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SPECIAL ARTICLE

Rise of the New Middle Class in India and

Its Changing Structure

SANDHYA KRISHNAN, NEERAJ HATEKAR

After being largely stable between 1999—2000 and
2004-05, the new middle class in India (that is, those
spending between $2 and $10 per capita per day)
doubled in size between 2004—05 and 2011-12,
amounting to nearly half of India’s population. This
growth, though largely in the lower middle class
category, happened across a majority of states in both
rural and urban areas. Structurally, the new middle class
is quite different from the conventional understanding
of it. Although dominated by upper castes, other caste
groups too have entered the new middle class in large
numbers. The occupational structure within the class is
heterogeneous. The lower middle class is engaged in
occupations similar to that of the poor, whereas the
upper middle class is involved in traditional service
activities as well as in new knowledge services.
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any recent studies have engaged in discussions on

the emergence of a “new” middle class in India (ADB

2010; Fernandes 2006; Krishna and Bajpai 2015;
Lahiri 2014). In general, it is agreed that the characteristic fea-
ture of the new middle class is its high level of consumption
expenditure relative to the earlier understanding of the mid-
dle class and its changing consumption habits. However, the
studies differ from one another over other aspects central to
the new middle class. While Asian Development Bank (ADB
2010) and Ravallion (2010) claim that the size of the class has
multiplied massively post 1990 and that it will drive global
consumption demand in the near future, Krishna and Bajpai
(2015) find India’s new middle class growth to be stagnating.
Besides consumption, many scholars have also highlighted the
structural changes that the class has undergone in terms of
employment. Fernandes (2006), Fuller and Narasimhan (2007)
and Upadhya (2007) claim that the newness in the new middle
class lies in its employment in new service activities brought
about by economic reforms by liberalisation and globalisation.
They, however, find little change in the social structure of the
new middle class in terms of entry of new members to the class
from non-middle class backgrounds. In contrast to this, Das
(2002) and Jaffrelot and van der Veer (2008) view newness in
terms of a more socially inclusive middle class that has tran-
scended traditional caste barriers.

This paper adds to the existing literature on the new middle
class in India by providing estimates of the size of the class
across different regions of India. It further assesses changes in
the structure of the class in terms of its social composition and
industry of employment. Our study not only adds to the exist-
ing body of literature on the nature of the new middle class in
India, but also provides critical insights on the country’s devel-
opment path over recent years. A large middle class is correlated
with higher growth, more education, better infrastructure, etc
(Easterly 2001). A large middle class which is geographically
and socially diverse implies inclusive growth. The structure of
the new middle class in terms of its employment distribution
reflects the potential of the class to drive growth for the rest of
the society. For instance, a new middle class with many entre-
preneurs will generate employment and productivity growth
for the rest of the society (Banerjee and Duflo 2008), whereas a
new middle class with regular-income earners will ensure enough
savings and investment in human capital accumulation.

The study draws on data from the National Sample Survey
Office (Nsso) on household consumption expenditure in India.
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The nsso data is widely recognised and employed by many
scholars to study various socio-economic aspects of the Indian
society. Surprisingly, with the exception of Meyer and Birdsall
(2012), no study on the new middle class in India has used this
data set yet. We use three quinquennial rounds of the Nsso on
household consumption expenditure: the 55th round, conducted
in 1999-2000, the 61st round conducted in 2004-05 and the
68th round carried out in 2011-12. We discard data from the
66th round of the survey conducted in 2009-10, as
2009-10 was declared a national drought year. In fact, the
68th round of the survey was conducted (just two years after
the earlier round) to replace data from the 66th round.

In spite of being widely discussed, the precise definition of
the new middle class in India remains ambiguous. To begin
with, a review of existing definitions of the new middle class is
presented, before arriving at the definition used in this study.

What Is the New Middle Class?

While the new middle class is generally identified based on its
income or consumption, existing studies differ in their income/
consumption ranges used to define the class. Broadly, these
definitions can be classified into relative and absolute types.
Relative definitions, such as that offered by Easterly (2001),
are essentially useful for cross-sectional analyses of the new
middle class. For inter-temporal studies like the present one,
absolute definitions need to be employed. We hence restrict
this discussion to absolute definitions of the new middle class.

One such absolute definition is proposed by Kharas (2010),
who defines the emerging new middle class in developing
countries as those with daily per capita incomes between $10
and $100 in purchasing power parity (ppp) terms. The lower
bound is chosen with reference to the average poverty line in
Portugal and Italy, while the upper bound is chosen as twice
the median income of Luxembourg, the richest advanced
country. Meyer and Birdsall (2012) in their study on the new
middle class in India use the same lower threshold of $10 per
capita per day, measured in 2005 ppp, but their upper bound is
defined at $50. They argue that the lower bound of $10 is the
global minimum to be categorised as the new middle class.
The upper bound is set at $50 because most Latin American
households earning beyond this limit consider themselves
rich, not middle class (Birdsall 2012). A popular definition of
the new middle class in the Indian context is provided by the
National Council of Applied Economic Research (NCAER). It
defines new middle-class households as those earning an
annual income between %2 lakh and %1 million in 2001-02
prices (Shukla 2010: 100). Assuming an average household
size of five, this approximately equals $11 and $55, respective-
ly, per capita per day, in 2005 PpP terms, close to the bounds
defined by Meyer and Birdsall (2012). In essence, these defini-
tions imply that the new middle class in developing countries
are those who are well above poverty not only in their own
countries, but also by the standards of developed countries.

