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EXECUTIVE SUMMARY

In the 1950s, over 90% of the global middle class
resided in Europe and North America. Today, over
20% live in China. China is experiencing the fastest
expansion of the middle class the world has ever seen,
during a period when the global middle class is already
expanding at a historically unprecedented rate thanks
in part to some of its neighbors like India. By 2027, we
estimate that 1.2 billion Chinese will be in the middle
class, making up one quarter of the world total.

China already makes up the largest middle-class
consumption market segment in the world and is a
priority market for major multinational firms. Chinese
middle-class consumption initially followed the growth
path of the Western middle class, with increasing
consumer demand for higher quality products,
large investments in home ownership, and vehicle
purchases. It is now setting its own middle-class
trends. Chinese fintech and e-commerce platforms are
changing the way consumers and sellers interact, and
they are exporting this knowledge to other developing
countries.

In light of this new dynamic, we explore the ways in
which the Chinese middle class is likely to impact the
global middle class moving forward. First, will the world
be able to sustain such a large consumer class within
its planetary boundaries? Second, does China’s middle
class pose a competitive threat to other countries, or
is it a positive force promoting global growth? Finally,
how will a growing Chinese middle class impact global
politics, when democracy is no longer the only way to
achieve a stable middle-class lifestyle?

INTRODUCTION

Around 1950, over 90% of the global middle class
resided in Europe and North America; the United
States alone was home to almost 40% of the middle
class. So, it is not surprising that a middle-class
lifestyle became synonymous with achieving the
American Dream. The middle class consisted of those
with the aspirations and means to own a home, a car,
take an annual vacation, send their kids to college and
achieve reasonable health and retirement security.
The middle class valued hard work, education, thrift,
and determination as pathways to this lifestyle —
individualistic attributes that could flourish in a
democracy.

This American model was so successfully developed in
Western economies and Japan that by 1978 about 1
billion people in the world had become middle-class,
according to one definition at least.* Coincidentally,
1978 also marked the year when Deng Xiaoping
visited Malaysia, Thailand, and Singapore and then
announced that China would henceforth pursue an
“Open Door” policy to encourage foreign investment
to help transform China’s economy — the start of the
development of China’s middle class.

Since that time, China has impacted the global middle
class through its size and numbers, its increasing
ability to set new middle-class trends, and its challenge
to the values and attributes of what belonging to the
middle class really means.
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THE NUMBERS GAME

As is true on so many economic issues, the immediate
impact of China on the middle class has been in terms
of numbers. We measure the size of the middle class
here following the methodology laid out in a 2010
working paper by one of us, Kharas, as those individuals
spending $11 to $110 per person per day in 2011
purchasing power parity (PPP) terms.? This metric, an
absolute definition, allows us to compare numbers
across countries and over time in a consistent way.2 The
Chinese are relative late comers to the global middle
class. Although China’s economy has grown rapidly for
many years now, Chinese households receive a very
low share of national income and so did not have the
income to achieve a middle-class lifestyle until quite
recently — around 2010, household consumption was
just 36% of gross domestic product (GDP), compared
to 68% in the United States. So, the absolute number
of Chinese middle-class consumers was quite small. In
fact, in 2006, when the Chinese middle class started
to explode, less than 10% of China’s population was
probably middle class, maybe 90 million people
compared to well over 200 million in the United States.
And the American middle class was far richer, more
established, and therefore, the global trend-setter.

In the ensuing years, however, China has been adding
an average of 60 million people to its middle class every
year. By 2016, most Chinese could be classified as
middle class — some 730 million of them. This mirrors
findings in a recent McKinsey report, which estimates
that 730 million people in urban areas in China in
2018 fell into the income categories of “aspirants” and
“affluents” (roughly corresponding to our definition of
middle class).* (Rural China is still largely poor.) Part
of the growth in China’s middle class comes from job
creation — an estimated 7.7 million per year, according
to the Chinese Academy of Social Sciences.® But the
vast majority of the growth is driven by higher wages
as workers shift to more productive jobs. China has
become the world’s largest car producer, accounting
for one third to one half of all global sales. ¢ All the
major car manufacturers are competing for a piece of
the Chinese market — Ford and Volkswagen opened up
new factories in 2018, and Tesla opened an electric car
factory in January 2020.” Vehicle sales grew every year
between 1990 and 2017, though they have contracted
slightly over the past two years.

There are other indicators of China’s rapidly growing
middle class. China is the world’s largest smartphone
market, accounting for 20% of Apple’s iPhone sales
as well as providing a large home market for domestic
Chinese brands. Chinese citizens took 300 million
vacation and business trips in 2019; 166 million of
these trips were abroad and 140 million were within
China.?

