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Abstract

This paper attempts to characterize the structisocety by examining the pattern of householdesxiture,

consumption, and saving of the lower, middle, apgen classes in Malaysia. The analysis is basethen
household data taken from the Household ExpendBureey of Malaysia in 2009/2010. The paper bebins
arguing that the existing definitions of middlesddail to capture its essence as perceived bydbiety. Using a
new definition, we find that the middle class cansts about 60% of all households in the sampjec@htrast,

the lower class and upper class constitutes, réspbg 33.5% and 6.5% of all households in the gemWhen

the analysis is extended to cover the period 19882we find evidence of the shrinking lower classl the
swelling middle class, signifying the presence otial mobility. We also find that the expenditurada
consumption shares of income are pro-cyclical &iedsaving share of income is counter-cyclical tbimaome

classes. When consumption is broken down into séweib-categories, we find that the idea of congiomnp
smoothing appears to be most applicable to therugpss.

Keywords:. lower class, middle class, upper class, consumpsiaving

1. Introduction

One of the most pressing economic issues in Maaygsiay is the increase in the cost of living bittieoout by
the rationalization of fuel subsidy and the introtiion of goods and services tax (GST). While thenfer was
implemented in July 2010 to curb the swelling flsbarden borne by the government due to the theingi
world oil price (Jala, 2010), the latter was impéarted in April 2015 to replace the conventionaksahnd
service tax (SST) with the arguably more progres&8T (Abdul Razak, 2013).

In order to help compensate the public from thmgigost of living, the government has providedanditional
cash assistance known as Bantuan Rakyat 1 Malaysia (BR1M). When it was first launched in 2012, thalta
payment of RM500 was made to households who edsssdthan RM3000 per month (Abdul Razak, 2011).
Over the years, however, the amount of cash payhsnbeen increased and the coverage of recifiantbeen
expanded to include households who earned below@®®lAnd households who earned between RM3000 and
RM4000 per month. In 2016, households who earnddidessm RM1000 and RM3000 were paid RM1000
whereas households who earned between RM3000 anth&Mwere paid RM800 (Abdul Razak, 2015). In
2017, the two groups of households were paid RM1&@D RM900, respectively (Abdul Razak, 2016). While
this policy initiative (as well as others such ag exemptions, higher education loans, cash vos¢chard
various subsidies) to help the low-income househaddcalled for, it remains to address the plighthe
remaining segment of the population.

In general, a country’s population can be dividet ithree groups: the upper class, the middle ckasd the
lower class. If we rank households based on thedme level, then the upper class is made up abim@0% of
the households (or T20), the middle class the middl% of the households (or M40), and the lowesscthe
bottom 40% of the households (or B40). While theselitional definitions capture the essence of tthree
groups as perceived by the society (i.e. a smgéuplass and large middle and lower classes)lamirhake an
intuitive sense, they suffer from the fact that e of these groups has been prefixed, therebsiyating the
study of their evolution over time.

Of these, the central concept is the middle classbise other groups can be residually derived tmegroup
has been defined. Perhaps due to the deficientlyeofibove traditional definition of the middle dascholars
have offered several alternative definitions sughag the group of households whose income falleimithe+
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25% of the median hgehold income per capita (Birdsall, Graham and Pettinato, 2000); b) the group of
households whose daily consumption per capita ®62PPP falls between i) $2 and $4, and ii) $6 abd $
(Banerjee and Duflo, 2008); c) the group of households whose daily income per capita in 2005 PPP falls between
$2 and $13 (Ravallion, 2010); d) the group of households whose daily income per capita in 2005 PPP falls
between $10 and the ©percentile of income distribution (Birdsall, 2010); and ¢) the group of households
whose income per capita in 2005 PPP falls betwd€mad $50 (Birdsall, 2012).

Birdsall et al. (2000) conducted a study for a sangb 30 countries and found that the middle clamsstitutes
between 22% and 42% of the households. BanerjeeDarfid (2008) conducted a study for a sample of 13
developing countries and found that the middle cclesnstitutes between 23% and 40% of the households
Ravallion (2010) conducted a study for many devielpountries in the world and found that the méddlass
constitutes between 26% and 79% of the househ8lddsall (2010) conducted a study for a sample &f 1
developing countries and found that the middle clesnstitutes between 0% and 33% of the households.
Finally, Birdsall (2012) conducted a study for angée of eight Latin American countries and foundttthe
middle class constitutes between 17% and 42% dfitluseholds.