In contrast to the above definitions, which compare the new
middle class in developing countries with the global middle
class, some scholars define the new middle class by developing
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country standards alone. They include within the new middle
class all those individuals who are fairly above the poverty
line, having a sufficient amount of discretionary income. Rav-
allion (2010), for instance, identifies the developing world’s
new middle class as those who are not poor by the standards of
developing countries but are poor by the standards of rich
countries. He defines the lower bound of new middle class as
the median of poverty lines of 70 developing countries, which
is $2 per capita, per day, measured in 2005 ppp. The upper
bound is defined as the poverty line of the United States (Us) in
2005, which is $13. ADB (2010) identifies the new middle class
in developing Asia using the same lower bound of $2, but a
higher upper bound of $20 per person per day, measured in
2005 PPP. Using household surveys of 13 developing countries
including India, Banerjee and Duflo (2008) define the new
middle class as those who spend between $2 and $10 per capita
per day, valued at 1993 ppp. Within the new middle class, they
further consider two groups of households: the lower middle
class, whose daily per capita expenditures are between $2 and
$4 and the upper middle class, whose expenditures lie bet-
ween $6 and $10.

Different from these income- and consumption-based app-
roaches, Krishna and Bajpai (2015) define the new middle class
in India on the basis of ownership of transportation assets.
They define the lower middle class as those whose best available
means of transportation is a motorcycle or a motor scooter. The
upper middle class consists of those who possess a car, where-
as the rich are those who possess both an air conditioner and a
car. The authors are of the view that in contemporary India,
assets are the key status symbols of new middle class identity.

Given these various definitions, the critical question is
which of them best describes the new middle class in India.
Though Krishna and Bajpai (2015) use a rather novel defini-
tion, which well relates to the contemporary middle class in
India, it is not without its own problems. First, the authors
themselves point out that assets are relatively more stationary
than income or consumption, implying that ownership of
assets does not accurately reflect the fast-paced change in
income and consumption taking place in India lately. Second,
ownership of type of transportation assets depends on local
infrastructure, particularly, transport facilities, which are
quite diverse in different regions of India. A uniform transpor-
tation-asset-based classification is hence unsuitable for defin-
ing the new middle class at the national level.

The income bounds of the new middle class put forth by
Kharas (2010), Meyer and Birdsall (2012) and NCAER are quite
high, making them unsuitable to be applied to a developing
country like India. Further, income-based definitions are cum-
bersome to be applied on consumption expenditure data of the
Nsso. The definitions proposed by ApB (2010), Banerjee and
Duflo (2008) and Ravallion (2010) are consumption-based, set
at a lower bound of $2. A minimum expenditure of $2 is rea-
sonable to be identified as new middle class in a developing
country as it ensures a base amount of consumption that can
contribute economically to growth (Chun et al 2011). However,
ADB (2010) and Ravallion (2010) measure expenditures in
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2005 pPp. Compared to the World Bank poverty line of $1.9 a
day (2011 ppp), it places the new middle class only marginally
above the poor. As against this, Banerjee and Duflo (2008)
measure expenditure at a higher real value of 1993 ppp which
is sufficiently greater than both the global poverty line and the
national poverty line for India.? The upper bound of $10 is ideal
to ensure that no non-new middle class person is left out of the
category just as no affluent member is included in the new
middle class. We therefore find the definition offered by
Banerjee and Duflo (2008) the most fitting among all existing
definitions of the new middle class.

Estimating the Size of the New Middle Class

After having identified the most suitable definition for the
new middle class, we estimate its size for the years 1999—2000,
2004-05 and 2011-12. To do this, we first convert the con-
sumption expenditure ranges proposed by Banerjee and Duflo
(2008) in 1993 ppp dollars (private consumption) to Indian ru-
pees. Thereafter, we adjust them for inflation rates in India for
the years under consideration. To calculate inflation rates, we
use the gross domestic product (Gpp) deflator instead of the
Consumer Price Index (cpi). We do so because the new cp1
series for India (cp1-rural and cpi-urban) is available only from
2011-12 onwards. Older cp1 indices do not correctly reflect
prices faced by the aggregate national population as they are
restricted to cpi-Agricultural Labourers (cpi1-aL) or Industrial
Workers (cpi-iw) alone. Nevertheless, we compare the new
middle-class expenditure ranges for rural and urban areas
using both Gpp deflator and cpi-AL (for rural areas) and cpr-iw
(for urban areas) adjusted prices. Since we found no signifi-
cant difference in the expenditure ranges, we settled for the
GpP deflator. The rupee-denominated expenditure ranges for
the different classes thus obtained are presented in Table 1.

Table 1: Daily Per Capita Consumption Expenditure Range for Different

Classes in India Using the Banerjee-Duflo Definition (in¥)
1999-2000 2004-05 2011-12
Poor (<$2) <20.3 <24.7 <395
New middle class (52-$10) 20.3-101.7 24.7-123.4 39.5-197.3
Lower middle class ($2—-54) 20.3-40.7 24.7-49.4 39.5-78.9
Middle-middle class (54—$6) 40.7-61.0 49.4-74.0 78.9-1184
Upper middle class (56—5$10) 61.0-101.7 74.0-123.4 118.4-197.3
Affluent (>$10) >101.7 >123.4 >197.3

Source: Authors’ calculations using World Data Bank (PPP rates—private consumption)
and Handbook of Statistics on Indian Economy, Reserve Bank of India (GDP deflator).

