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4. Driving Growth from the Middle: A First Look at the Middle Class in
Sri Lanka
4.1 Introduction

The 2008 global recession depressed growth and re-
duced consumer spending in developed economies,
but the Asian economies continued to grow, largely
driven by expenditure by the up and coming middle
class. This growing middle class wealth, and its size,
are key factors that are steering the changing global
economic landscape to be Asia-centric.  In 2012, China
surpassed the US as the world's leading market for
personal computers (PCs); 69 million units of PCs
were shipped to China, 3 million more than the num-
ber sold in the US.1  China and India are also the
world's first and second largest markets for mobile
phones.2  These are only some examples of the grow-
ing market power in China and India.

The middle class consumers have received greater at-
tention in recent times due to the belief that a strong
and large middle class is a prerequisite for sustained
economic growth and development.3  Demand led
growth, as opposed to export led growth, has also
been seen as a means of steering an economy out of
the middle income trap - i.e., the phenomenon of an
economy stagnating in the middle income level. The
middle class is credited for stimulating growth in sev-
eral ways. Primarily, the middle class drives economic
growth through shifting aggregate demand. But that
is not its only channel for promoting growth. Unlike
the upper classes, the middle class source its income
from labour. As such, the middle class consumers
invest in education and skills development which leads
to greater productivity.4  The middle class consumers
are also credited for supporting meritocratic systems
of governance which allows them the opportunity for

‘
‘

1 Shaver, S.,(2013), “China Passes the United States as World’s Biggest PC Market” http://www. upi.com/Science_News/2013/04/29/China-
passes-the-United-States-as-worlds-biggest-PC-market/UPI-75121367281194/#ixzz 2TcN2nByv ‘, [accessed on 20th May 2013].

2 ADB (2010), “The Rise of Asia’s Middle Class: Key Indicators for Asia and the Pacific,” Asian Development Bank, Manila.
3 Ibid.
4 Kharas, H., (2010), “The Emerging Middle Class in Developing Countries,” Working Paper No. 285, OECD Development Center, Paris.
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promotion and self-improvement through hard
work.5  Those in the middle class, being more
selective consumers, have fostered innova-
tion in affordable but efficient products.
These attributes of the middle class are con-
sidered to be valuable for sustainable mar-
ket-oriented economic growth and poverty
reduction.

The size and the wealth of the middle class
determine its power over the economy and
governance structures.  As such, the size of
the middle class has become an important
indicator, signaling growth and development
of an economy. The middle class consumers
of the US and other G-7 countries (U.K,
France, Germany, Italy, Canada and Japan)
have been the main source of aggregate de-
mand in the world economy over the past
fifty years.6  The global middle class is esti-
mated to grow from around 2 billion indi-
viduals, to nearly 5 billion individuals in the
next two decades. Unlike in the earlier peri-
ods, this growth is estimated to be mostly
driven by growth in middle class consumers
in China and India, than due to the continual
growth of the middle class in the G-7 coun-
tries. These changes to the size of the middle
class are shifting the global demand patterns
towards Asia. Greater purchasing power will
also provide the background for emerging
Asian economies to demand changes to the
international governance and power struc-
tures.

However, the ability of the middle classes to
drive economic growth over a long period
will largely depend on the capacity of devel-
oping economies to face the challenges of
countering the adverse effects of a growing
middle class. The greater demand for better
housing and durable goods brings with it a
higher demand for electricity, energy, water,

and other resources. Higher per capita con-
sumption of energy and consumer goods gen-
erates more pollution and puts greater stress
on natural resources. Unless countries are
well prepared to meet these challenges, the
positive effects of middle class expansion
on the growth of the economy will be damp-
ened.

In Sri Lanka too, there is evidence of a grow-
ing middle class. The incidence of poverty
in the country has come down sharply over
the past decade. There are indications of
growing demand for advanced services and
luxury products. Advertisements offering
short holiday packages to foreign countries
are common in daily newspapers. Car sales
have risen markedly over the past decade.
Luxury apartments in the city are increasingly
being considered as housing options by, not
only expatriates who opt for second homes
in their native land, but also by young fami-
lies who want the convenience of being close
to the city. A growing number of newspa-
pers are available online and they interact
with their readers through social media __

indicating a large and growing customer base
with access to mobile phones and comput-
ers. These are luxuries that the poor or the
near poor cannot afford, and the level of this
demand is too large to be driven only by the
rich. These clearly indicate that the middle
class is growing in Sri Lanka.

The influence of a growing middle class on
an economy and its people depend on par-
ticular country contexts. It also depends on
the size, the growth, and the purchasing
power of the middle class and the prepared-
ness of the country to deal with the demands
of a growing middle class. The purpose of
this Chapter is to examine the size of the
middle class in Sri Lanka, and to assess its

5 Birdsall, N., et. al., (2000) "Stuck in a Tunnel: Is Globalization Muddling the Middle?", Working Paper 14, Brookings Institution, Washington,
D.C.

6 Kharas, H., (2010), "The Emerging Middle Class in Developing Countries," Working Paper No. 285, OECD Development Center, Paris.
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potential influence on the economy in the
years to come.

4.2 What is the Middle Class?
The literature defines the middle class in a
variety of ways. Historically, the middle class
was a social class characterized by intellec-
tuals that were neither capitalists nor work-
ers. They were the well-educated service pro-
viders and small scale entrepreneurs, who
were hard working and had relatively secure
and substantial incomes that allowed them
to own houses, demand better quality ser-
vices, and enjoy comfortable lifestyles. De-
spite its initial classification on social terms,
in recent times, economists have chosen to
define the middle class using economic terms
such as income or consumption, in order to
better quantify its size. These definitions
mainly take two approaches: the relative ap-
proach, and the absolute approach.

Those using the relative approach use two
main means of defining the middle class. In
one relative measure, the middle percentiles
of the income distribution are used to mea-
sure the middle class.  For example, using
this approach, Easterly (2000) defines the
middle class to be those between the 20th
and the 80th percentile in the consumption
distribution.7  One major shortcoming in this
approach of measuring the middle class, is
that the size of the middle class is fixed by
definition. In the second relative approach,
the middle class is defined relative to the
median per capita income.  For example,
Birdsall, et. al. (2000) define the middle class
to be those earning 0.75 to 1.25 times the

median income of an economy.8  In both
these relative approaches, the yard stick for
defining the middle class changes from coun-
try to country.  These relative measures of
defining the middle class are sometimes re-
ferred to as the 'developing middle class' as
these are consumers who are 'middle class'
according to the standards of the developing
world, but not necessarily according to that
of the developed world.

The literature defining the middle class us-
ing an absolute approach defines the middle
class as those earning some benchmark in-
come range. For example, Bhalla (2007) de-
fines the middle class to be those earning
more than US$ 3,658 (in 2006 prices) a year,
or US$ 10 a day, in purchasing power parity
(PPP) terms.9  Kharas and Gertz (2010), tak-
ing an absolute approach, defines the middle
class as those households with daily expen-
diture between US$ 10 and US$ 100 per
person per day in PPP terms.10  Since this
definition of the middle class is common to
all individuals across countries, the middle
class defined this way is also referred to as
the 'global middle class'.  There is much
interest in the size and growth of this global
middle class, as they are the consumers who
influence global demand through their taste
for branded goods such as designer clothes,
latest technical appliances, and education
and health services.