A cursory look at these studies reveals that midtss was defined based on either the relativabsplute
concept (which is very much like the notion of pdye While Birdsall et al. (2000) employed the aie

concept of the middle class, other studies usealbiselute concept of the middle class. While teadrappears
to move toward the absolute concept, all of thésdiess share a common finding: the size of the ridthss is
relatively small (and even nil in one of the stwieOne way to interpret this finding is to argbattthere is a
thinning of the middle class in the society: houdds are moving toward either the high- or low-imegroup,
leaving a small group in the middle. Another wayirtterpret this finding is to argue that a largdkbof the

society fails to be captured by the existing définis, thus begging for a new definition.

In this paper, we opt for the latter’s interpredatiand propose a new definition based on the shhpeome

distribution for a sample of households in Malay3ike rest of this paper is organized as followsSéction 2,
the size of the three income classes is calculate&ection 3, the pattern of expenditure, consionptand

saving of the three income classes is examine8etriion 4, the evolution and trend of the thre@ine classes
are analyzed. In Section 5, concluding remarko#ezed.

2. The Size of the Three Income Classes

This paper measures the size of the three incoasses$ based on the household data taken from theehiald
Expenditure Survey (HES) of Malaysia in 2009/20A0blished by the Department of Statistics, Malay$m
begin with, HES 2009/2010 data set contains thesdloold data for a sample of about 19,000 households
Nonetheless, the data set for only ohmied of the households is accessible to the researchers; hence, the
available sample size is 6,495 households.

The household data are divided into three majoregmates: income, expenditure, and demographic
characteristics. The income data are divided ietees categories, ranging from wage income, selfleyeg
income, rental income, and so on to other transfeeipts. The expenditure data are divided intontegor
categories, ranging from food and non-alcoholic dvages, alcoholic beverages and tobacco, and so on
miscellaneous goods and services. The demograpltacade available at two levels: household and/iddals.

At the household level, the available data are @oolsl size, number of income earners, number dfirem,
number of dependents, and residential type. Airttividual level, the available data are age, genelinicity,
education level, and occupation type of the heablnmaembers of the household.

If we rank these households based on their incawved Bnd divide them into a number of income granphe
intervals of RM1000 (i.e. < RM1000; RM1000 — RM1999; RM2000 — RM2999; and so on), we find that the

income distribution of Malaysian households is s&dwo the left (which is akin to the F- or chi-stpdh
distribution) with the upward-sloping segment o thcome distribution is formed by first two grougrsd the
downward-sloping segment by the remaining groups E&gure 1). Letting the first two groups dendie lower
class, the remaining groups denote the middle apénclasses.
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Income Distribution 2009-2010, N = 6495
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Figure 1: Income Distribution of Households in Mala, 2009-2010

In order to separate the middle class from the upfsss, let the third group be the reference grimupthe
former. Then, the middle class can be defined asdiwlds who arsufficiently close to this reference group.
For concreteness, let the tesufficiently close be defined as the groups that constitute at 188%% of the
reference group. Then, the middle class can benetbfas the group of households whose income iselegtw
RM2000 and $8999 (in this case). Given this definitwe find that the middle class constitutes al0% of
the Malaysian households in 2009-2010 (which casttine bulk of households). By comparison, the tcavel
upper classes constitute, respectively, 33.5% &bith60f the households (see Table 1). Apparerity,middle
class captures the largest share (its size is aliwie that of the lower class) followed by thevkr class (its
size is about five times that of the upper class)) then the upper class.

Table 1: The size of middle class versus othernrealasses

Lower Middle Upper
Income Range (RM) <2000 2000 - 8999 = 9000
Class Size (%) 33.5 60.0 6.5

3. The Pattern of Expenditure, Consumption, and Saving

Once the middle class has been identified and medswe examine whether the pattern of household
expenditure varies across the three income clagsgsiori, we expect the expenditure share of income is
regressive (i.e. in terms of share, the lower ctggnds more than the middle class who, in turendgg more
than the upper class). Table 2 confirms that thindeed the case: the expenditure share of indomghe
middle class is approximately “half-way” of thattbe other two classes.

