and sub-Saharan Africa with, respectively, 76 million and 31
million middle-class consumers. Thus, sub-Saharan Africa combined still has fewer middle-
class citizens today than Spain or South Korea alone (Figure 5).

Nonetheless, the underlying structural change in developing and emerging countries is truly
remarkable. The emerging middle class grew by more than half a billion people during the
last two decades. As illustrated above, this trend is being powered considerably by South
Asia and the East Asia and Pacific region, which together contributed half of this number.
The middle classes in both regions grew, starting from very low levels, by a factor of 9 and a
factor of 13, respectively, during the 1990-2010 period, compared to a factor of between 1.8
and 3.4 for the other non-high-income regions. In the future, the contribution of Asia to the
emerging middle class will even be higher. By 2030, an estimated 2.3 billion out of 2.7
billion new middle-class consumers in developing or emerging countries will be from Asia:
the emerging middle class of the last two decades has been global, but the emerging middle
class of the next two decades will be mostly Asian.

A global overview and timeline are given in Boxes 1 and 2. Box 1 shows the share of the
middle class as percentage of a country’s population, and Box 2 its annual per capita
consumption capacity for the years 1990, 2010 and 2030. Data is ordered by quartiles of
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the respective year.” The maps underline that the rise of the middle classes is particularly
pronounced in many Asian countries.

Figure 5: Middle-class population in millions of people and % of the population, by region
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Source:  Authors’ depiction; data from Kaufman, Kharas and Penciakova (2012)

The growth of the middle classes around the world is, evidently, a consequence of
increased income. Increased income, in turn, modifies consumption patterns, wherein
there is a shift from acquiring basic goods to buying discretionary goods. For example,
this becomes apparent in the context of food consumption: the share of income spent on
food goes systematically down as income rises (Engel’s law). Several studies illustrate
that consumption patterns in China, India and Brazil have considerably changed, with a
reduced proportion of expenditures being spent on food and more on housing, transport,
recreation, education, clothing and luxury goods (Beinhocker / Farrell / Zainulbhai 2007;
Calicchio / Francis / Ramsay 2007; Artigas / Calicchio 2007; Hansakul 2010).

Although the middle class is growing in most places, albeit at different paces, its
consumption capacity varies. For instance, the average middle-class consumer in Latin
America and the Caribbean has a budget that is circa 20 per cent higher than in sub-
Saharan Africa and almost 40 per cent higher than in South Asia.

Next, we take a closer look at the countries of three different groups of emerging and
developing countries: the BRICS, the Next Ten and sub-Saharan Africa. Whereas each
category comprises very different countries in terms of the economy, the political system
and — with the exception of sub-Saharan Africa — the geographic region, each country
group is regularly studied in global development and economy analyses and each plays an
important role in the context of development policy.

5 Note that the four different colours in Box 1 and Box 2 depict the four quartiles respectively. Across
years, the same colour can, while referring to the same quartile, therefore refer to different percentage
shares or consumption levels.
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Box 1: The global middle class, population share: 1990, 2010, 2030

Percentage share of the middle class in population, by quartiles, 1990
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Source:  Authors’ depiction; data from Kaufman, Kharas and Penciakova (2012)
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Box 2: The global middle class, annual per capita consumption: 1990, 2010, 2030

Average annual middle-class consumption (2005 US$ PPP), by quartiles, 1990
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Source:  Authors depiction; data from Kaufman, Kharas and Penciakova (2012)
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3.3 The distribution and size of the middle class by country grouping
The BRICS countries

The emerging middle class is often associated with the BRICS, the well-known acronym
coined by Goldman Sachs economist Jim O’Neill, standing for Brazil, Russia, India and
China, plus South Africa. And indeed, the potential market of middle-class consumers in these
countries more than quintupled, from US$ 451 billion® in 1990 to US$ 2.43 trillion in 2010.

Yet, when it comes to the dynamics of their middle-class expansion, there are considerable
differences among these countries. Brazil, Russia and South Africa already had substantial
middle classes in the 1990s, representing 25 per cent or more of these countries’
populations. The middle classes in India and China, in contrast, represented only a tiny
fraction of the populations (less than 3 per cent) in the 1990s. Since then, most of the
BRICS countries have been able to substantially increase the share of their middle classes,
both in absolute numbers and relative to the overall population (Figure 6). Only South
Africa’s middle class did not expand considerably, relative to the rest of the population,
and even dropped in the early 2000s below the levels of the early 1990s. However, South
Africa has the most affluent middle class among the BRICS, with an average annual
consumption of circa US$ 10,000. This is considerably higher than in Russia (US$ 8,800),
Brazil (USS$ 8,300), India (US$ 6,300) or China (USS$ 6,100).

Among the BRICS, only Brazil and Russia are “middle-class countries”, which is defined
here as countries having more middle-class members than very poor ones.’ Thus, the term
“middle-class country” does not mean that these countries do not have to tackle important
problems of poverty or inequality but simply that the middle class is more populous than
the income group at the very bottom. In Russia, which has been classified as a high-
income country by the World Bank since 2012, circa three-fourths of the population is
middle-class; since 2006, Brazil has more middle-class citizens than poor citizens.