This Chapter will use an absolute approach
to measure the middle class. Following
Kharas and Gertz (2010), individuals living
in households spending between (PPP) US$

7 Easterly, W., (2000), "The Middle Class Consensus and Economic Development," Policy Research Working Paper 2346, World Bank,
Washington, D.C.

8 Birdsall, N., et. al., (2000), "Stuck in a Tunnel: Is Globalization Muddling the Middle?" Working Paper 14, Brookings Institution, Washington,
D.C.

9 Bhalla, S., (2007), "Second Among Equals: The Middle Class Kingdoms of India and China," Peterson Institute for International Economics,
Washington, D.C.

10 Kharas, H. and Gertz, G., (2010), "The New Global Middle Class: A Cross-Over from West to East," Wolfensohn Center for Development
at Brookings, Washington D.C.
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10-100 per person in PPP,11  will be defined
as the 'global middle class'.12   For ease of
exposition, those individuals living in house-
holds spending (PPP) US$ 2 to  (PPP) US$
10 (not including  (PPP) US$ 10) will be
referred to as the 'local middle class', those
individuals living in household spending less
than  (PPP) US$ 2 a day per person will be
referred to as the 'poor', and those individu-
als spending (PPP) US$ 100 or more per per-
son per day will be referred to as the 'rich'.

4.3 Characteristics of the Middle Class
4.3.1 Spending Patterns of the Middle
Class13

As incomes increase, people's consumption
patterns will also change.  One main change
is in the proportion of incomes spent on food.
With a lower proportion of their income
spent on food, the wealthier households have
more disposable incomes to spend on other
productive, as well as leisure activities. One
main area where expenditure increases with
higher incomes is on entertainment. Al-
though the poor spent almost nothing on
entertainment, those in higher income groups
spend proportionally higher shares of their
income on entertainment

Unlike with entertainment, the proportion
of expenditure on education does not always
rise with higher expenditure levels. In some
countries, the proportion of expenditure on
education remains constant for different in-
come levels, while it increases for other coun-
tries. However, in urban areas, the middle
class tend to spend more on educating their
children. The correlation between expendi-
ture on health and income is clearly positive
for most countries, but again the magnitude

of this increase varies from country to coun-
try. In particular, the middle class tends to
spend more on health care. These differences
in spending patterns on health and educa-
tion partly reflect the nature of social infra-
structure available in a country. In countries
where social services are subsidized by the
government, the need for out-of-pocket ex-
penditure (OOPE) on those services would
be less. However, it must be noted that these
observations are made for households with
daily per capita expenditure less than (PPP)
US$ 10 per person.  For higher expenditure
groups, these observations could change.

Housing is also another major commodity
on which private expenditures increase with
income.   Individuals in higher income classes
own houses that are bigger. In general, those
in the middle class own houses that have on
average 1.5 more rooms than those in the
poorest households. This is despite the fact
that middle class households tend to be
smaller. Further, houses owned by the middle
class tend to have better facilities __ such as
electricity, running water, and latrines __ com-
pared to the houses owned by the poor.

With the growth of the middle class, con-
sumer demand for durable goods such as cars,
refrigerators, televisions, and mobile phones,
have increased several folds. The middle class
income elasticity of demand for durable
goods and services are estimated to be greater
than one, indicating that a small change in
the incomes of the middle class can induce
a large effect on their consumption patterns.
As described in ADB (2010),14  in absolute
terms, these increases are mostly apparent in
China and India, given their large markets,

11 For comparisons across countries, local currencies are converted to purchasing power parity adjusted 2005 US dollars. In this Chapter
these hypothetical units of currencies are referred to as (PPP) US$.

12 Kharas, H. and Gertz, G., (2010), "The New Global Middle Class: A Cross-Over from West to East,"  Wolfensohn Center for Development
at Brookings, Washington D.C.

13 Unless otherwise noted, this section largely draws on Banerjee, A. V. and E. Duflo (2008), "What is Middle Class about the Middle Classes
around the World?," Journal of Economic Perspectives, Vol. 22, No. 2, pp. 3-28.

14 ADB (2010), "The Rise of Asia's Middle Class: Key Indicators for Asia and the Pacific," Asian Development Bank, Manila.
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but the proportion of households owning
these assets have increased in most coun-
tries. However, the patterns of demand vary
widely across countries.  For example, the
proportion of households with televisions and
refrigerators are much higher in China and
the Philippines, compared to India. While
the demand for cars are high in India and the
Philippines, it is very low (2.7 per cent) even
amongst the upper middle classes (those
earning between (PPP) US$ 10 to (PPP) US$
20 per capita per day) in China. These differ-
ences are only partly explained by taste dif-
ferences. For the most part, access to elec-
tricity and other infrastructure are important
determinants of these demand patterns.

4.3.2 Employment Patterns of the
Middle Class
Banerjee and Duflo (2008) find that the oc-
cupational patterns are fairly similar across
different income groups, with the one ex-
ception of agricultural engagement of the
middle class in rural areas. They find that
the middle class is less likely to be engaged
in agriculture in rural areas than the poor.
The middle class is less likely to own land
and be self-employed, or work for wages in
agriculture in rural areas. Conversely, the
middle class is more likely to be engaged in
non-agricultural self-employment activities
in rural areas in most countries. However, in
urban areas, there is not much difference
between the occupational patterns of indi-
viduals across income groups. Banerjee and
Duflo (2008) find that the businesses run by
the middle class are generally very small.
They are mostly run by the owner, working
long hours, with the support of a couple of
family members. As such, these enterprises
are less likely to influence the general
economy and are activities conducted for
sustenance. The ADB (2010) also finds evi-
dence to show that in rural areas, the middle
class are less likely to be engaged in agricul-
ture but are more likely to be engaged in
production related enterprises. Further, this

study finds that in urban areas, middle class
consumers are more likely to be engaged in
professional, technical, or office jobs.