Table 2 shows the size of different classes in India. Between
1999-2000 and 2004-05 (henceforth t)) there was no signifi-
cant change in the size of the new middle class in India. In fact,
the share of the new middle class in total population shrunk mar-
ginally, while that of the poor increased. Within the new middle
class, the middle-middle, and upper-middle classes expanded,
but this was offset by a larger decline in the share of the lower
middle class. Rural India showed a similar trend, where the
poor swelled in numbers, proportion of the lower middle class
declined, while the rest of the classes expanded marginally.
Urban India, in contrast, witnessed a marginal decline in the
share of the poor, although in absolute numbers, it increased
by about 5 million. The urban new middle class expanded
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Table 2: Size of Different Classes in India (%)
1999-2000 2004-05 2011-12
India
Poor (< $2) 70.7 (707.5) 71.4(777.3) 47.8 (574.8)
New middle (62-$10) 28.9(289.7) 27.9(304.2) 50.3(604.3)
Lower-middle ($2—54) 23.6(236.3) 21.8(237.8) 37.1(446.3)
Middle-middle ($4-56) 3.9(38.7) 4.2 (45.4) .0 (108.5)
Upper-middle (56—510) 1.5(14.7) 1.9(21.0) 4.1 (49.5)
Affluent (>$10) 0.4(3.8) 0.7 (7.5) 1.9(22.9)
Rural
Poor (< $2) 79.6 (597.0) 81.4 (662.1) 58.2(499.1)
New middle (52-$10) 20.3(152.2) 18.4(149.6) 41.4(355.7)
Lower-middle ($2—54) 18.3(137.1) 16.2 (131.4) 34.9(299.1)
Middle-middle ($4—-56) 1.6 (12.0) 1.7 (13.8) 5.1(43.4)
Upper-middle (56—510) 0.4(3.1) 0.5 (4.4) 1.5(13.2)
Affluent (>$10) .1(0.6) 0.2(1.8) 0.4(3.4)
Urban
Poor (< $2) 44.0(110.6) 41.8 (115.3) 22.0(75.6)
New middle (62-$10) 54.7 (137.4) 56.1(154.5) 72.4(248.7)
Lower-middle ($2—54) 39.5(99.1) 38.6(106.3) 42.8 (147.2)
Middle-middle ($4-56) 10.6 (26.7) 11.5 (31.7) 18.9 (65.1)
Upper-middle ($6—5$10) 4.6 (11.6) 6.0 (16.5) 10.6 (36.4)
Affluent (>$10) 1.3(3.2) 21(5.7) 5.7 (19.4)

Figures in brackets are population size in million.

Consumption expenditure is based on Mixed Reference Period (MPCE-MRP) of the NSS surveys.
Source: Authors’ calculations based on NSS Household Consumer Expenditure Survey,
55th, 61stand 68th rounds and Reserve Bank of India (annual population figures).

slightly, but only due to growth in the middle-middle and
upper-middle classes.

From 2004-05 to 2011-12 (henceforth t,), however, we
witnessed an astonishing change in class composition in India.
The share of the poor declined from over 70% to less than 50%
of the population. The new middle class, which accounted for
less than 30% of the population earlier, rose to over 50%. In
absolute size, the new middle class almost doubled, from 304
million in 2004-05 to 604 million in 2011-12. The middle-middle
and upper-middle classes also expanded, from a mere 5% of the
population in 2004-05to 13% in 2011-12. But interestingly, the
bulk of the expansion in the new middle class in this period was
led by the lower middle class, which constituted three-fourths
of the total new middle class population. Also, unlike the ear-
lier period, both rural and urban areas witnessed an increase
in the share of the new middle class and reduction of the poor.
In fact, rural India surpassed its urban counterpart in terms of
total new middle class population by 107 million more people.

Our analysis suggests that the eight years between 2004-05
and 2011-12 have been quite significant for India, in both
rural and urban areas. The new middle class has swelled in an
unprecedented fashion, albeit mainly in the $2 to $4 category.
Several people have come out of poverty to join the lower
middle class ranks. Our findings are in sharp contrast to those
of Fernandes (2006), who claims that the new middle class
does not entail entrance of any new members to the class, and
Krishna and Bajpai (2015), who find the size of the Indian new
middle class declining in the recent years. Moreover, these
studies view the new middle class as essentially an urban
phenomenon, which is also in contradiction to our results.