On the opposite end, China and India today are still far from being labelled middle-class
countries — a fact that is sometimes forgotten in current debates about the emerging middle
classes. The share of the middle class in both nations is well below 20 per cent (12 per cent
in China and only 5 per cent in India, in 2010), and thus lower than levels in the other
BRICS countries more than two decades ago. It is estimated that China will only join the
ranks of middle-class countries in 2018 and India in 2021. In addition, and as shown above,
average middle-class spending is lowest among those citizens living in the BRICS countries.

However, given the gigantic sizes of their populations, the middle classes of India and
particularly China already outnumber those of most industrialised nations. In 2010, more
than 60 million people were middle-class in India and almost 160 million in China (Figure
6). When the world’s countries are ranked by the size of their middle class, China comes
second (after the US) and India eighth. This is particularly impressive given that two
decades earlier, India’s middle classes had fewer than 6 million citizens and China’s
middle class fewer than 1.5 million citizens, which corresponds roughly to the sizes of the
middle-classes in Bulgaria and Bangladesh today. Furthermore, both nations will be the
middle-class powerhouses of tomorrow, with more than an estimated 590 million (China)
and 280 million (India) middle-class consumers by 2020.

6 2005 USS$ in PPP terms.
7  Below the USS$ 5 a day poverty line.
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Figure 6: Middle class in the BRICS, in millions of people (left) and % of population (right),
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Source:  Authors’ depiction; data from Kaufman, Kharas and Penciakova (2012)

The Next Ten

The Next Ten is a group of countries that comprises nations with very different levels of
GDP per capita — varying between low-income status and OECD membership — and thus
with very different development challenges. Yet, what these countries have in common is
that, given their demographics and economic growth rates, they will be amongst the world’s
largest economies within the next decades. The following paragraphs highlight the major
trends and characteristics of the middle classes in the Next Ten, namely Bangladesh, Egypt,
Indonesia, Iran, Mexico, Nigeria, Pakistan, Philippines, Turkey and Vietnam.®

Broadly speaking, the Next Ten can be differentiated into three categories: first, current
middle-class countries (Turkey, Mexico, Egypt and Iran); second, aspiring middle-class
countries (Bangladesh, Indonesia, Philippines, Vietnam); and third, countries with middle
classes that make up only a small share of the population but are still substantial in absolute
numbers (Nigeria and Pakistan).

8 A Goldman Sachs report (Wilson / Stupnytska 2007) drew attention to the “Next Eleven”, a fast-
prospering group of countries other than the BRICS countries, including South Korea. We describe in
the following the countries belonging to this group. However, since Korea has been a middle-class
country since 1979 and a high-income country since 1995, we ignore it here.
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Figure 7: Middle class in Turkey, Mexico, Iran and Egypt in millions of people (left) and % of
population (right), 1990-2010
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Source:  Authors’ depiction; data from Kaufman, Kharas and Penciakova (2012)

Turkey and Mexico have been middle-class countries for a long time now. The middle
class in both countries — three-fourths and two-thirds of the population, respectively —
reflects the presence of a vivid civil society with affluent consumers (per capita
consumption ca. US$ 9,000%). The middle classes in Iran and Egypt are smaller — circa 50
per cent and 25 per cent of the population, respectively — and have a lower consumption
capacity (ca. US$ 7,000 and USS$ 6,000'%) but they have grown considerably (by a factor
of 4) in both countries during the last two decades (Figure 7). Iran has had a higher share
of middle-class citizens than poor ones in its population since 2002, and Egypt since 2012.
Arguably, this growth of the middle class has resulted not only in changing economic
circumstances but it has also accentuated political preferences in both countries. Important
examples of this are Iran’s demonstrations following the re-election of Mahmoud
Ahmadinejad in 2009 and the revolution against and overthrow of Husni Mubarak in
Egyptin 2011 (e.g. Graham / Chattopadhyay 2014).

The “aspiring middle-class countries” have small middle classes today, but these have the
potential to rapidly expand. In particular, Indonesia is noteworthy: its middle class

9 2005 USS$ in PPP terms.
10 Idem.
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skyrocketed from 1 per cent of the population in 1990 (2.5 million people) to more than 13
per cent (30.8 million people) in 2010, a level similar to the one in the Philippines
(Figure 8). In the 2020s, the middle class in each country will be larger than the number of
very poor citizens there, and the same holds for Bangladesh and Vietnam (Figure 8). The
latter two countries have a very small middle class today (1 per cent and 5 per cent of the
population, respectively), but the extrapolation of previous growth rates promises a rapid
expansion of the “aspiring middle class” in the two decades to come.

