Digest

World Bank Research

5

Do Middle Classes Bring Institutional
Reforms?
When the middle class grows in
size, social policy becomes more
active and the quality of governance
improves

T

he question of how the middle
class affects institutions and the
social contract has received wide
attention. Most empirical analyses
have focused on the middle class as
a relative position in the income distribution, demonstrating that lower
inequality and a larger “class in the
middle” lead to better institutional
outcomes. Yet middle-class status is
defined as much by people’s absolute
income and ability to escape poverty as it is by their relative position.
Indeed, many of the positive effects
of middle-class societies emphasized
in the theoretical literature depend
on people exiting poverty and earning higher incomes rather than on
their relative position in the income
distribution.
Theoretical models postulate a
positive effect of a larger middle class
on economic and social outcomes
through two main channels. A first
channel emphasizes the effect of
middle-class endowments and preferences on economic growth. Some
studies suggest that members of the
middle class are less vulnerable to the
credit market imperfections and fixed
costs in physical and human capital accumulation that prevent poor
people from investing and building
up assets. Others highlight the importance of domestic markets for industrialization and the importance of a
higher demand from the middle class
for quality goods.
A second channel of the theoretical literature directly explores the link
between the size of the middle class
and institutional outcomes. Particular
attention has been given to the “modernization theory,” which looks at the
extent to which more affluent societies
favor the creation and consolidation
of democracies and good institutions.
Conceptually, higher incomes may
reduce conflict over the distribution of
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The joint endogeneity of the size of
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distribution in general) is a concern.
So is the likely presence of unobserved
country-specific effects. The authors
use an econometric methodology that,
by taking advantage of the panel nature of the data, attempts to gauge the
causal effect of expansions of the middle class while controlling for countryspecific effects.
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