It could be argued that the deviation in our results from existing
studies is merely a matter of differences in the definition of the
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Figure 1a: New Middle Class Size by Different Definitions, India
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Figure 1b: New Middle Class Size by Different Definitions, Rural Inida
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Figure 1c: New Middle Class Size by Different Definitions, Urban India
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Source: Authors’ calculations using NSS Household Consumer Expenditure Surveys, 55th,
61stand 68th rounds.

new middle class. Hence, to verify the robustness of our results, we
carry out an exercise to check how the estimates vary with
changes in definition of the new middle class. We compare the
definition that we use with three other definitions, namely, ADB
(2010), Meyer and Birdsall (2012) and Krishna and Bajpai (2015).
The first definition defines new middle class as those who are
just above the poverty line; the second compares them to the
global middle class; while the third uses transportation assets as
the defining characteristic of the new middle class.> 4 We find
that depending on the definition used, the size of the new middle
class varies drastically (Figures 1a-1c). In rural India, by the
definition of Meyer and Birdsall (2012), the new middle class
was as small as 5% in 2011-12, compared to 41% by the definition
of Banerjee and Duflo (2008). Similarly, the size of the urban
new middle class varied between 20% and 80%, depending on the
definition used. However, irrespective of the definition, we see
that growth in the share of the new middle class was almost flat
int, but rose remarkably in t,. Moreover, even by the ownership
of assets-based definition of Krishna and Bajpai (2015), we find
the new middle class to have expanded in both rural and urban
areas, much in contrast to the findings of the authors themselves.
This shows that our estimates of the size of the new middle class
are in general robust to changes in definition of the class.
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Figure 2a: Statewise Share of New Middle Class in Total State Population,
India, 2004-05
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Figure 2b: Statewise Share of New Middle Class in Total State Population,
India, 2011-12
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Regional Distribution

Our findings so far reveal that expansion in new middle class
is not confined only to urban India. But how have different
states of India performed in terms of new middle class growth?
Are new middle class members located in few of the states or
do all states have a fairly equal share of new middle class
members? This section conducts a statewise study of new
middle class distribution to answer these questions. Our
analysis is, however, limited to the period t, as the reconsti-
tution of a few states in 2000 makes comparison between t,
and t, unfeasible for the reconstituted states. Nevertheless,
Appendix 1 (p 47)gives statewise new middle class size for
all three years.

Statewise analysis shows that in 2004-05, the proportion of
new middle class population in many of the states in India was
below the national average, that is, less than 30% of the re-
spective state populations (Figure 2a). Only two southern states,
Tamil Nadu and Kerala, two western states, Maharashtra and
Gujarat, and some of the states in the north, such as Jammu and
Kashmir, Haryana, and Punjab were among the large states with
a new middle-class population share above the national average.

In 2011-12, the fraction of new middle class population
increased in a majority of the states (Figure 2b). But more
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importantly, distribution of new middle class population share
also became more balanced across states. That is, many more
states in 2011-12 had a new middle class population share greater
than the national average (50%), as compared to 2004—05. Some
states, such as Andhra Pradesh, Karnataka and Rajasthan in
particular fared exceptionally well. Proportion of new middle
class in Andhra Pradesh increased from 29.6% to 71.3% in t,,
while that of Rajasthan grew from 26.3% to 65.5% in the
same period. Similarly, new middle class population share in
Karnataka improved from 25.8% to 55.7%. While these states
performed exceptionally well, states in the east of India, especially,
showed hardly any growth in the share of new middle class pop-
ulation. In Bihar, Chhattisgarh, Jharkhand, and Odisha, though
the proportion of new middle class population showed an im-
provement, it continued to stay at less than 30% throughout t,.

Our statewise analysis thus reveals that not only has the new
middle class in India expanded across both rural and urban
areas, but also across different states. While some states have
performed better than the others, overall, all states have wit-
nessed an increase in the share of new middle class population.
Further analysis on why some states have performed better
than the others is called for, which however is beyond the
scope of this paper.

Qualitative Changes in Structure

It is clear that between 2004—05 and 2011-12 India has wit-
nessed a massive expansion in the size of its new middle class
across different states. This section investigates whether this
quantitative expansion is accompanied by qualitative changes
in the structure of the new middle class. The middle class in
India has been historically dominated by upper-caste Hindus,
engaged in professional, white-collar occupations (Haynes et
al 2010; Joshi 2010). Existing studies on the new middle class
point out that liberalisation and globalisation have changed
the nature of jobs that the Indian middle class is engaged in.
Fernandes (2006), for instance, extensively illustrates how
those employed in new service activities in multinational firms
are identified as the new middle class. The information tech-
nology (1T) and business process outsourcing (Bro) industries
especially have often been linked to new middle class forma-
tion (Fuller and Narasimhan 2007; Murphy 2011; Upadhya
2007). In terms of social composition, however, extant studies
find the new middle class to have changed little, where it con-
tinues to be dominated by upper-caste Hindus (Krishna and
Bajpai 2015; Upadhya 2007). These studies are however rela-
tively dated, that is, they do not capture the remarkable ex-
pansion in the size of the new middle class in t,. This calls for
an investigation into whether the unprecedented expansion of
the new middle class after 2004-05 entails a socially diverse
and inclusive new middle class, which is engaged in occupa-
tions different from those of the earlier middle class.