Banerjee and Duflo (2008), defining middle
class as those spending between (PPP) US$
2-10 per person per day, find that the key
difference between the poor and the middle
class is who they are working for, and their
terms of contract. Also, although the poor
are more likely to be in temporary work situ-
ations that change often, and are more likely
to migrate in search of temporary jobs, the
middle class individuals are more likely to
be in secure job situations and earning a sal-
ary.  The poor are also more likely to do jobs
that do not come with social security, partly
because they tend to be temporary jobs, while
the middle class will have more job protec-
tion. In particular, they find that the middle
class entrepreneurs are strikingly similar to
poor entrepreneurs, especially in urban ar-
eas. In both classes, enterprises are likely to
be very small, they employ only a handful of
workers __ mostly sourced from within the
household __ and the enterprises have very
little capital assets. According to them, this
is partly due to poor access to credit and the
high price of capital for both the poor and
those in the middle class, although access to
credit is somewhat better for those in the
middle class.  As such, even when the mar-
ginal returns to investments are high, the
average returns remain low. They find that
better paying secure employment to be one
main characteristic that distinguishes the
middle class from the poor. Further, the same
study finds that those in the middle class are
more likely to move to different places for
employment, compared to the poor.  The
ADB (2010) __ examining employment
behaviour in India, China and the Philippines
__ finds evidence to support this theory. They
find that the largest share of employment
among the poor and the near poor (i.e., those
earning less than  (PPP) US$ 4 a day per
capita) is self-employment, while the largest
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share of employment among those earning
(PPP) US$ 4 a day is regular or permanent
wage employment.15

4.3.3 Education Attainment of the
Middle Class
The ADB (2010) finds that middle class in-
dividuals are much more likely to hold a
university degree than the poor.16   However,
the shares of population with university de-
grees vary widely across countries. For ex-
ample, while only 9 per cent of those in the
middle class in Pakistan had a university
degree, as much as one-third of those in the
middle class in Indonesia had a university
degree. Banerjee and Duflo (2008) find that
the middle class consumers are likely to have
smaller families and are more likely to in-
vest in the health and education of their chil-
dren.17   They are also more likely to invest
in their own health.

4.4  Factors Affecting the Growth of
the Middle Class and its Influence on
Growth and Development
4.4.1 Determinants of the Middle Class
Given that large middle classes are credited
for sustained economic growth, good gover-
nance, better democracy, political and mac-
roeconomic stability, and improved institu-
tions, it is interesting to examine the deter-
minants of a middle class.

As per poverty reduction, inclusive growth
and reduced inequality has a key role to play
in increasing the middle class. In addition
to these, according to ADB (2010), two main
factors influence the growth of the middle
class: access to stable, well-paid, and secure
employment; and access to higher education.

As described earlier, the most distinguished
feature between the poor and the middle class
is the fact that the middle class are engaged
in regular wage jobs. Being in a stable well-
paying job gives the middle class the space
and the resources to improve their living stan-
dards, be more engaged politically and de-
mand for better services. The ADB (2010)
study showcases post-World War II US as
evidence. The US saw a rapid growth of the
automobile industry in the early 20th Cen-
tury, and the resulting provision of a large
number of middle class employment oppor-
tunities paved the way for the expansion of
the middle class. However, the availability
of jobs alone did not improve the living stan-
dards of the workers. In the late 1930s, with
lobbying by strong unions, workers and em-
ployers came to an agreement where in ex-
change for commitment, productivity, and
loyalty, the companies' ensured good wages,
and job and social security to the workers.

The second most important factor in fash-
ioning a growing middle class is access to
education. The post-World War II
Servicemen's Readjustment Act of 1944 of
the US (informally referred to as the G.I. Act)
paved the way for war veterans to enter uni-
versity, which resulted in more than dou-
bling the number of youth graduating from
universities by 1950, from its pre-World War
II levels.18  The proportion of young adults
attending university increased from 10 per
cent before the end of the war, to 51 per
cent after the introduction of the G.I. Act.
This investment in higher education is cred-
ited for the improved professional authority
in society, and for meritocratic social change.

15 ADB (2010), "The Rise of Asia's Middle Class: Key Indicators for Asia and the Pacific," Asian Development Bank, Manila.
16 Ibid.
17 Banerjee, A. V., and E. Duflo (2008), "What is Middle Class about the Middle Classes around the World?," Journal of Economic Perspectives,

Vol.  22, No. 2, pp. 3-28.
18 ADB (2010), "The Rise of Asia's Middle Class: Key Indicators for Asia and the Pacific," Asian Development Bank, Manila.
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4.4.2 Influence of the Middle Class on
Growth and Development
The middle class influences growth in sev-
eral ways. Banerjee and Duflo (2008) find
three main theories supporting the argument
that the middle class has a positive influ-
ence on economic growth. The first is the
theory that the middle class fosters entrepre-
neurship which leads to employment and
productivity growth. However, examining the
characteristics of the middle class, little sup-
port is found for the argument that it fosters
entrepreneurism and, therefore, employment.
As mentioned earlier, on the contrary,
Banerjee and Duflo (2008) find that middle
class entrepreneurs are more likely to be sub-
sistence entrepreneurs who own small busi-
nesses. Indeed, the most distinguishing fea-
ture of the middle class consumers is that
they have steady, well-paying jobs.

The second is the theory that the middle class
promotes values such as savings and human
capital accumulation which are beneficial for
growth. Kharas (2011) finds support for this
argument.19   He shows that the middle class
influences growth through the promotion of
growth-enhancing values such as work atti-
tudes, savings, and investments in human
capital. Using the results of the 'World Value
Survey', he shows that the values of Indians
have changed over time. For example, Indi-
ans valuing doing an interesting job, as well
as a job with security that pays well, has in-
creased to 74 per cent in 2001, compared to
47 per cent in 1995. Further, the proportion
of Indians thinking that using initiative is
good in a job has risen from 46 to 64 per
cent from 1995 to 2001.  These are attributes
which lead to greater labour productivity. The
values parents think that children should have

in order to be successful has also changed
over time. Compared to 1995, a higher pro-
portion of parents thought values such as in-
dependence, hard work, thrift and savings,
and determination, and perseverance, are im-
portant for success in 2001.

The third is the theory that the middle class
promotes growth through increasing the pur-
chasing power of the economy. Further, be-
ing more conscious of quality, the middle
class promote investments in value addition,
product differentiation, and marketing,
thereby creating employment and raising in-
comes. Several studies find support for the
influence of the middle class on the
economy through promoting demand, espe-
cially for better quality goods and services.
The middle class consumers have a higher
proportion of disposable incomes, and are
more likely to demand better quality prod-
ucts and services, and luxury goods. As ex-
plained by Bhalla (2007), the poor and those
that are just above poverty are too concerned
about fulfilling their basic requirements that
they are unlikely to have a large influence
on global demand.20  On the other hand, a
large middle class that demands quality, and
that has a preference for luxury goods, are
more likely to shift out the aggregate demand
curve. When the size of this middle class
population is large, they not only influence
the aggregate demand in their own countries,
but also that in the global economy. For ex-
ample, first China and then India, with the
growth of their middle classes have gained
the interest of international companies as
places to market their products __ a marked
change from the subject of earlier interest in
those countries as places for producing cheap
goods.21

19 Kharas, H., (2011), "The Rise of the Middle Class," in E. Ghani, Reshaping Tomorrow: Is South Asia Ready for the Big Leap, Oxford
University Press, India.

20 Bhalla, S., (2007), "Second Among Equals: The Middle Class Kingdoms of India and China," Peterson Institute for International Economics,
Washington, D.C.

21 ADB (2010), "The Rise of Asia's Middle Class: Key Indicators for Asia and the Pacific," Asian Development Bank, Manila.
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In addition to the above channels, the ADB
(2010) study shows that the increased de-
mand for quality products and services pro-
motes investment in innovation. The rising
middle class, especially the lower middle
class has provided the necessary stimulus for
enterprises and individuals to produce new
innovative products that are both affordable
to the lower middle classes, while being su-
perior in terms of functionality and efficiency.
These products range from service goods such
as insurances and banking, to manufacture
goods such as hygiene products. What is dif-
ferent about this new wave of innovations
trends is that it caters to a more fastidious
set of consumers who are harder to please.
Examples of innovations spurred by this grow-
ing lower middle income classes abound.
These include the US$ 2,200 and fuel effi-
cient 'Nano car', and the US$ 70 battery-
operated refrigerator.

