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China: Consumption Trends and Middle Class 

Chinese economic growth is expected to remain steady at 9.1% in 2011. China’s top export destinations are: U.S., Germany, U.K, and Italy. In 2010, 35.4% of all exports went to other Asian economies, 19.7% were destined for the EU, and 17.9% was shipped to the U.S. The recent economic crisis in Greece and Italy is expected to have a negative impact on China’s trade. Therefore, a decline in growth to 8.2% is forecasted in 2012. Some economists are expecting a crash in real estate markets.

Consumer spending plays an important role in driving the economy. Public spending on healthcare, education, and pensions will support gains in consumer spending over the next few years. Rapid wage growth will help private consumption. Government officials are also discussing changes to the nation's system for income tax deductions that will help medium- and low-income individuals. 

Combined with the rise in income, population growth makes China most attractive for investors and exporters. By 2020, China's total population should reach 1.4 billion people, up from 1.3 billion people in 2010. This means that an increasing number of Chinese will join the middle class. The income pyramid, created by a research of Professor Tamer Cavusgil and Dr. Ilke Kardes, in Figure 1 shows the positioning of the emerging markets in terms of the middle income households. Although the intensity of middle class, in terms of income as well as expenditure, is low in China in comparison to other emerging markets, the large number of households in this group creates huge potential. 

Figure 1: Income Pyramid of Middle Income Household in 2010
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*The circles represent the number of households for chosen income deciles

According to research conducted by Professor Tamer Cavusgil and Dr. Ilke Kardes of Georgia State University CIBER, the intensity of affluent middle class is higher than mass middle class in China. Figures 2 and 3 present GSU-CIBER Middle Class Scorecard for the years 2010 and 2015. 

The vertical axis refers to average household expenditures in U.S. dollars. The horizontal axis refers to average disposable income per household in U.S. dollars. The size of the circles represents the number of urban households in each country. The red circle represents China. We expect a 30% growth in expenditure of affluent middle class from 2010 to 2015. Thus, China will be second fastest growing market after Russia by 2015. Estimated change in growth of Chinese urban households is 2% over the next  five years. There is a slowdown in population growth due to the “one child per family policy” and the ageing population. The median age in China was 38.8 by 2010, while it was 37 in U.S., and 29 in Turkey. The median age in China is anticipated to rise to 42 by 2015.

Figure 2: Affluent Middle Class in 2010
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Figure 3: Affluent Middle Class in 2015
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As can be seen in Figure 4, food and non-alcoholic beverages and housing dominate the spending by Chinese consumers. Spending across product/service categories is very consistent between the affluent (upper) middle class and the mass (lower) middle class. The exception is housing, where we see the affluent middle class outspending the mass middle class by a significant margin. Although the amount of spending is the largest on food and non-alcoholic beverages, its growth in share of wallet is decreasing from 2005 to 2015. On the other hand, housing sector offers more opportunities not only because of the high share in wallet but also because of the growth in share of wallet.  

Figure 4: Expenditure by the Chinese Middle Class in 2010 
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*HH=Household 

The growing confidence in financial prospects, together with the high brand awareness, explains tendency of Chinese consumers to consume more expensive products and favorite brands. The expected growth in spending by the affluent middle class over next five years is remarkable. 

This trend is evident in Figure 5. The average household expenditures in China are much lower than in other country groups. Chinese spending remains even below the average consumer spending in BRICs. For example, the total average spending of affluent middle class in BRICs was $15,096, while Chinese affluent middle class spent $6,515 in 2010. However, the expected cumulative expenditure growth over the next five years will far exceed other country groupings. Spending by the Chinese affluent middle class is expected to increase 61% from 2010 by 2015. This growth is limited to 48% for BRI (Brazil, Russia, India); and 30% for the next tier. 

Figure 5: Growth in Total Household Expenditure (US$) by the Affluent Middle Class
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*BRI=Brazil, Russia, India; Next Tier=Turkey, Mexico, Poland, S. Korea, Indonesia; Other EMs=Taiwan, Venezuela, Argentina, Egypt, Thailand, Colombia, Pakistan, Israel, S. Africa, Philippines, Chile, Czech Rep., Malaysia, Hungary, Peru, Vietnam.

**HH=Household

In addition to expenditure growth, China is the leader in terms of number of urban households among all countries. Even the cumulative number of household of several countries cannot reach to China. As can be seen in Figure 6, the number of Chinese urban households is predicted to expand 235 million households by 2015. 

Figure 6: Expected Growth in Urban Households
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Conclusion

Some 300 million Chinese consumers have access to disposable income to purchase discretionary items that were unattainable a decade ago. This makes China one of the largest middle class markets. Moreover, a slight increase in wages should have a noticeable effect and help strengthen the country’s middle class and enhance its attractiveness. Housing and health care will be two of the fastest growing categories in China. Construction boom continues to prevail in China while there is much vacant property. At the same time, we are beginning to see curtailing of credit by government in order to cool off construction activity. Together with reduced subsidies, this may also mean that consumers will have to allocate a higher proportion of their income to shelter and utilities. 

Looking forward, China’s middle class is expected to be younger with highest earners around middle aged individuals. This is because higher paying jobs usually require a higher level of education and training than what older generations have obtained. Currently, the median age for China is 35. Since the government has set education as a high priority, more young people will have access to higher education and earn better life styles. It is already evident that the young generation in China closely follows the latest trends and fashion and is inclined to consume global brands and luxury items. 

If China continues to enhance social welfare for its people, consumers will be less worried about their retirement or medical expenses, and will spend more on discretionary items. However, since the saving attitude is ingrained among the Chinese, expenditures should rise slowly. As incomes rise, spending patterns should also shift. Households will tend to buy more discretionary and small luxury items, and the share of the household budget that goes toward food, clothing, and other necessities will shrink. We may also see families devoting a larger proportion of their household budget to education. This spending will be driven by a strong link between education and higher salaries, as well as by the growing number of options for both higher and vocational education.

The rapid economic growth in China, although a positive sign continuing to transform the impoverished, it might result in the widening of the gap between the affluent and poor, leading to distinct classes. The government will have to institute appropriate policies to reduce this discrepancy so that social and economic tensions are minimized.

Dr. Ilke Kardes is a visiting scholar at GSU CIBER. She has held teaching positions and Marmara University. Early in 2012, Dr. Kardes will assume a position at University of Applied Science, Düsseldorf in Germany.
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	� AR=Argentina, BR=Brazil, CH=China, CHI=Chile, CO=Colombia, CR=Czech Republic, EG=Egypt, HU=Hungary, IN=India, INDO=Indonesia, IS=Israel, MA=Malaysia, ME=Mexico, PA=Pakistan, PE=Peru, PH=Philippines, PO=Poland, RU=Russia, SA=South Africa, SK=South Korea, TA=Taiwan, TH=Thailand, TR=Turkey, VE=Venezuela, VI=Vietnam  