The household expenditure consists of all kindsménding made by households, including those trat a
usually regarded as saving or investment such asgage payments and expenditures on durable goods,
education, health, and insurance. If these expamditare subtracted, we obtain household consumptike
expenditure, the consumption share of income @ r@gressive (much to our expectation) and that@middle
class is about half-way of the other two classes (&able 2). Given that the household saving idlifierence
between household income and household consumptien,saving share is progressive (much to our
expectation) and that of the middle class is abatftway of the other two classes (see Table 2).

Table 2: The pattern of expenditure, consumptiod, saving across income classes

Lower Middle Upper
Expenditure Share (%) 80.15 59.16 43.02
Consumption Share (%) 60.34 42.71 28.01
Saving Share (%) 39.66 57.29 71.99

Since the pattern of household consumption minties of household expenditure, it could be argued tie
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former plays a significant role in driving the \atfons in the latter across income classes. Thisjmperative
that the sources of consumption components be tige¢sd. Of the 12 major categories of expendittwe, of
them do not fall under consumption: health and education expenses; thus, they need to be removed. Within the
remaining 10 categories of expenditure, some stdgoaes do not fall under consumption: the purehaf
durables, mortgage payments, and insurance expdisgading these items, we obtain the consumpsdiaere
of income for the 10 categories of consumption.

Table 3 shows that four of the 10 consumption aaieg occupy the high rankings for all income atss$-ood

& Non-alcoholic Beverages (F&B), Housing & UtilityH&U), Transportation, and Restaurants & Hotels
(R&H). However, the position of rankings differsrass the income classes. For the upper class, &Bsrthe
first followed by R&H, Transportation, and H&U. Fdhe middle class, F&B ranks the first followed by
Transportation, R&H, and H&U. For the lower clag®B ranks the first followed by H&U, R&H, and
Transportation. It is these components which chielilive the variations in household consumptionoasr
income classes. Of the three, the striking oneiB:Fts consumption share of income varies fromasg as 5%
(for the upper class) to as high as 24% (for theeloclass).

Table 3: The pattern of consumption componentssadr@ome classes

Lower Middle Upper
Food & Non-alcoholic Beverages 24.33 12.28 5.00
Alcoholic Beverages & Tobacco 1.71 1.22 0.57
Clothing & Shoes 2.90 1.97 1.14
Housing & Utility 9.02 5.36 3.55
Furnishing & Maintenance 1.20 1.12 1.28
Transportation 6.83 7.16 4.73
Communication 291 3.12 2.49
Recreation & Culture 1.49 1.96 1.88
Restaurants & Hotels 7.75 6.64 4.86
Miscellaneous Goods & Services 2.20 1.87 2.53

Regardless of their relative rankings, it shouldnb&d that the consumption share of income ises=ive for
F&B, H&U, and R&H. This implies that these itemseabecoming relatively less important as individuals
become richer. In contrast, the consumption shbircome is progressive for Transportation, whieipiies that
this item is becoming relatively more importaniradividuals become richer.

For completeness, let us examine the share of iadomnon-consumption components of expenditurésh®
five expenditure categories, two of them occupy lingh rankings for all income classes: the purchafse
durables and mortgage payments (see Table 4). Howie position of rankings differs between thpanxlass
and other income classes: for the upper classpbgraatk the first followed by mortgages; for the middle and
lower classes, it is the other way around. It stidig noted that the durable share of income isrpsagve while

the mortgage share of income is regressive. Hethgericher one becomes, the more (less) he spemds o

durables (mortgages).