Lastly, the middle class is credited for greater
political stability. Countries with large
middle classes are politically more stable -
sometimes referred to as the middle class
consensus __ while countries with smaller
middle classes tend to be polarized between
the elite and the working classes in their
struggles to remain in power. Easterly (2000)
credits the middle class for improving hu-
man development through better governance
and effectiveness of social institutions.  Sup-
porting this hypothesis, the ADB (2010)
study gives the example of the 'Citizen's
Report Card' in Bangalore, where public rat-
ings of municipal services resulted in the
improving of public services. Examining the
links between poverty, the middle class, and
the institutional outcomes across countries,
other studies find that as the middle class
becomes larger, social policies on education
and health become more progressive, and the

quality of governance improves (Loayza,
Rigolini, and Llorente, 2012).22   Further,
these changes take place along with more
market-oriented economic policies on trade
and finance. They also find that these ben-
eficial effects of having a middle class are
more than those gained from poverty reduc-
tion, equity, or better per capita income.

4.4.3 Adverse Consequences of a
Growing Middle Class
Along with the above mentioned beneficial
effects of the middle class, a growing middle
class can also challenge the economy in sev-
eral ways. First, it can put a considerable
stress on the natural resources of a country.
The demand for better housing and other in-
frastructure will put pressure on land usage.
Unless carefully planned and monitored, the
extent of land available for forests and agri-
culture can be threatened by the increased
demand for land for housing.

Second, along with greater demand for du-
rable goods, cars and electronic goods, the
demand for water, electricity and energy can
increase substantially in a country. At present,
the per capita water consumption in India
and China are only a fraction of the amounts
of water used by US consumers.23  However,
the level of water consumption is highly cor-
related with the family size, the education
level of the wife of the head of the house-
hold, and the living standards of the house-
hold. These results indicate that with the
growth of the middle class, the demand for
water will also increase. Unless respective
governments accurately predict the increas-
ing demand for these resources, and take ac-
tions to plan for means of meeting this in-
creasing demand in an affordable manner,
the countries could face grave social and eco-

22 Loayza, N., et. al., (2012), "Do Middle Classes Bring Institutional Reforms?", Policy Research Working Paper 6015, World Bank, Washington,
D.C.

23 Asian Development Bank (2010), "The Rise of Asia's Middle Class: Key Indicators for Asia and the Pacific," Asian Development Bank,
Manila.
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nomic consequences. The same is true for
the demand for electricity and energy.

Third, greater consumption will also create
larger amounts of waste. The carbon dioxide
emissions in Asian countries are still sub-
stantially less than those in Europe and the
US.24 For example, the per capita carbon di-
oxide emissions in China and India are only
6 and 18 per cent, respectively, of that in the
US at present. However, both the absolute
and the per capita levels of carbon dioxide
emissions have increased at much faster rates
in Asia, compared to Europe and the US.

Lastly, along with life style changes that ac-
company improved living standards, the epi-
demiological profile of a country will change.
Already there are indications that NCDs are
on the increase in Asian countries. The in-
crease in these diseases is commonly attrib-
uted to the rise in high-carbohydrate, high-
fat diets, and the consumption of processed
foods. Modern conveniences that restrict
physical activities associated with traditional
life styles are also responsible for the greater
incidence of obesity, diabetes, and diseases
such as cardiovascular diseases.

4.5 The Sri Lankan Middle Class
4.5.1 Purchasing Power of the Middle
Class
Along with the rise in middle class consum-
ers, their purchasing power will also change.
For example, according to Kharas and Gertz
(2010), by 2030, India (with the consump-
tion of the middle class amounting to nearly
(PPP) US$ 13,000 billion) will replace the
US as the top middle class consumer, fol-

lowed by China. Sri Lanka with a GDP of
only 3 per cent of India's in 2010, is un-
likely to make a substantial impact in global
consumption patterns. Further, in Sri Lanka
only 0.82 million people spent more than
(PPP) US$ 10 per capita per day in 2009/10,
indicating that the country's impact on the
global economy is likely to be minimal.25

This is only a small increase (30 per cent)
from the 0.63 million who spent more than
(PPP) US$ 10 per capita per day in 2002.26

In comparison, the proportion of population
spending more than (PPP) US$ 10 a day per
capita increased by more than 300 per cent
in China during the same period.27  How-
ever, the Sri Lankan global middle class has
the potential to make changes in the internal
market, as discussed in the rest of this sec-
tion.

4.5.2  Size and Income Distribution of
the Middle Class in Sri Lanka
The middle class in Sri Lanka account for 4
per cent of the population, when calculated
using Department of Census and Statistics
(DCS) household income and expenditure
survey (HIES) 2009/10 data.28  As seen in
Figure 4.1, a majority of the Sri Lankan popu-
lation belong to the local middle class. Even
among these, most are spending just above
(PPP) US$ 2 a day per capita. The highest
proportion of the population earned (PPP)
US$ 2-3 per day per capita. Around 23 per
cent of the population is spending less than
(PPP) US$ 2 a day per capita, and a very
small proportion (0.03 per cent) is rich. The
global middle class situated at the tail end
of the income distribution indicate that a
majority of the global middle class are earn-

24 Ibid.
25 Calculated using DCS 2009/10 HIES data. These estimates are confirmed  by the PovcalNet (the on-line tool for poverty measurement

developed by the Development Research Group of the World Bank, http://iresearch.worldbank.org/Povcal Net/index.htm?2#).
26 Estimated using PovcalNet.
27 Estimated using PovcalNet.
28 The middle class is defined as those spending (PPP) US$ 10 to (PPP) US$ 100 per capita per day according to purchasing power parity

adjusted 2005 international dollars.
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Definition of Income Classes used in the Chapter

Poor – Households spending less than (PPP) US$ 2 a day per capita

Local middle class – Households spending (PPP) US$ 2 or more but less than
(PPP) US$ 10 a day per capita

Global middle class – Households spending (PPP) $10 or more but less than (PPP)
$100 a day per capita

Rich – Households spending more than (PPP) US$ 100 a day per
capita

Figure 4.1
Income Distribution in Sri Lanka

Note: Each bar represents (PPP) US$ 1 and the final bar represents those spending (PPP) US$ 14
or more. All values are given in purchasing power parity adjusted 2005 dollars.

Source: Calculated using DCS, HIES 2009/10 data.