Over 90% of Chinese own their own home.® While home
prices in first and second tier cities are skyrocketing,
home ownership is still seen as a status symbol, so
parents, families and friends often chip in to help
young couples starting out. Indeed, 70% of millennials
in China own their own home, compared with 35% in
the United States.*°

The gap between China’s middle-
class market size and that of other
countries is only set to expand as
China continues to enjoy more rapid
economic growth than any other
major economy.

Already, China has the largest middle-class
consumption market segment in the world (Figure
1). The global middle-class market is massive — over
$41 trillion in 2020 measured in purchasing power
parity terms, meaning adjusted for price differences
across countries. Of this total, Chinese middle-class
consumers are on track to spend $7.3 trillion in 2020.
Of course, each individual middle-class consumer
in the United States spends more than the Chinese
counterpart on average, but the sheer numbers of the
Chinese middle class make its market size larger. And
the gap between China’s middle-class market size and
that of other countries is only set to expand as China
continues to enjoy more rapid economic growth than
any other major economy, a gap accentuated by the
seemingly limited impact of COVID-19 on the Chinese
economy compared to other countries.

GLOBAL GOVERNANCE AND NORMS

2



GLOBAL CHINA
CHINA'S INFLUENCE ON THE GLOBAL MIDDLE CLASS

FIGURE 1: TOP 10 COUNTRIES BY TOTAL
MIDDLE-CLASS EXPENDITURES IN 2020
(TRILLION USD, 2011 PPP)

Middle-class

Country consumption

China $7.3
Umted States ............................... $4 7 .....................
|nd .i; ............................................ $29 .....................
Japan ........................................... $20 .....................
Russ ,an Fe deratlon ....................... $ 16 .....................
Germany ...................................... $ 15 .....................
|nd 0 n es,a ..................................... $ 12 .....................
Umted K m gdom ............................ $ 11 .....................
Braz, | ........................................... $ 11 .....................
France ......................................... $ 10 .....................

Table shows consumption by the middle class only. Total household
consumption in the United States is higher than in China because
of consumption by rich U.S. consumers. Source: Authors’
calculations, based on methodology in Kharas (2010) and using
International Monetary Fund June 2020 GDP estimates.*!

China’s transition to a middle-class country is not yet
complete. It will continue adding significant numbers
until 2027 when an estimated 1.2 billion Chinese will
be in the middle class, one-quarter of the global total.
The historically unprecedented rate of this expansion
is further reinforced by the development of Asia’s other
giant, India, as well as the other large countries in the
Indian subcontinent and in Southeast Asia.

The growth in China’s middle-class consumption on
a global scale is exceptional by historical standards.
Other countries have also increased their share of the
global middle-class market, starting with the United
Kingdom, where the middle class was launched by
the Industrial Revolution. The United States followed
soon thereafter, quickly adopting many of the new
technologies invented in Europe but often perfected
in America. France, Germany, and later Japan have
also enjoyed periods of rapid middle-class expansion.

But none of these episodes has been as dramatic
as China’s rise. As Figure 2 shows, China is still in its
most expansionary phase, and by the time it is over
it will have raised its share of global middle-class
consumption by almost 20 percentage points.

FIGURE 2: BIGGEST CHANGE OVER 20 YEARS
IN SHARE OF MIDDLE-CLASS CONSUMPTION
EXPENDITURES, 2011 PPP
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Source: Maddison Historical Statistics; International Monetary
Fund; author calculations.*?

The speed with which Chinese consumer spending
has grown has meant that China is a priority market
for global multinational companies, who are used to
serving their own domestic middle-class consumers.
European, Japanese, and American brands have been
a status symbol in China, a marker of middle-class
consumption. So much so that China has accounted for
31% of global consumption growth between 2010 and
2017,andretailsalesdoubled overthis period, averaging
10% growth each year.*® Although the traditional view
is that China’s growth has been driven by investment
and exports, in the last two decades, consumption
has been the fastest growing segment of the Chinese
economy. Since 2009, per capita consumption growth
has outpaced per capita GDP growth. 1

FROM COPYING TO TREND-
SETTING

The initial phase of China’s middle-class expansion
copied Western trends in many ways. It was defined
by increased spending on consumer durables like cars
and appliances, preferences for upgraded quality, and
expanded home ownership. It even adopted middle-
class marketing techniques like those in the West,
but on a grander scale. China introduced Singles Day
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(November 11, or 11/11 signifying four “singles”) which
has, over time, become the largest single shopping day
in the world. Total sales in 2019 were estimated at over
$58 billion, more than Black Friday and Cyber Monday
sales in the U.S. combined.*® Even though COVID-19
has hit the Chinese market hard, total sales from the
first day of shopping after the lockdown was lifted in
May reached $2.2 billion in Shanghai alone. ¢