Social composition: Table 3 shows that the new middle class
is dominated by upper castes (included in “other castes” cate-
gory), while the lower castes are mostly found among the poor.
In 1999-2000 and 200405, when about 28% of India belonged
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to the new middle class, upper castes were over-represented,
with over 40% of them in the new middle class. Similarly, in
2011-12, when 50.3% of India was in the new middle class, a far
larger share of 63.7% of upper castes were in the same category.
In contrast to this, the lower castes are under-represented in
the new middle class. The Scheduled Tribes (sTs), in particular,
are the most poorly represented section. Over 70% of sTs were
poor in 2011-12, with only 29.2% of them in the new middle
class. Caste identity thus appears to continue to influence new
middle-class membership, with sTs being the most underprivi-
leged group, followed by the Scheduled Castes (scs) and the
Other Backward Classes (oBcs). It is nevertheless worth not-
ing that the massive expansion in the size of the new middle
class in t, has benefited all caste groups evenly. While 63.7% of
upper castes were in the new middle class in 2011-12, from just
44.3% in 2004-05, the proportion of new middle class mem-
bers within all lower castes also more than doubled.

While caste identity significantly influences class member-
ship, there is little class-wise difference across religions. Table 3
shows the class distribution across the two largest groups of
religion in India, the Hindus and the Muslims. While the Hindus
are better represented than the Muslims in the new middle
class, particularly in the middle-middle and upper-middle class-
es, the differences among the two groups are not as stark as
they are among castes. Also, members of both religions have
benefited fairly in the same proportion from the massive
increase in consumption expenditure in India in t,.

Employment: As discussed earlier, many existing studies such
as that of Fernandes (2006) and Upadhya (2007) associate the
new middle class in India with a change in the status of jobs,
from employment largely in public sector to occupations in

Table 3: Class Distribution across Castes and Religions, India

Poor NewMiddle Lower- Middle- Upper- Affluent
Middle  Middle Middle
(<$2)  (52-%10)  ($2-54) ($4-%6) ($6-510) (>$10)
1999-2000
Scheduled Castes 83.8 16.1 14.6 1.2 0.3 0.1
Scheduled Tribes 86.8 13.1 1.6 1.2 0.3 0.0
Other Backward Classes 75.5 243 21.2 24 0.7 0.2
Other castes 553 439 335 73 3.1 0.8
Hindus 71.3 283 23.1 3.8 1.4 0.4
Muslims 75.7 24.2 21.0 24 0.8 0.1
2004-05
Scheduled Castes 83.4 16.5 14.4 1.5 0.6 0.1
Scheduled Tribes 88.0 12.0 10.2 14 0.4 0.1
Other Backward Classes 75.2 24.5 20.5 29 1.1 0.3
Other castes 53.9 443 31.7 8.3 4.3 1.7
Hindus 719 274 21.5 4.0 19 0.7
Muslims 77.6 22.0 18.5 2.5 1.0 0.4
201112
Scheduled Castes 59.1 40.4 331 54 19 0.5
Scheduled Tribes 70.5 29.2 249 31 1.2 0.4
Other Backward Classes 48.7 50.3 39.0 8.2 31 1.1
Other castes 31.6 63.7 40.8 14.7 8.2 4.7
Hindus 48.1 49.9 36.9 9.0 4.0 1.9
Muslims 54.0 451 36.5 6.1 2.5 0.9

Source: Authors’ calculations based on NSS Household Consumer Expenditure Survey,
55th, 61st and 68th rounds.
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Figure 3a: Employment Distribution of New Middle Class Households,
Rural India
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Figure 3b: Employment Distribution of New Middle Class Households,
Urban India
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Source: Authors’ calculations using NSS Household Consumer Expenditure Survey, 61st and
68th rounds.

new service activities in private domestic or multinational
firms. However, these studies implicitly assume that only those
working in new economy jobs are part of the new middle class.
This calls for a meticulous investigation into the type of occu-
pations that the 600 million strong new middle class is engaged
in. Because the new middle class has primarily expanded in t,,
the analysis here is restricted to this period, focusing on a few
important categories of industries. Complete data on classwise
distribution of each industry of occupation for all three years
under study is provided in Appendices 2a and 2b (pp 47-48). It
may be noted that the data presented in this section pertains
to the household and not the individual level. The primary
occupation of the household is that from which the household
incurs the maximum amount of income.

Figures 3a and 3b show that in 2004-o05 the rural new mid-
dle class was mostly engaged in agriculture, manufacturing
and trade, while three-fourths of the urban new middle class
was employed in service activities such as transportation,
administrative activities, education and health, besides manu-
facturing and trade. In 201112, even as agriculture continued
to employ the largest share of rural new middle class house-
holds, a substantial proportion of households worked in con-
struction activities, making it the second largest employer of
rural new middle class, after agriculture. Consequently, the
share of rural new middle class households involved in trade,
health and education witnessed a fall. Similarly, in urban areas,
the fraction of new middle class households engaged in tradi-
tional middle-class occupations of manufacturing, trade and
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services recorded a marginal fall in 2011-12, while that in con-
struction activities increased noticeably. However, in contrast
to claims made by Fernandes (2006) and others, new service
activities represented by finance, insurance and information
and communication technology (icT) industries have a rather
limited role in new middle class formation at the national level.
In rural areas, a negligible fraction of the new middle class
was employed in new service activities in 2004—-05, which
further declined in 2011-12. In urban areas, though 5.8% of the
new middle class was employed in these services in 2004-05,
it declined to 5% in 2011-12.