Figure 8: Middle class in Bangladesh, Indonesia, Nigeria, Pakistan, Philippines, Vietnam in
millions of people (left) and % of population (right), 1990-2010
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Source:  Authors’ depiction; data from Kaufman, Kharas and Penciakova (2012)

In contrast, Nigeria and Pakistan will, in the foreseeable future, continue to have more
poor people than middle-class citizens. However, due to the sizes of these countries, they
will have a substantial middle class, even if the country overall remains poor. Currently,
the middle class in each country amounts to 4 per cent of the population, or somewhat
more than 6 million people in each country.

Sub-Saharan Africa

From a global economic perspective, sub-Saharan Africa barely registers. The last time the
region contributed more than 2 per cent of world GDP was 1983 (World Bank 2014). It is
more often associated with poverty, and often conflict, than with economic success.
However, economic success does exist and sub-Saharan Africa has been experiencing a
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period of high growth since the mid-1990s. Although The Economist labelled Africa “The
hopeless continent” in 2000, a decade later it stated that “The sun shines bright” (Economist
2011). In 2011, the region’s GDP grew by more than 4 per cent, and a dozen of the region’s
countries had experienced growth of more than 6 per cent for six or more consecutive years.
Labour productivity grew by 2.7 per cent, on average, and the manufacturing sector in
countries such as Ethiopia, Kenya, Mozambique and Tanzania is developing. Countries such
as Kenya and Mauritius are becoming more integrated into regional value chains, and trade
between Africa and the rest of the world grew by 200 per cent between 2000 and 2011
(World Bank 2014; IMF 2012; Economist 2011). Sub-Saharan Africa’s middle class, though
still small compared to other regions, mirrors this trend.

The middle class of sub-Saharan Africa expanded more than twofold between 1990 and
2010, from 14 million to 31 million people. Of course, the middle classes of these
countries are as diverse as the countries themselves (Figure 9). For instance, in Botswana
and Gabon, 25 per cent and 20 per cent of the population, respectively, belongs to the
middle class. The middle class has an annual per capita consumption budget of US$ 7,800
and USS$ 6,500, respectively, which is more than in China (US$ 6,100) or Algeria (US$
5,100), for example.

In contrast, the middle classes in countries such as Rwanda, Ethiopia, Kenya,
Mozambique and Ghana are still tiny and comprise only between 0 and 3 per cent of their
respective population (Figure 9). Whereas Botswana and Gabon are expected to have
more middle-class consumers than very poor people by 2017, this will not be the case for
these countries in the near future. However, as shown in Figure 9, the middle class in
countries such as Kenya and Mozambique is expected to grow considerably until 2030 in
absolute numbers, generating a large market potential and, at the same time, challenges for
urbanism, infrastructure and the local environment. In addition, we will show in the
following that the middle classes of some of these countries can be considered relatively
affluent and large when their overall economic development is taken into account.

Figure 9: Middle-class population in millions of people and % of the population, selected sub-
Saharan countries
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3.4  Comparing middle classes across different development levels

Domestic macroeconomic or structural policies that target the middle class are likely to be
of increasing relevance in emerging economies and fast-growing developing countries.
For instance, policy objectives might be geared towards fostering middle-class growth or
reducing the income gap between the middle class and the poor. Thus, from a policy
perspective, it may not only matter how large or affluent a country’s middle class is in
absolute terms but also — similar to context-dependent measures of poverty — relative to
the country’s economic development level.

Of course, the level of economic development is closely interlinked with the size and the
consumption of a country’s middle class: richer countries tend to have a bigger middle
class with a presumably higher spending capacity. However, as shown below, average per
capita GDP is far from being a perfect predictor of the share of the middle class in the
total population or its purchasing power."'

Figure 10 illustrates the relationship between a country’s GDP per capita (horizontal axis)
and the share of the middle class in the total population (vertical axis). Data is used for
2012 and non-high-income countries. The size of the middle-class population in absolute
numbers is indicated by the radius of the circles; the line of fit, highlighting the correlation
between the two variables, is shown in red.

Figure 10: Middle-class size (% of population) vs. GDP per capita (PPP USS$), 2012
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Source:  Authors’ calculations; data from Kaufman, Kharas and Penciakova (2012) and World Bank
Indicators

11 Ifnot indicated otherwise, GDP per capita in PPP USS$ (base year 2011) is used in the following.
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As the figure illustrates, the line goes from the bottom left to the upper right corner,
showing the strong positive correlation between both variables (correlation coefficient:
0.8). However, many countries are quite far from the red line of fit, which means that their
middle class is considerably larger (above the line) or smaller (below the line) than
suggested by their per capita GDP level. Indeed, the latter explains only 71 per cent of the
variability in the sizes of the middle-classes across countries.

The same pattern can be more clearly illustrated in Figure 11, which shows, on the vertical
axis, how much a country’s middle-class size deviates from a simple prediction based on
its per capita GDP in purchasing power parities. Countries are ordered by GDP per capita
levels (horizontal axis). Countries with a value above (below) zero have a larger (smaller)
middle class than predicted by their economic development levels. For example, Peru
(PER) has a middle class that is 25 percentage points larger than what the country’s
economic