4.6 Characteristics of the Sri Lankan
Middle Class
4.6.1 Consumption Patterns of the
Middle Class
The poor spent (PPP) US$ 1.5 a day per head
on average, while the local poor spent more

29 All currencies are in purchasing power parity adjusted to 2005 US dollars in this paragraph.

ing just above  (PPP) US$ 10 per day per
person, while only a very small proportion
are earning more.

than twice that amount [(PPP) US$ 3.9 per
head per day],29  and the global middle class
spent (PPP) US$ 16 per head per day on av-
erage. Although the global middle class in
Sri Lanka spent about four times the amount
spent by the local middle class, the average
is skewed towards the lower bound of their
income class [i.e., closer to (PPP) US$ 10
than (PPP) US$ 100]. For all three groups,
the main expenditure item was food (Figure
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Figure 4.2
Monthly Average Household Consumption, by Type of Expenditure

and Income Class

Notes: Expenditure on liquor, drugs and tobacco, and personal care are not shown as the expenditure
on these items are small. Food excludes expenditure in narcotics; entertainment includes
expenditure on cultural activities; housing expenditure includes estimated values for owner
occupied houses; non-consumption expenditure incudes expenditure on payment of debts, social
security, savings, taxes and insurance; ad hoc expenses include expenditure on maintenance and
reconstruction, purchase of properties, expenditure on weddings and funerals, gifts, etc.

Source: Calculated based on DCS, HIES 2009/10 data.

4.2). However, while the poor spent 65 per
cent of their expenditure on food, the local
middle class and the global middle class
spent only 45 per cent and 18 per cent on
food, respectively. The higher expenditure
on food is partly explained by the type of
food consumed by different groups. Those
in the global middle class spent more on
fish, meat, and fruits, and processed foods,
relative to the other two groups.

The poor spent only marginal amounts on
other goods. The local middle class house-
holds spent more on other goods, but only
marginally higher amounts than the poor.
Only their expenditure on housing, non-con-
sumption expenses and transport was mark-
edly higher. In comparison, the global middle
class spent considerably more on a variety of
items. The main expenditure items for the
global middle class included ad hoc expenses,
non-consumption expenses, housing, trans-
port, durable goods, health, and education.

Food

Housing

Personal care
Health
Fuel & lighting

Transport

Less than $2 a day
0

2000

4000

6000

8000

10000

12000

14000

16000

18000

20000

$2 -$10 a day $10 -$100 a day

Communication
Education

Durable 
household goods

Clothing, textiles 
& footwear

Cultural activities 
& entertainment

Liquor, drugs 
& tobacco

Th
ou

sa
nd

s

Less than $2 
a day

$2 -$10 a 
day

$10 -$100 a 
day

0
2000
4000
6000
8000

10000
12000
14000
16000
18000
20000

Th
ou

sa
nd

s

Fo
od

H
ou

si
ng

Pe
rs

on
al

 c
ar

e

H
ea

lth

Fu
el

 &
 li

gh
tin

g

Tr
an

sp
or

t

C
om

m
un

ic
at

io
n

Ed
uc

at
io

n

D
ur

ab
le

 h
ou

se
ho

ld
 g

oo
ds

C
lo

th
in

g,
 te

xt
ile

s &
 fo

ot
w

ea
r

C
ul

tu
ra

l a
ct

iv
iti

es
 &

 e
nt

er
ta

in
m

en
t

Li
qu

or
, d

ru
gs

 &
 to

ba
cc

o

State of the Economy 2013

64

Figure 4.2
Monthly Average Household Consumption, by Type of Expenditure

and Income Class

Notes: Expenditure on liquor, drugs and tobacco, and personal care are not shown as the expenditure
on these items are small. Food excludes expenditure in narcotics; entertainment includes
expenditure on cultural activities; housing expenditure includes estimated values for owner
occupied houses; non-consumption expenditure incudes expenditure on payment of debts, social
security, savings, taxes and insurance; ad hoc expenses include expenditure on maintenance and
reconstruction, purchase of properties, expenditure on weddings and funerals, gifts, etc.

Source: Calculated based on DCS, HIES 2009/10 data.

4.2). However, while the poor spent 65 per
cent of their expenditure on food, the local
middle class and the global middle class
spent only 45 per cent and 18 per cent on
food, respectively. The higher expenditure
on food is partly explained by the type of
food consumed by different groups. Those
in the global middle class spent more on
fish, meat, and fruits, and processed foods,
relative to the other two groups.

The poor spent only marginal amounts on
other goods. The local middle class house-
holds spent more on other goods, but only
marginally higher amounts than the poor.
Only their expenditure on housing, non-con-
sumption expenses and transport was mark-
edly higher. In comparison, the global middle
class spent considerably more on a variety of
items. The main expenditure items for the
global middle class included ad hoc expenses,
non-consumption expenses, housing, trans-
port, durable goods, health, and education.

Food

Housing

Personal care
Health
Fuel & lighting

Transport

Less than $2 a day
0

2000

4000

6000

8000

10000

12000

14000

16000

18000

20000

$2 -$10 a day $10 -$100 a day

Communication
Education

Durable 
household goods

Clothing, textiles 
& footwear

Cultural activities 
& entertainment

Liquor, drugs 
& tobacco

Th
ou

sa
nd

s

State of the Economy 2013

64

Figure 4.2
Monthly Average Household Consumption, by Type of Expenditure

and Income Class

Notes: Expenditure on liquor, drugs and tobacco, and personal care are not shown as the expenditure
on these items are small. Food excludes expenditure in narcotics; entertainment includes
expenditure on cultural activities; housing expenditure includes estimated values for owner
occupied houses; non-consumption expenditure incudes expenditure on payment of debts, social
security, savings, taxes and insurance; ad hoc expenses include expenditure on maintenance and
reconstruction, purchase of properties, expenditure on weddings and funerals, gifts, etc.

Source: Calculated based on DCS, HIES 2009/10 data.

4.2). However, while the poor spent 65 per
cent of their expenditure on food, the local
middle class and the global middle class
spent only 45 per cent and 18 per cent on
food, respectively. The higher expenditure
on food is partly explained by the type of
food consumed by different groups. Those
in the global middle class spent more on
fish, meat, and fruits, and processed foods,
relative to the other two groups.

The poor spent only marginal amounts on
other goods. The local middle class house-
holds spent more on other goods, but only
marginally higher amounts than the poor.
Only their expenditure on housing, non-con-
sumption expenses and transport was mark-
edly higher. In comparison, the global middle
class spent considerably more on a variety of
items. The main expenditure items for the
global middle class included ad hoc expenses,
non-consumption expenses, housing, trans-
port, durable goods, health, and education.

Food

Housing

Personal care
Health
Fuel & lighting

Transport

Less than $2 a day
0

2000

4000

6000

8000

10000

12000

14000

16000

18000

20000

$2 -$10 a day $10 -$100 a day

Communication
Education

Durable 
household goods

Clothing, textiles 
& footwear

Cultural activities 
& entertainment

Liquor, drugs 
& tobacco

Th
ou

sa
nd

s

Less than $2 
a day

$2 -$10 a 
day

$10 -$100 a 
day

0
2000
4000
6000
8000

10000
12000
14000
16000
18000
20000

Th
ou

sa
nd

s

Fo
od

H
ou

si
ng

Pe
rs

on
al

 c
ar

e

H
ea

lth

Fu
el

 &
 li

gh
tin

g

Tr
an

sp
or

t

C
om

m
un

ic
at

io
n

Ed
uc

at
io

n

D
ur

ab
le

 h
ou

se
ho

ld
 g

oo
ds

C
lo

th
in

g,
 te

xt
ile

s &
 fo

ot
w

ea
r

C
ul

tu
ra

l a
ct

iv
iti

es
 &

 e
nt

er
ta

in
m

en
t

Li
qu

or
, d

ru
gs

 &
 to

ba
cc

o

State of the Economy 2013

64

Figure 4.2
Monthly Average Household Consumption, by Type of Expenditure

and Income Class

Notes: Expenditure on liquor, drugs and tobacco, and personal care are not shown as the expenditure
on these items are small. Food excludes expenditure in narcotics; entertainment includes
expenditure on cultural activities; housing expenditure includes estimated values for owner
occupied houses; non-consumption expenditure incudes expenditure on payment of debts, social
security, savings, taxes and insurance; ad hoc expenses include expenditure on maintenance and
reconstruction, purchase of properties, expenditure on weddings and funerals, gifts, etc.