There are also considerable differences in employment
distribution within the new middle class. As Appendix 2a
shows, in rural areas, agriculture and construction activities
are more common among the lower-middle than the middle-
middle and upper-middle classes, whereas the latter are more
often engaged in typical middle-class occupations of trade,
manufacturing, education and health than in construction
activities. In fact, the occupational structure of the lower middle
class is not very different from that of the poor. Similarly, a
larger proportion of the urban lower middle class is engaged in
manufacturing, trade and construction activities, than the
upper middle class (Appendix 2b). In comparison, a larger
fraction of the urban upper middle class is employed in admin-
istrative services, education and health and finance, insurance
and 1cT than the lower middle class.

Our findings thus show that a large proportion of the new
middle class in India continues to be employed in traditional
middle-class occupations, but several of those who have
emerged out of poverty and entered the lower middle class are
in industries such as construction, which are generally not
considered typically middle class. The new middle class is
thus not only quantitatively larger, but also qualitatively quite
different from the traditional middle class. Moreover, in con-
trast to claims made in existing studies by Fernandes (2006)
and others, we find that new economy services have played a
rather limited role in new middle class formation in India.
Most of the households employed in these services belong to the
urban upper-middle and affluent classes, which have hardly
expanded during t,. Considerable differences in employment
distribution of households within the new middle class sug-
gest that it is necessary to differentiate between groups
within the new middle class, which is missing in a majority of
the extant studies.

Conclusions

This paper traces the expansion of the new middle class in
India and its structural changes in the period between
1999-2000 and 2011-12. We find that in the initial period
between 1999—2000 and 2004-05, growth of the new middle
class was modest. In the latter period from 2004-05 to 201112,
the size of the new middle class almost doubled, totalling
over 600 million individuals, or half of India’s population.
Moreover, this expansion was witnessed across both rural
and urban areas, as well as in a majority of the states of India.
We also find that this growth was primarily led by the
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lower middle class, while the middle-middle and upper-mid-
dle categories were relatively subdued. Qualitatively, the new
middle class is quite different from the earlier middle class in
India. While the upper castes dominate the new middle class,
we find that a considerable proportion of lower caste house-
holds too have entered the new middle class. There is diversity
within the new middle class also in terms of occupation. A
large section of the lower middle class is employed in occupa-
tions similar to that of the poor, that is, in agriculture and con-
struction activities, whereas several upper middle class
households are engaged in new service jobs in finance, insur-
ance and IT sectors.

Our results reveal that it is important to recognise that the
new middle class in India is not a homogeneous entity, but
consists of quantitatively and qualitatively distinct subgroups.
The lower middle class merits attention for its large size and
rapid growth. The upper middle class is important, for it sym-
bolises the global middle class, which other classes below it
perhaps aspire to emulate. It is their spending capacity and
ability to drive consumption demand that binds these subgroups
together into a single class. Our results also show that studies
by Fernandes (2006), Fuller and Narasimhan (2007) and
Upadhya (2007), which describe new middle class as the
primary beneficiary of liberalisation engaged in high paying
new service activities, essentially refer only to the upper
middle class. The huge lower middle class, which has led new

middle class expansion in quantitative terms, has generally
been ignored by them.

The heterogeneity in the new middle class and its structural
composition has important developmental implications. The
period from 2004-05 to 2011-12 in India has not only been
remarkable in terms of expansion in new middle class size, but
this growth has also been geographically and socially inclusive.
However, the potential of this vast new middle class to play a
larger role in further spiralling economic growth will depend
on the capacity of the lower middle class in particular to invest
in human capital accumulation, actively participate in demo-
cratic processes, etc. The majority in the lower middle class
are perhaps not regular wage earners or well-educated (as
they are in agriculture or construction activities), which may
restrict their role in the development process usually associat-
ed with the middle class. It is hence necessary to further inves-
tigate the characteristics of the new middle class such as its
spending patterns and voting behaviour to understand the
larger implications of its massive growth. It is also vital to un-
earth the factors that have contributed to the unprecedented
expansion of the new middle class between 2004-05 and
2011-12. [s the increase in consumption expenditure a result of
increased incomes that will continue to grow further, thus
strengthening expansion of the new middle class? Or, is most
of this growth credit-driven, which is vulnerable to fizzle out
in the event of an economic downturn?

NOTES

1 Itis argued that the 55th round of the NSSO sur-
vey on household consumer expenditure should
be altogether discarded as it has produced biased
results because of a faulty survey design. We are
of the opinion that it does provide some idea of
the level of consumption expenditure of that
time. We hence continue to use the data, being
aware that it may be slightly biased.

2 The national poverty line suggested by the
Tendulkar Committee (Planning Commission
2013) is daily per capita expenditure of ¥27.2
(201112 prices) or $1.8 (2011 PPP) for rural India
and %33.3 (2011-12 prices) or $2.2 (2011 PPP)
for urban India.

3 Meyer and Birdsall’s (2012) definition is income-
based, while NSSO surveys provide data on con-
sumption. Hence, to arrive at an income distribu-
tion from the consumption distribution we make
use of the quintile-wise income-expenditure ra-
tio of households for 2004—05 given in Shukla
(2010). We calculate corresponding income lev-
els for each consumption quintile, separately for
rural and urban areas and then combine them to
arrive at the aggregate income distribution.
Since the income-expenditure ratios are availa-
ble only for 2004-05, we assume the ratio to be
constant over all three years under analysis.