Table 4: The pattern of non-consumption componacitsss income classes

Lower Middle Upper
Durable Share (%) 5.47 6.40 6.43
Mortgage Share (%) 12.29 7.59 5.74
Education Share (%) 0.59 0.81 0.90
Health Share (%) 0.91 0.76 0.90
Insurance Share (%) 0.55 0.89 1.03
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4. The Evolution of the Three Income Classes

Besides HES 2009/2010, we also have access to HE8/1999 and HES 2004/2005, which were also
published by the Department of Statistics, MalaySteerefore, we are able to examine the evolutfadhethree
income classes during the period 1998-2010, albahree discrete data points. Like HES 2009/2@46,data
set for only onehird of the households is made available to us in each of the reports; accordingly, the available
sample size is 2,761 and 4,225 households, respBctOverall, the arrangement of the data seh@sé reports

is similar to that in HES 2009/2010. However, thisrene slight discrepancy in the expenditure aateghere
are 12 major categories of expenditure in both RB@/2010 and HES 2004/2005 but there are only miajer
categories in HES 1998/1999. Therefore, some expeaditems in HES 1998/1999 are appropriately
disaggregated in order to minimize the discrepancy.

It should be noted that the period 1998-2010 isaiteid by the Asian financial crisis of 1998 (witte per capita
real GDP growth rate of -9.70%) and interruptedJy episodes of economic recession: the recess$i@0@i
(with the per capita real GDP growth rate of -1.728d the recession of 2009 (with the per capith GDP
growth rate of -2.4% (Economic Planning Unit, 201&part from these interruptions, this 12-year pércan be
generally characterized as a relatively rapid efgsof economic boom with the annual average peitacapal
GDP growth rate of 3.93% (Economic Planning Un@12). Given the three discrete data points, theekit-
period can be divided into two sub-periods: 1999£@&nd 2005-2010. Inasmuch as each sub-period is
characterized by economic boom (with the respectiveual average per capita real GDP growth rat@s92Rs

and 3.94% (Economic Planning Unit, 2015), it iemsting to see how the three income classes eviblany)
during each sub-period of economic boom.

As was the case with HES 2009/2010, the identificabf the three income classes should be precbydbe
definition of the middle class for HES 1998/199%9 &fES 2004/2005. It turns out that the househatdrime is
also skewed to the left with the reference grourb2000 — RM2999 for these earlier reports (seaureig 2

and 3). Hence, using the “sufficiently close” capicef 10% to this reference group, we can defirertiddle
class as the group of households whose incometigeba RM2000 and $6999 for each data set. Given thi
definition, we find that the lower class constitlibout 54% in 1998-1999 and 47% in 2004-2005 nituzlle
class constituted about 41% of the households @81999 and 46% in 2004-2005, and the upper class
constituted about 5% in 1998-1999 and 7% in 2008528ee Table 5).

Income Distribution 1998-1999, N = 2761
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Figure 2: Income Distribution of Households in Madm, 1998-1999
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Figure 3: Income Distribution of Households in Mala, 2004-2005

Table 5: The evolution of various income classes

HES 1998/1999

HES 2004/2005

HES 2009/2010

Lower Class (%) 54.4 46.9 33.5
Middle Class (%) 40.9 46.4 60.0
Upper Class (%) 4.7 6.7 6.5

Together with the corresponding figures in 2009€04e find that economic boom can be associatell thi
shrinking lower class and the swelling middle clasach of which occurs at an increasing rate. Hewethe
upper class seems to be immune to economic boonce;¢here appears to be some social mobility frieen
lower class to the middle class (but no social hitglfrom the middle class to the upper class) dagrihe period
of economic prosperity.

5. The Trend of Expenditure, Consumption, and Saving

Once the evolution of the three income classedban identified, we are now in a position to exanhre trend
of expenditure, consumption, and saving based oaetdiscrete data points over the 12-year periadhis
point, it is important to distinguish between, shg size of the middle class and its expendithegesof income.
While the former is a stock variable (which refethe long term), the latter is a flow variable igthreflects a
short term). Therefore, it is appropriate to disctie former in longer period terms (i.e. 1999-2@0d 2005-
2010) and the latter in shorter period terms (i928-1999, 2004-2005, and 2009-2010).