Source: Calculated based on DCS, HIES 2009/10 data.

4.2). However, while the poor spent 65 per
cent of their expenditure on food, the local
middle class and the global middle class
spent only 45 per cent and 18 per cent on
food, respectively. The higher expenditure
on food is partly explained by the type of
food consumed by different groups. Those
in the global middle class spent more on
fish, meat, and fruits, and processed foods,
relative to the other two groups.

The poor spent only marginal amounts on
other goods. The local middle class house-
holds spent more on other goods, but only
marginally higher amounts than the poor.
Only their expenditure on housing, non-con-
sumption expenses and transport was mark-
edly higher. In comparison, the global middle
class spent considerably more on a variety of
items. The main expenditure items for the
global middle class included ad hoc expenses,
non-consumption expenses, housing, trans-
port, durable goods, health, and education.

Food

Housing

Personal care
Health
Fuel & lighting

Transport

Less than $2 a day
0

2000

4000

6000

8000

10000

12000

14000

16000

18000

20000

$2 -$10 a day $10 -$100 a day

Communication
Education

Durable 
household goods

Clothing, textiles 
& footwear

Cultural activities 
& entertainment

Liquor, drugs 
& tobacco

Th
ou

sa
nd

s



65

                                                        Driving Growth from the Middle

Figure 4.3
Composition of Ad Hoc Expenses by the Global Middle Class in Sri Lanka

Source: Calculated based on DCS, HIES 2009/10 data.

Figure 4.4
Composition of Non-consumption Goods of the Global Middle Class

in Sri Lanka

Source: Calculated based on DCS, HIES 2009/10 data.

The main expenditure under ad hoc expenses
included expenditure on maintenance and
reconstruction, purchase of properties, and
weddings and funerals (Figure 4.3). The main
expenditure under non-consumption expenses
included the payment of debts, social secu-
rity payments, and savings (Figure 4.4). These

findings indicate that the global middle class
is likely to invest more, as well as save more.
Also, unlike with a largely subsistence
economy, those in the global middle class
open avenues for new service sectors in ar-
eas such as entertainment, other social ac-
tivities, and insurance.
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4.2). However, while the poor spent 65 per
cent of their expenditure on food, the local
middle class and the global middle class
spent only 45 per cent and 18 per cent on
food, respectively. The higher expenditure
on food is partly explained by the type of
food consumed by different groups. Those
in the global middle class spent more on
fish, meat, and fruits, and processed foods,
relative to the other two groups.

The poor spent only marginal amounts on
other goods. The local middle class house-
holds spent more on other goods, but only
marginally higher amounts than the poor.
Only their expenditure on housing, non-con-
sumption expenses and transport was mark-
edly higher. In comparison, the global middle
class spent considerably more on a variety of
items. The main expenditure items for the
global middle class included ad hoc expenses,
non-consumption expenses, housing, trans-
port, durable goods, health, and education.
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4.6.2 Expenditure on Housing

Figure 4.5
Expenditure on Housing, by Type of Expenditure and Income Class

Source: Calculated based on DCS, HIES 2009/10 data.

Both the local and the global middle class
households in Sri Lanka spent about 11 per
cent of their income on housing. The largest
housing expense for all classes is rent (rent
includes imputed values for those who own
houses). The higher amounts spent on rent
by the global middle class indicate that they
live in more expensive locations, as well as
in bigger houses with better facilities.  This
is somewhat confirmed by their expenditure
on housing facilities (Figure 4.5). The sec-
ond largest expenditure item under housing
for the global middle class is electricity, fol-
lowed by L.P. gas. Compared to the other
two classes, the global middle class house-
hold also spent a higher amount on water
bills. These statistics confirm the interna-
tional findings that the global middle class
will also increase the demand for utilities
and natural resources.

4.6.3 Expenditure on Transport and
Durable Goods
The main expenditure on transport for the
global middle class is on running, servicing,

and licensing and insurance, and maintain-
ing vehicles. The local middle class also spent
a little on petrol.  However, the main means
of transport for the poor are trains and buses.
Unlike the other two groups, the global
middle class also, on average, spent a small
amount of money on ships and airlines. The
major component of durable goods for the
global middle class consumer was vehicles.
A fairly small amount (about Rs. 157 per
month on average per household) was also
spent by the global middle class on comput-
ers. Again these statistics confirm the find-
ings of the other studies that the global
middle class increases the demand for tech-
nology and durable goods. Also, unlike in
other countries, the demand for durable
goods in Sri Lanka is mainly concentrated on
vehicles.

The expenditure on health by income group
shows that the market for private nursing
homes, consultation fees for specialists, and
payment to laboratories, is mainly driven by
expenditure by the global middle class in Sri
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4.6.4 Expenditure on Health and Education

Figure 4.6
Expenditure on Health, by Type of Expenditure and Income Class

Note: Expenditure on spectacles not included as the amounts spent are small for all groups.

Source: Calculated based on DCS, HIES 2009/10 data.

Lanka. However, the market for private medi-
cal practitioners and medical and pharmacy

products are also influenced by the local
middle class and, to a lesser extent, by the
poor (Figure 4.6).

Figure 4.7
Expenditure on Education, by Type of Expenditure and Income Class

Source:  Calculated based on DCS, HIES 2009/10 data.