4 To estimate new middle class size by the Krishna
and Bajpai (2015) definition, we draw on NSS
data on ownership of transportation assets.
Because NSSO survey for 1999—2000 does not
supply this data, we arrive at new middle class
estimates based on Krishna and Bajpai’s defini-
tion only for 2004-05 and 2011-12.
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Appendices
Appendix 1: Statewise Size of New Middle Class Population (Figuresin %)
1999-2000 2004-05 2011-12 1999-2000 2004-05 2011-12

State Rural Urban State Rural Urban State Rural Urban State Rural Urban State Rural Urban State Rural Urban
Andaman and Kerala 56.3 53.7 63.5 56.5 540 649 782 783 780
Nicobar Islands 701 634 871 70.2 61.0 881 84.2 851 827 Lakshadweep 817 71.6 879 763 699 82.8 903 956 85.1
Andhra Pradesh 246 144 499 296 213 53.8 713 649 844 Madhya Pradesh 176 103 43.2 169 9.6 40.7 335 255 568
Arunachal Pradesh 40.5 39.2 547 40.7 378 629 50.8 455 725 Maharashtra 378 221 629 374 205 623 672 554 812
Assam 155 10 556 215 169 665 307 265 671 Manipur 335 273 525 261 202 444 561 526 657
Bihar 106 73 328 80 52 355 237 206 527 Meghalaya 395 296 8389 353 291 753 631 563 888
Chandigarh 784 715 79.5 702 537 720 695 936 676 Mizoram 716 609 877 69.8 581 877 69.8 508 919
Chhattisgarh NA NA NA 138 76 485 252 187 490 Nagaland 921 91.0 947 83.8 794 945 862 831 919
Dadraand NagarHaveli 28.5 22.6 80.1 284 222 753 445 228 748 Odisha 137 92 364 12.8 80 431 229 170 558
Daman and Diu 792 76.7 827 859 884 814 931 985 845 Puducherry 48.8 373 56.3 524 39.6 594 897 849 922
Delhi 781 84.8 759 728 551 741 795 818 793 Punjab 585 551 658 571 503 71.2 858 861 853
Goa 76.0 649 882 616 587 66.2 893 86.5 920 Rajasthan 353295 56.0 263 197 49.5 655 612 793
Gujarat 405 291 649 412 263 697 658 519 863 Sikkim 301 25.0 75.6 386 342 731 663 60.1 958
Haryana 56.5 529 66.0 500 454 625 788 799 76.1 Tamil Nadu 357 229 597 345 199 578 677 586 79.0
Himachal Pradesh 509 47.8 83.0 46.6 42.8 834 735 724 834 Tripura 292 242 607 163 102 53.6 42.8 376 713
Jammuand Kashmir 595 53.6 824 541 468 758 712 681 81.7 Uttarakhand NA NA NA 331 256 576 63.5 585 782
Jharkhand NA NA NA 141 6.0 564 258 160 63.2 Uttar Pradesh 220 175 39.8 201 149 412 315 268 487
Karnataka 319 205 611 258 116 576 557 474 704 West Bengal 233 147 549 266 170 56.0 450 358 705

Data for 1999-2000 are not comparable with that of 2004—05 and 201112 for the states of Bihar, Madhya Pradesh and Uttar Pradesh as they were reconstituted in 2000 to form three new
states of Jharkhand, Chhattisgarh and Uttarakhand, respectively. Data for the new states are hence unavailable for 1999-2000.
Source: Author’s calculations using NSS survey on household consumption expenditure, 55th, 61st and 68th rounds.

Appendix 2a: Class-wise Distribution of Primary Industry of Occupation of Households—Rural India

(Figuresin %)

Poor  New Lower- Middle- Upper- Affluent Poor  New Lower- Middle- Upper- Affluent
Middle Middle Middle Middle Middle Middle Middle Middle
(<$2) (52-$10) (52-54) ($4-%6) ($6-510) (>$10) (<$2) (52-$10) (52-$4) ($4-%6) (36-510) (>$10)
1999-2000 Finance, insurance and ICT 0.2 14 12 26 39 156
Agriculture, forestry and fishing 76.0 60.5 619 522 427 46.2 Real estate 0.0 01 01 01 01 0.0
Mining and quarrying 0.6 06 06 06 02 0.1 Professional, scientific and
Manufacturing 6.6 87 85 97 104 64 technical activities 0.1 06 06 11 1.1 2.8
Electricity, gas, water Publicadministration, support services,
supply, waste management 0.2 09 07 14 38 04 defence and social security 0.9 38 35 57 52 6.0
Construction 4.1 38 39 26 44 6.4 Education, health and socialwork 1.2 64 55 115 141 139
Trade 4.3 69 70 63 59 4.3 Other service activities (includes
Transportation, food and recreation, extraterritorial
accommodation 31 44 42 50 69 40 organisations and households
Finance, insurance and ICT 0.1 1.0 08 23 1.4 7.0 as employers) 23 20 19 21 20 30
Real estate 00 01 01 03 00 o0 20112 N
- — Agriculture, forestry and fishing ~ 64.6 544 56.6 469 380 39.1
Professional, scientificand — -
technical activities 01 03 02 04 09 00 Mining and quarrying 05 05 05 07 06 08
Public administration Manufacturing 6.9 88 81 108 151 11.8
support services, defence and Electricity, gas, water supply,
social security 10 53 49 73 89 105 waste management 02 04 03 09 14 15
Education, health and Construction 145 103 110 7.5 5.6 3.1
social work 1.0 52 44 98 134 101 Trade 53 82 80 97 92 103
Other service activities (includes Transportation, food and
recreation, extraterritorial accommodation 38 65 65 67 88 5.2
organisations and households Finance, insurance and ICT 01 11 08 20 20 58
as employers) 23 22 23 14 09 4.6
Real estate 0.0 01 01 02 03 1.2
2004-05 - ——
Agriculture, forestryand fishing 706 539 559 416 417 30.6 Professional, scientific and
- - technical activities 0.1 04 03 08 09 1.7
Mining and quarrying 0.7 0.8 08 07 1.2 0.2
- Publicadministration,
Manufacturing 74 88 83 11.8 122 170 .
— support services, defence
Electricity, gas, water supply, and social security 06 24 19 44 63 59
waste management 01 08 07 15 27 03 Education, health and social work 1.2 45 37 73 108 1.
Construction 7.2 55 57 44 2.5 19 - P
Other service activities (includes
Trade 52 92 91 97 89 62 recreation, extraterritorial
Transportation, food and organisations and households
accommodation 3.8 64 64 69 43 2.6 asemployers) 2.1 24 24 19 1.2 2.6