With this distinction in mind, we begin by exploginhe trend of these variables for the lower cl&smel A of
Table 6 shows the following results. First, the engiiture share of income was 62% in 19989; then it
increased by about 23 percentage points in 2008-B@ére it dropped by about five percentage pam2009-
2010. Second, the consumption share of income ®&sid 1998-1999, then it increased by about 21eeage
points in 2004-2005 before it fell by about threzrgentage points in 2009-2010. Third, the savirgresiof
income was 58% in 199B899; then it decreased by about 21 percentage points in 2004-2005 before it rose by
about three percentage points in 2009-2010. Threesdts indicate that spending and consumption bydiver
class are pro-cyclical (they rise during economisamsion and fall during economic slowdown) whieisg is
counter-cyclical (they fall during economic expamsand rise during economic slowdown).
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Table 6: The trend of expenditure, consumption, sadng of various income classes

HES 1998/1999 HES 2004/2005 HES 2009/2010 | Average

Panel A: Lower Class

Expenditure Share (%) 62.22 85.36 80.15 75.91
Consumption Share (%) 42.07 63.88 60.34 55.43
Saving Share (%) 57.93 36.12 39.66 445
Panel B: Middle Class

Expenditure Share (%) 51.95 66.13 59.16 59.08
Consumption Share (%) 31.39 47.13 42.71 40.41
Saving Share (%) 68.61 52.87 57.29 59.5p
Panel C: Upper Class

Expenditure Share (%) 41.21 46.52 43.02 43.58
Consumption Share (%) 20.11 30.95 28.01 26.36
Saving Share (%) 79.89 69.05 71.99 73.64

Next, we turn to the trend of these variables lier hiddle class. Panel B of Table 6 shows theiglig results.
First, the expenditure share of income wasaly 52%; then it increased by about 14 percentage points in 2004-
2005 before it declined by about six percentagatpdn 2009-2010. Second, the consumption shamecome
was initially 31%; then it increased by about 16 percentage points in 2004-2005 before it declined by about four
percentage points in 20@8H 0. Third, the saving share of income was initially 68%; then it decreased by about
16 percentage points in 2004-2005 but it rose byutliour percentage points in 2009-2010. Overalkse
results are similar to those for the lower clasteims of the direction of change of the varialfles spending
and consumption are pro-cyclical while saving iartter-cyclical). However, the two sets of resuls different
from each other in terms of the magnitude of chalhge the magnitude of these variables is invdyiamaller
for the middle class).

Finally, we explore the trend of these variablestfe upper class. Panel C of Table 6 shows tHewioig
results. First, the expenditure shafeincome was initially 41%; then it increased by about five percentage
points in 2004-2005 before it fell by about thregqentage points in 2009-2010. Second, the consomghare
of income was initially 20%; then it increased by about 10 percentage points from in 2004-2005 before it fell by
about three percentage points in 2Q0%90. Third, the saving share of income was initially 80%; then it
decreased by about 10 percentage points in 2008-26fore it rose by about three percentage pom2)D9-
2010. Overall, these results are similar to (déferfrom) those for the middle class in terms @& tlirection
(magnitude) of change of the variables.

We now examine the trend of the components of aopson with a particular emphasis on the four major
categories: F&B, H&U, R&H, and Transportation. Wegn by exploring the trend of these variablestfa
lower class. Panel A of Table 7 shows the following results. First, the F&B share of income was initially 19%;
then it increased by about five percentage pomt2004-2005 before it stabilized in 2009-2010. $e¢dhe
H&U share of income was initially 7% and remainddbte throughout the period. Third, the R&H shafe o
income was almost 4% initially; then it rose by about five percentage points in 2004-2005 before it stabilized
thereafter. Finally, the Transportation share of income was almost 3%; then it increased by about five percentage
points in 2004-2005 before it stabilized thereaffdrese results indicate that the consumption oB,F&&H,
and Transportation by the lower class appears tpdséively related to economic expansion but watesl to
economic slowdown. The consumption on H&U by thevdo class seems to be immune to economic
fluctuations.

We proceed by exploring the trend of these varglite the middle class. Panel B of Table 7 showes th
following results. First, the F&B share of incomasinitially 11% and remained stable throughoutgbgod.
Second, the H&U share of income was almost 5%aihjtand remained stable throughout the periodrdlthe
R&H share of income was 4% initially; then it rose by three percentage points in 2004-2005 before it stabilized
thereafter. Finally, the Transportation share of income was 3% initially; then it rose by almost five percentage
points in 2004-2005 before it stabilized thereaffdrese results indicate that the consumption orHR#ad
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Transportation by the middle class appears to lmtipely related to economic expansion but unrelate
economic slowdown. The consumption on F&B and H&Ute middle class seems to be immune to economic
fluctuations.