3000

2500

2000

1500

1000

500

0
Less than $2 a day $2 -$10 a day $10 -$100 a day

Fees to private medical 
practices

Fees to ayurvedic 
practitioners
Consultation fees to 
specialists

Payments to medical 
laboratories

Payments to private 
hospitals/ nursing homes

Purchase of medical/ 
pharmacy products

Spectacles

Other health expenses

H
un

dr
ed

s

Exercise books and 
stationeries
Educational newspapers 
and magazines

School facility fees 
(governement)

School text  books

School facility fees (private)

Tuition fees
Boarding fees
Course fees (higher 
education)
Course fees vocational 
training
Montessori education fees

Other decation expenses

200

0
Less than $2 a day $2 -$10 a day $10 -$100 a day

400

600

800

1000

1200

1400

H
un

dr
ed

s

Driving Growth from the Middle: A First Look at the Middle Class in Sri Lanka

3000

2500

2000

1500

1000

500

0Fe
es

 to
 p

riv
at

e 
m

ed
ic

al
 p

ra
ct

ic
es

Fe
es

 to
 a

yu
rv

ed
ic

 
pr

ac
tit

io
ne

rs

C
on

su
lta

tio
n 

fe
es

 to
 

sp
ec

ia
lis

ts

Pa
ym

en
ts

 to
 

m
ed

ic
al

 la
bo

ra
to

rie
s

Pa
ym

en
ts

 to
 p

riv
at

e 
ho

sp
ita

ls
/ n

ur
si

ng
 h

om
es

Pu
rc

ha
se

 o
f m

ed
ic

al
/ 

ph
ar

m
ac

y 
pr

od
uc

ts

Sp
ec

ta
cl

es

O
th

er
 h

ea
lth

 e
xp

en
se

s

Less than $2 a day

$2 -$10 a day

$10 -$100 a day

3000

2500

2000

1500

1000

500

0

H
un

dr
ed

s

Exercise books and 
stationeries
Educational newspapers 
and magazines

School facility fees 
(governement)

School text  books

School facility fees (private)

Tuition fees
Boarding fees
Course fees (higher 
education)
Course fees vocational 
training
Montessori education fees

Other decation expenses

H
un

dr
ed

s

Ex
er

ci
se

 b
oo

ks
 a

nd
 

st
at

io
ne

rie
s

Ed
uc

at
io

na
l n

ew
sp

ap
er

s a
nd

 
m

ag
az

in
es

Sc
ho

ol
 te

xt
  b

oo
ks

Sc
ho

ol
 fa

ci
lit

y 
fe

es
 

(g
ov

er
nm

en
t)

Sc
ho

ol
 fa

ci
lit

y 
fe

es
 (p

riv
at

e)

Tu
iti

on
 fe

es

Bo
ar

di
ng

 fe
es

C
ou

rs
e 

fe
es

 (h
ig

he
r e

du
ca

tio
n)

C
ou

rs
e 

fe
es

 v
oc

at
io

na
l 

tra
in

in
g

M
on

te
ss

or
i e

du
ca

tio
n 

fe
es

O
th

er
 e

du
ca

tio
n 

ex
pe

ns
es

200

0

400

600

800

1000

1200

1400

H
un

dr
ed

s Less than $2 a day

$2 -$10 a day

$10 -$100 a day

State of the Economy 2013

66

4.6.2 Expenditure on Housing

Figure 4.5
Expenditure on Housing, by Type of Expenditure and Income Class

Source: Calculated based on DCS, HIES 2009/10 data.
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4.6.4 Expenditure on Health and Education

Figure 4.6
Expenditure on Health, by Type of Expenditure and Income Class

Note: Expenditure on spectacles not included as the amounts spent are small for all groups.

Source: Calculated based on DCS, HIES 2009/10 data.

Lanka. However, the market for private medi-
cal practitioners and medical and pharmacy

products are also influenced by the local
middle class and, to a lesser extent, by the
poor (Figure 4.6).

Figure 4.7
Expenditure on Education, by Type of Expenditure and Income Class

Source:  Calculated based on DCS, HIES 2009/10 data.
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The main expenditure on education for all
groups was on private tuition fees. The
amount spent on these by the global middle
class far exceeds the amounts spent by the
other two groups (Figure 4.7). The second
highest expenditure item for the local middle
class and the poor is on stationary and exer-
cise books, and this is partly because educa-
tion is provided free of charge at public
schools. For the global middle class, it is on
course fees for higher education, followed
by school fees for private schools and fees
for vocational training.

4.6.5 Employment and Education
The data clearly shows that the employed
global middle class is far more educated than
those in the other two groups (Figure 4.8).
Almost 90 per cent of the employed poor
and close to 65 per cent of the employed
local middle class, also have not passed O-
Levels. In comparison, close to 55 per cent
of the global middle class have at least passed
A-Levels.  Close to a fifth (19.7 per cent) of
the global middle class employed were de-
gree holders, and 6 per cent of those had

obtained post-graduate qualifications. In com-
parison, only 3.4 per cent of the local middle
class employed were degree holders, and only
0.6 per cent of them had post graduate quali-
fications. Less than 0.5 per cent of the poor
were degree holders. These statistics suggest
that either those in the global middle class
value education more, or that they have bet-
ter access, as they have more funds to spend
on tertiary education.

The main difference across employment sta-
tus across income classes is the level of em-
ployment in public service.  About a third of
those in the global middle class were public
employees, while just below a fifth of those
in the local middle class were in the public
service.  For the poor, this proportion is only
6 per cent. Around 30 per cent of the poor
and the local middle class are own account
workers, but only 20 per cent of the global
middle class are own account workers. How-
ever, a higher proportion of the global middle
class were employers (7 per cent), compared
to the local middle class (2 per cent) and the
poor (0.3 per cent). The poor were more likely

Figure 4.8
Education of Employed, by Income Class

Source: Calculated based on DCS, HIES 2009/10 data.
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to be private sector employees (58 per cent),
followed by the local middle class (43 per
cent), and the global middle class (37 per
cent). While available data does not allow
formal private sector employment and ca-
sual and contractual private sector employ-
ment to be differentiated, it is likely that the
poor private employees are in less secure
employment situations.

Among occupation categories, the largest
category for the global middle class is pro-
fessionals, followed by technical and asso-
ciate professionals (Figure 4.9).  For the lo-
cal middle class, the largest occupation cat-
egory is skilled agriculture and fishery work-
ers, followed by elementary occupations and
craft workers. The largest occupation category
for the poor is elementary work, followed by
skilled agriculture and fishery work, and craft
related work.

Figure 4.9
Occupation, by Income Class

4.7  Discussion and Conclusion
4.7.1 Size of the Global Middle Class
and the Potential for its Expansion
The global middle class in Sri Lanka has in-
creased over time, but its size is still less
than 5 per cent of the population. Also, given
the fact that even the local middle class in
the country is still largely spending just above
(PPP) US$ 2 a day, unless concerted efforts
are made to increase the incomes of people,
the proportion of the global middle class
people in the country will not increase sharply
in the near future.

International literature suggests that the best
means of expanding the size of the global
middle class is through the expansion of ter-
tiary education and improved access to se-
cure well-paying employment opportunities.
The above analysis shows that those in the
global middle class in Sri Lanka are profes-
sionals, and technicians and associate pro-
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The main expenditure on education for all
groups was on private tuition fees. The
amount spent on these by the global middle
class far exceeds the amounts spent by the
other two groups (Figure 4.7). The second
highest expenditure item for the local middle
class and the poor is on stationary and exer-
cise books, and this is partly because educa-
tion is provided free of charge at public
schools. For the global middle class, it is on
course fees for higher education, followed
by school fees for private schools and fees
for vocational training.

