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From the Middle-income Trap to the Threshold Effect

CAI Fang
(Chinese Academy of Social Sciences, Beijing. China)

Abstract: Observing the characteristics of economic growth across the world, one can find that in the early and
middle phase of the middle-income stage, growth rates tend to converge among economies, whereas the growth per-
formances tend to diverge in the late phase of the stage and even for economies just cross the high-income threshold.
This suggests that as China moves toward the high-income threshold, it still faces challenges of maintaining growth
momentum. In order to make the concept of middle-income trap more relevant for China, this paper recommends a
shift of the scholarly research and policy focus from the middle-income trap to the threshold effect. The paper then
summarizes the literature of economics and empirical evidence on the threshold effect, to which China is now found to
be relevant. After discussing the challenges faced by the Chinese economy, the paper concludes with pointing out its
sources of sustainable growth at such a special stage.

Keywords: Middle-income Trap; Convergence; Divergence; Threshold Effect
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