Finally, we explore the trend of these variablestfe upper class. Panel C of Table 7 shows tHewioig
results. First, the F&B share of income was ini&% and remained stable throughout the periodoSe, the
H&U share of income was 2% initially and remaingdbte throughout the period. Third, the R&H shafe o
income was almost 4% initially and remained stabfeughout the period. Finally, the Transportatirare of
income was 2% initially; then it rose by about three percentage points in 2004-2005 before it stabilized
thereafter. These results indicate that the consampf all of these items (except Transportatibp)the upper
class seems to be immune to economic fluctuations.

It is intriguing to note that these results cangieen some economic interpretations in terms ofittea of
consumption smoothing (Attanasio and Weber, 20803t it seems that the idea is most likely toapplicable

to the upper class and least to the lower clasis. i§thardly surprising since the higher-income dehwlds are
more capable of adjusting their saving in ordesrwooth their consumption. Second, it seems thatdi is
most likely to be applicable to H&U and F&B and deao Transportation and R&H. This is also hardly
surprising because H&U and F&B are more likely éortecessities compared to Transportation and R&H.

Finally, we examine the trend of non-consumptiomponents of expenditure with a particular emphasiswvo
major categories: durables and mortgages. Formtherlclass, the durable share of income was 7%ligiind
remained stable throughout the period while thetgage share of income was 10% initially and renthstable
throughout the period (see panel A of Table 8).tRermiddle class, the durable share of income9fanitially
and remained stable throughout the period whelgasnbrtgage share of income was almost 8% initiatgl
remained stable throughout the period (see pardlTable 8). For the upper class, the durable sbhiecome
was 10% initially; then it fell by about three percentage points in 2004-2005 before it stabilized thereafter while
the mortgage share of income was 7% initially amahained stable thereafter (see panel C of TablAlBpf
these results indicate that the purchase of dwsald mortgages seems to be immune to economtadhicns
for all income classes.

5. Conclusion

In this paper, we seek to characterize the straafisociety by examining the pattern of houselexijoenditure,
consumption, and saving of the three income classbklaysia. Our analysis is based on the datdrsat the
Household Expenditure Survey in 2009/2010. We bégimrguing that the existing definitions of midadlass
fail to capture the essence of middle class asepaxd by the society. We then proceed by offeringesv
definition based on the shape of income distributiblsing this definition, we find that the middiéass
constitutes a major bulk of households in our san(®0%), followed by the lower class (33.5%) anel tipper
class (6.5%).

Next, we examine the pattern of expenditure, comgiom, and saving of the three income classes.ikdethat
the expenditure and consumption shares of incoreeregressive (i.e. in terms of share, the lowesscla
consumes more than the middle class which, in wonsumes more than the upper class) while thegaViare
of income is progressive (i.e. in terms of shane,upper class saves more than the middle whidyim saves
more than the lower class). When consumption ikdésrodown into 10 categories, we obtain the follayin
results. First, four categories occupy the highkirags for all income classes: food and non-alcahbéverages,
housing and utility, restaurants and hotels, atmshgportation. Second, the relative rankings of ehfesir
categories differ among income classes. Thirdctivessumption share of income is regressive for faod non-
alcoholic beverages, housing and utility, and nastats and hotels.
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Table 7: The trend of consumption components abuarincome classes