Industrial classification based on National Industrial Classification (NIC), 2008.

Source: Authors’ computations using NSS Household Consumer Expenditure Survey, 55th, 61st and 68th rounds.
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Appendix 2b: Class-wise Distribution of Primary Industry of Occupation of Households—Urban India

(Figuresin %)

Poor New Lower-  Middle-  Upper-  Affluent Poor New Lower-  Middle-  Upper-  Affluent
Middle ~Middle Middle  Middle Middle  Middle Middle  Middle
(<$2)  ($2-510) ($2-%4) ($4-56) ($6-510) (>$10) (<§2)  ($2-510) (52-%4) (%4-%6) (36-510) (>$10)
1999-2000 Real estate 0.0 0.3 0.3 0.3 0.5 0.5
Agriculture, forestry Professional, scientific
andfishing 20 43 53 26 13 25 and technical activities 10 27 22 28 52 81
Mining and quarrying 11 11 1.2 0.8 0.6 03 Public administration,
Manufacturing 21.8 226 226 242 193 224 support services, defence
Electricity,gas, water supply, and social security 3.7 107 92 136 137 9.6
waste management 1.0 14 1.1 21 1.8 1.1 Education, health and
Construction 13.3 5.6 6.6 39 29 4.2 social work 23 7.8 6.4 94 19 151
Trade 191 186 199 165 149 8.7 Other service activities
Transportation, food and (i”dUde? re.creationA, )
accommodation 142 128 142 108 81 77 extraterritorial organisations
Finance, insuranceandICT 10 49 36 68 93 106 andhouseholdsasemployers) 55 32 35 30 15 11
Real estate 0.1 0.3 0.2 0.4 0.4 1.0 20”?”
Professional. scient Agriculture, forestry
rofessional, scientific and and fishing 110 40 55 25 18 17
technical activities 0.6 2.0 1.5 2.6 3.8 79
- - - Mining and quarrying 0.7 0.9 0.9 0.9 0.6 2.8
Public administration, -
support services, defence Manufacturing 194 219 213 252 18.1 13.3
and social security 50 146 129 167 209 197 Electricity, gas, water supply,
Education, health and waste management 0.9 19 1.6 24 2.0 2.0
social work 3.0 73 5.8 94 134 123 Construction 18.8 8.7 M4 6.2 4.6 4.2
Other service activities Trade 195 203 214 19.2 18.7 1.8
(mclude; re(creanon,( A Transportation, food and
exga;e”'t(:'jgorga“'Satl'O”S ) a0 46 20 a1 4 accommodation 152 137 148 132 115 76
23”4 ouseholds as employers) 7. ' ' ' : ' Finance,insuranceandICT 11 50 28 52 112 251
004-05 Real estate 01 09 05 12 14 16
Agriculture, forestry
and fishing 102 38 47 23 24 30 Professional, scientificand
Mining and quarrying 0 14 14 11 15 13 technical activities 03 17 11 25 22 50
Manufacturing 218 222 234 218 167 209 Publicadministration,
— support services, defence
Electricity, gas, water supply, and social security 28 84 64 93 132 104
waste management 0.7 1.4 1.3 1.5 1.6 1.2 N
- Education, health and
Construction 151 5.8 6.7 4.1 4.0 3.0 social work 2.7 76 56 8.6 1.7 127
Trade 19.8  21.0 21.5 21.2 17.8 10.0 Other service activities
Transportation, food and (includes recreation,
accommodation 159 129 14.3 1.4 8.5 8.0 extraterritorial organisations
Finance, insurance and ICT 1.1 5.8 4.0 6.8 141 18.0 and households as employers) 7.2 5.0 6.7 33 2.0 1.6
Industrial classification based on National Industrial Classification NIC (2008).
Source: Authors’ computations using NSS Household Consumer Expenditure Survey, 55th, 61stand 68th rounds.
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