However, China has moved beyond copying the model
of middle-class growth in other countries and is now
setting global trends. China has emerged as a leader in
e-commerce, fintech, and social networking platforms,
driven by tech giants like Alibaba and Tencent. Fintech
innovations have transformed the way consumers make
purchases and interact with vendors. Members of the
new Chinese middle class are young, tech savvy, and
ready to spend; they accounted for 50% of domestic
spending growth from 2017-2018.'" Indeed, young
people make up an important part of the consumer
class in China— Gen Zaccounts for 15% of all household
spending, compared with 4% in the United States and
the United Kingdom.*®

This profile is shifting spending power toward tech
products. Forexample, the Chinese phone manufacturer
Huawei became the world’s largest smartphone seller
in April 2020, surpassing Apple and Samsung, even
though they sold no phones in the United States.'®
Chinese smartphone makers now account for 40% of
the global market share — Transsion, another Chinese
phone company, has become the humber one phone
supplier in Africa since entering the market in 2018;
Huawei and ZTE are leading players in the race to 5G.2°

China now accounts for 40% of global e-commerce
transactions and is seeing exponential growth (Figure
3). Online sales account for 15% of total retail sales in
China, compared with 10% in the United States.?! The
Chinese middle class has leapfrogged from using cash
as a dominant form of payment to using mobile money
on platforms like Alibaba and WeChat. There are now
over 1 billion users on each of these platforms, and
90% of Chinese consumers reply on mobile money as
their primary form of payment.?2 The intermediate step
of using credit cards, which still dominates Western
consumer spending, is small in China; there were just
34 million point-of-sale terminals in the country in
2018.%

FIGURE 3: CHINA’S MOBILE PAYMENT
TRANSACTION VOLUME, 2013-2018
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Source: The Brookings Institution, reprinted from Aaron Klein,
“China’s digital payments revolution.” Data from People’s Bank of
China, Caixin Data, CEIC.?*

In addition to changing the way Chinese consumers
spend and interact with sellers, fintech is changing
the ecosystem of small and medium-sized enterprise
(SME) finance in China. Credit card processing fees
cost American small business an average of 2% of
gross sales.?® Alipay and WeChat Pay, on the other
hand, have no transaction fees on purchases made
within their digital commerce platform, and a 0.1%
fee on outside transfers.?® Since 60% of e-commerce
occurs on Alibaba, it is fairly easy for firms to use money
in their Alipay wallet to pay other vendors. In addition
to low transaction fees, fintech is opening credit and
financing options for SMEs. Only 20% of SMEs in China
have borrowed from a formal financial institution.
Banks have traditionally not lent to SMEs due to
perceived credit risk, though the government is working
to incentivize greater SME lending.?” E-commerce and
fintech players are entering the lending space and
using new digital tools to improve risk assessments.
MYbank (backed by Alibaba) and WeBank (backed by
Tencent) are using real time transaction data, social
network and behavioral data from social media, and
machine learning to come up with their own credit
scores to assess loan eligibility. Fintech players are
thus able to offer loans almost instantly to firms that
may have been unable to access credit before, due to
limited or poor credit history. These platforms have now
lent to over 10 million SMEs, with a non-performance
rate of just 1%. Fintech credit reached $543 billion
globally in 2017, $170 billion of which came from tech
players like Alibaba and Tencent. 28
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This Chinese model is now being exported. Due to
the purchasing power of Chinese tourists around the
world, Alipay and WeChat Pay are now accepted as
valid forms of payment at retailers in 28 countries.?®
China also accounts for 88% of SME fintech lending.*°
Based on the changing nature of the economy that
these platforms have enabled, the Chinese leadership
is trying to encourage mass entrepreneurship and
innovation as a driver of economic growth, jobs for
graduates, and quality upgrading.®* If successful,
this will change the nature of the middle class, from
“salaryman” to “small businesswoman,” from a risk-
averse worker to a risk-taking, creative, independent
gig contractor.

THE CHALLENGES AND COSTS
OF CHINESE MIDDLE-CLASS
EXPANSION

As China’'s middle class grows, it poses three
challenges and costs for others around the world.
First, can the world sustain such a large consumer
class within the boundaries set by the planet’s natural
resources? Second, does China’s middle class pose a
competitive threat to the middle class elsewhere, or is
it a positive force promoting global growth? Third, how
will the politics of China’s new middle class play out?

Planetary boundaries

Consumerism across the world is damaging our planet.
Climate change, zoonotic disease, species extinction,
plastic contamination of marine areas, overfishing and
collapsing fish stocks, and excess use of phosphorus
and nitrogen are all by-products of the unsustainable
consumption and production structures that try to
satisfy the middle and rich classes’ demand for more,
and cheaper, goods, services, and food.