| HES 1998/1999] HES 2004/2005] HES 2009/2010] Average
Panel A: Lower Class
Food & Non-alcoholic Beverages 19.18 24.13 24.33 522
Alcoholic Beverages & Tobacco 0.56 2.01 1.71 1.43
Clothing & Shoes 3.38 3.23 2.90 3.17
Housing & Utility 7.25 9.14 9.02 8.47
Furnishing & Maintenance 1.20 1.19 1.20 1.2d
Transportation 2.76 7.61 6.83 5.74
Communication 2.15 3.05 291 2.70
Recreation & Culture 1.08 1.33 1.49 1.30
Restaurants & Hotels 3.94 9.57 7.75 7.0¢
Miscellaneous G&S 0.57 2.61 2.20 1.79
Panel B: Middle Class
Food & Non-alcoholic Beverages 11.16 13.22 12.28 222
Alcoholic Beverages & Tobacco 0.29 1.26 1.22 0.92
Clothing & Shoes 2.24 2.29 1.97 2.17
Housing & Utility 4.86 5.99 5.36 5.41
Furnishing & Maintenance 1.35 1.25 1.12 1.24
Transportation 3.00 7.96 7.16 6.04
Communication 2.37 3.32 3.12 2.94
Recreation & Culture 1.17 2.13 1.96 1.75
Restaurants & Hotels 4.10 7.69 6.64 6.14
Miscellaneous G&S 0.85 2.02 1.87 1.58
Panel C: Upper Class
Food & Non-alcoholic Beverages 5.10 5.90 5.00 5.38
Alcoholic Beverages & Tobacco 0.17 0.65 0.57 0.46
Clothing & Shoes 1.07 1.37 1.14 1.19
Housing & Utility 2.06 411 3.55 3.24
Furnishing & Maintenance 1.58 1.54 1.28 1.47
Transportation 2.35 5.62 4.73 4.23
Communication 1.83 2.42 2.49 2.25
Recreation & Culture 1.38 2.13 1.88 1.80
Restaurants & Hotels 3.86 4.95 4.86 4.55
Miscellaneous G&S 0.70 2.26 2.53 1.83
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Table 8: The trend of non-consumption componentsdbus income classes

| HES 1998/1999 | HES 2004/2005 | HES 2009/2010 | Average

Panel A: Lower Class

Durable Share (%) 7.33 8.35 5.47 7.05
Mortgage Share (%) 10.24 10.25 12.29 10.93
Education Share (%) 0.92 0.99 0.59 0.83
Health Share (%) 0.92 0.93 0.91 0.92
Insurance Share (%) 0.73 0.96 0.55 0.74
Panel B: Middle Class

Durable Share (%) 9.27 7.95 6.40 7.87
Mortgage Share (%) 7.89 7.30 7.59 7.59
Education Share (%) 1.10 1.22 0.81 1.04
Health Share (%) 1.19 0.99 0.76 0.98
Insurance Share (%) 1.12 1.55 0.89 1.19
Panel C: Upper Class

Durable Share (%) 10.10 6.83 6.43 7.79
Mortgage Share (%) 7.68 5.14 5.74 6.19
Education Share (%) 1.42 1.31 0.90 1.21
Health Share (%) 0.95 0.73 0.90 0.86
Insurance Share (%) 0.95 1.56 1.03 1.18

Turning to other expenditures that are usually iwared as either saving or investment, we findfthlewing
results. First, the purchase of durables and mgetgayments occupies the high rankings for allimeelasses.
Second, the relative rankings of these two categadiffer between the upper class and other incclasses.
Third, the durable share of income is progressilidgenthe mortgage share of income is regressive.

In this paper too, we exploit the availability detHousehold Expenditure Survey in 1998/1999 ari#l/2005
in examining the evolution of the three income s#ssduring the period 1998-2010. We find that ike of
lower class was 54% initially; then it decreased to almost 47% and 33% in 2004-2005 and 2009-2010,
respectively. The size of mittdclass was almost 41% initially; then it increased to 46% and 60% in 2004-2005
and 20092010, respectively. The size of upper class was 5% initially; then it rose to almost 7% in 2004-2005
and stabilized thereafter. Hence, there appedrs Bome social mobility from the lower class torthiddle class
(but not from the middle class to the upper class).

Using the three distinct data points, we examimettnd of expenditure, consumption, and savinthefthree
income classes. We find that the expenditure amdwoption shares of income are pro-cyclical andsthéng
share of income is counter-cyclical for all incontasses. However, the strength of pro- and cowyelieality
differs across the income classes (it is stronfpeshe lower class and weakest for the upper klass

When consumption is broken down into 10 componemsfind that the idea of consumption smoothingisee
to be more applicable to certain groups than othfm®ong the income classes, the idea seems to Belikaly
applicable to the upper class (and least to thesbvwiass). Among the four major consumption corepts) the
idea seems to be most likely applicable to housimgl utility and food and beverages (and least to
Transportation and restaurants and hotels). Findllys interesting to note that the idea of conption
smoothing seems to be applicable to the non-consompgomponents of expenditure too, namely, durable
purchase and mortgage payments.
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