4.6.5 Employment and Education
The data clearly shows that the employed
global middle class is far more educated than
those in the other two groups (Figure 4.8).
Almost 90 per cent of the employed poor
and close to 65 per cent of the employed
local middle class, also have not passed O-
Levels. In comparison, close to 55 per cent
of the global middle class have at least passed
A-Levels.  Close to a fifth (19.7 per cent) of
the global middle class employed were de-
gree holders, and 6 per cent of those had

obtained post-graduate qualifications. In com-
parison, only 3.4 per cent of the local middle
class employed were degree holders, and only
0.6 per cent of them had post graduate quali-
fications. Less than 0.5 per cent of the poor
were degree holders. These statistics suggest
that either those in the global middle class
value education more, or that they have bet-
ter access, as they have more funds to spend
on tertiary education.

The main difference across employment sta-
tus across income classes is the level of em-
ployment in public service.  About a third of
those in the global middle class were public
employees, while just below a fifth of those
in the local middle class were in the public
service.  For the poor, this proportion is only
6 per cent. Around 30 per cent of the poor
and the local middle class are own account
workers, but only 20 per cent of the global
middle class are own account workers. How-
ever, a higher proportion of the global middle
class were employers (7 per cent), compared
to the local middle class (2 per cent) and the
poor (0.3 per cent). The poor were more likely

Figure 4.8
Education of Employed, by Income Class

Source: Calculated based on DCS, HIES 2009/10 data.
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to be private sector employees (58 per cent),
followed by the local middle class (43 per
cent), and the global middle class (37 per
cent). While available data does not allow
formal private sector employment and ca-
sual and contractual private sector employ-
ment to be differentiated, it is likely that the
poor private employees are in less secure
employment situations.

Among occupation categories, the largest
category for the global middle class is pro-
fessionals, followed by technical and asso-
ciate professionals (Figure 4.9).  For the lo-
cal middle class, the largest occupation cat-
egory is skilled agriculture and fishery work-
ers, followed by elementary occupations and
craft workers. The largest occupation category
for the poor is elementary work, followed by
skilled agriculture and fishery work, and craft
related work.

Figure 4.9
Occupation, by Income Class
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to be private sector employees (58 per cent),
followed by the local middle class (43 per
cent), and the global middle class (37 per
cent). While available data does not allow
formal private sector employment and ca-
sual and contractual private sector employ-
ment to be differentiated, it is likely that the
poor private employees are in less secure
employment situations.
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related work.
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fessionals, and that they are also more likely
to have passed A-Levels and gone on to do
higher studies. This suggests that expanding
education opportunities for tertiary and vo-
cational training will play a key role in ex-
panding the size of the global middle class
in Sri Lanka. However, the above analysis
suggests that a large proportion of the em-
ployed local middle class have not even
passed O-Levels.  Hence, to improve living
standards of the current local middle class,
along with expanding opportunities for ter-
tiary and vocational training, the government
will need to pay attention to improving the
quality of education at lower levels, so that
individuals will have the foundation for pur-
suing higher education. Further, the analysis
on expenditure on education shows that
while the global middle class spent large
amounts on private tertiary and vocational
training, the amounts spent by the local
middle class on those education items are
small. This suggests that there is a need for
providing financial assistance for those with
lower income levels to pursue tertiary and
vocational training.

Along with better education, better avenues
for formal sector employment opportunities
with social protection will also pave the way
for the expansion of the Sri Lankan global
middle class. Given that the public sector in
Sri Lanka is already fairly large, the expan-
sion of formal employment will need to take
place, especially in the private sector. The
above analysis shows that the global middle
class is more likely to be employers. Although
the proportion of employers among the glo-
bal middle class consumers is small, it is
several times higher than the proportion of
employers among the poor and the local
middle class. This suggests that expanding
the global middle class will also increase
private sector employment. However, as the
proportion of the global middle class em-
ployers are fairly small, at least initially, the
government will need to encourage the ex-

pansion of productive formal sector employ-
ment.

The literature shows that a large middle class
can influence governance structures and im-
prove the provision of public services in the
country. However, given the small size of
the global middle class, it is unlikely that
the global middle class in Sri Lanka will have
a substantial influence on the governance and
institutional structures of the country. This
is evident by the resistance faced by the gov-
ernment in their attempt to introduce initia-
tives to expand opportunities and the scope
of tertiary education, by allowing the private
sector to enter the market.

The above analysis indicates that the global
middle class saves and invests more than the
other two groups, indicating that the expan-
sion of the global middle class will also in-
crease savings in the country. However, high
levels of expenditure on electricity, L.P. gas,
and fuel, restricts the purchasing power of
the global economic class on other goods.
These are mainly imported goods whose
prices are determined in the global market,
but have a strong bearing on the disposable
income for other goods.

4.7.2 Consequences of the Global
Middle Class
Already, there are signs that improving liv-
ing standards in Sri Lanka are putting pres-
sure on the physical infrastructure and natu-
ral resources of the country. The demand for
electricity and energy in the country has in-
creased in recent decades. The demand for
electricity has grown at a much higher rate
than envisaged. With the expansion of the
global middle class, these demands for in-
frastructure will increase even further. To
avoid constraints on economic development,
the country will have to carefully study the
increasing trends in demand for infrastruc-
ture and plan well ahead to meet this de-
mand in the most effective manner.
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Poor planning and delays in the implemen-
tation of planned power generation solutions
have led to supply shortages in the country.
Short term solutions brought about to increase
supply has made electricity very expensive,
restricting its usage.30 There are other areas
where the country has to improve infrastruc-
ture fast, in order to avoid serious bottle-
necks. Sri Lanka is losing large amounts of
money in terms of increased travel time, in-
creased usage of energy, road accidents, and
pollution due to congestion on the roads.
Challenges in improving solid waste man-
agement to meet growing demand have cre-
ated environmental issues, which has led to
increased incidences of diseases, such as
dengue.

The expansion of the global middle class will
put pressure on existing social infrastructure
as well. This will be partly due to rising tastes
for better quality and more convenient ser-
vices. This is apparent in the higher expendi-
ture on private medical services and private
education services by the global middle class.
This is partly also due to the changing de-
mand for different types of services.  For ex-
ample, the incidences of NCDs have in-
creased in recent decades with changing eat-
ing and life style habits. The global middle
class is spending more on higher education
and vocational training. This indicates that
the need is not only for improving the qual-
ity of services, but also for the differentia-

tion of services to meet changing demand
patterns.

The expanding global middle class will open
avenues for new businesses. For example,
unlike the local middle class, the global
middle class is seen to spend money on trav-
elling overseas (expenditure on airplanes and
ships), and new technology (computers). The
global middle class demand for private medi-
cal facilities and professionals, as well as
private education facilities, is also higher.

Sri Lanka has a small but growing global
middle class. Its size is too small to make a
dent in the global consumer patterns. How-
ever, the above analysis indicates that it can
influence the local economy positively in
several ways. The global middle class will
open avenues for new markets, such as in
entertainment, travel, and transport. There
are already indications that there is pressure
to improve the quality and coverage of edu-
cation and health services in the country.
Better education and better avenues for for-
mal better-paid employment will pave the
way to increase the global middle class in
Sri Lanka. However, any plans to expand the
global middle class will need to go hand in
hand with plans for improving physical and
social infrastructure in the country. In their
absence, these will constrain potential
growth, and lead to social disaffection in the
country.

30 See Chapter 7 of this report on “Sustaining Power Sector Growth for Economic Development”.
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