China is a contributor to this problem — China is the
world’s largest builder of new coal plants and the
largest carbon emitter in absolute terms.3? But the
problem has not been caused by China alone. Pollution
damage is cumulative — the impact of two centuries
of growth since the Industrial Revolution. With the
entry of China, India, and the rest of developing Asia
into middle-class powerhouses, there is now a new
sense of urgency to tackle these issues on a global

scale. All countries must do their part. China’s recent
announcement to reach carbon neutrality by 2060,
its efforts to develop smart cities,** and its leadership
in various green technologies including solar, rail,
and batteries,* suggest it is mindful of commercial
opportunities in sustainable development. Europe, too,
is leading the way through the European Green Deal.
But the problems are global and need global collective
action involving all large economies if planetary
sustainability and global prosperity are to co-exist.

Does China’s middle class help or hurt others?

Traditionally, international trade has been seen as
beneficial to the middle class. Trade brings prosperity.
If a trading partner grows, everyone benefits in the
new equilibrium. In the United Kingdom, the first major
trade liberalization of the 19th century — the repeal of
the Corn Laws — helped bring down the price of wheat
and raise real wages of the fledgling middle class. In
much the same way, the new middle classes of China
and the rest of Asia have provided cheap consumer
goods (and a greater variety of consumer goods) to the
middle-class markets of America and Europe. At the
same time, Chinese middle-class consumers provide a
large and growing market for American firms — the top
20 U.S. firms alone had sales in China of $158 billion
last year. These are classic gains from trade.

1
The better the ability of
governments to compensate losers
from the gains of winners, the
greater the likelihood the middle
class supports free trade.

Because of China’s size, however, and the failure in
many countries to pre-adjust to the global decision
to terminate the Agreement on Textiles and Clothing
in 2005, there have been significant adjustment
costs to workers in specific sectors and places. For
these workers, job losses and depressed wages have
damaged their middle-class standing.®® Indeed, the
whole issue of whether the middle-class gains or losses
from trade and globalization is being re-evaluated.
Most academic studies show a mixed pattern of some
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winners and some losers, but an aggregate net gain.
The better the ability of governments to compensate
losers from the gains of winners, the greater the
likelihood the middle class supports free trade.

The politics challenge

In America and the West, becoming middle class is
no longer synonymous with being happy. The General
Social Survey in the United States has been asking
the same question since 1973: “taken all together,
how would you say things are these days — would you
say that you are very happy, pretty happy, or not too
happy?” The results for adults show a steep decline in
perceived happiness since the late 1980s.3” Mortality
from suicide, opioids, and alcohol in the United States
and deaths of exhaustion in the case of Japan suggest
a large disconnect between people’s lived experiences
in middle-class households and the theory that the
middle class is the ticket to a good life.

In China, by contrast, middle-class households are
seemingly more content with the way things are going.
China leads the world in the Edelman Trust Barometer,
both in terms of the general population’s trust that
the system is working for them, as well as among the
“informed public,” a group that corresponds more
closely with the middle class.®® Chinese households
are far more likely to reply affirmatively to a question
about whether they and their families are likely to
be better off in five years’ time than their Western
counterparts.

Amongst the Chinese middle class, administrative
efficiency and performance seem to be valued above,
or as much as, participation in political affairs.3® This
“authoritarian bargain,”*° however, can lead to a toxic
mix of politics and economics. Just as the middle
class lent its support to fascism in Germany and Italy,
a middle class in China could support nationalism
and expansionism if it believes these to be necessary
to safeguard their economic interests. This is not
inevitable — indeed there is almost no correlation
across countries or over time between the size of the
middle class and the degree of liberalism in domestic
politics — but equally not a scenario to be ignored.

CONCLUSION

The global middle class is evolving fast. It will be
influenced by the preferences of Chinese consumers,
by the attitudes of a younger generation toward risk
and their willingness to seize opportunities offered by
digital platforms for gig contractors, and by preferences
for the type of politics that will best serve middle-class
interests of stability and steady growth of economic
opportunitiesforthemselvesandtheirfamilies.Chinese
leadership in the world of fintech and e-commerce will
likely drive global middle-class consumption trends
in the future, while expanding access to finance
for SMEs could provide a new path towards middle-
class jobs. This middle-class expansion poses some
key questions for sustainable growth, namely can
the planetary boundaries support increasing middle-
class consumption, and will competition with China
help or hurt the middle class in other countries?
While the climate threat is existential, it is important
to remember that China is both a contributor to the
problem and a potential ally, and that progress will
require global collective action. It remains to be seen
how much competition with China will impact other
countries; while increased Chinese production has led
to worker dislocation in some industries, the flood of
cheap goods from Asia is raising the purchasing power
of the middle class around the world.

The sheer size of the Chinese middle class suggests
that its power and influence is here to stay - as young
Chinese professionals move to second and third tier
cities so that they are able to afford a middle-class
lifestyle, their preferences will increasingly shape
global consumption. Whether these new middle-class
citizens push for more openness and liberalism, or
opt for the current nationalist model that provides
predictability and stable growth remains to be seen.
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