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Financial Crisis and Middle Income Trap
Yao Zhizhong 33

The middle income trap is caused by mid—income economies’ economic instability, which
results from frequent financial crises in those countries. The key to avoiding the middle income
trap is to prevent financial crises, and to that end, those countries need to establish strong
political framework to support reform and prudential regulation. They should devise policies to
push fiscal and financial reform in a timely and prudential manner. Technically, they should
resort to prudential macroeconomic regulation to maintain financial stability and establish
mechanisms to effectively handle financial crises and accelerate post—crisis recovery. As a
middle—income economy, China is also facing the risk of encountering financial crises and the
key to guarding against future financial crisis is to prevent unsound financial liberalization and
mismanagement of corporate debts.

Will China Repeat the Mistakes of Latin American and East Asian
Economies?
Ding Yifan 43

The middle income trap is actually the debt trap. Thanks to oil income increases, some Latin
American countries had suddenly become mid—income economies. However, they failed to
make use of their increased income to promote industrialization. Against the backdrop of
economic globalization, some East Asian countries achieved economic take—off through
adopting an export-oriented growth mode, but they heavily relied on the developed markets
and failed to establish their own industrial system. Those countries had rapidly become
mid-income economies, but they suddenly suffered from economic stagnation because of
disrupted capital flows. They had fallen into the middle income trap primarily because of their
debt problems. The possibility of China falling into the middle income trap is slim so long as
the country can properly manage its corporate sector and solve its problem of banking debts.

Empirical Characteristics, Theoretical Explanation and Policy Choice of
Middle Income Trap

Zhang Ping 49
The empirical characteristics of Latin American countries falling into the middle income trap
include: First, the State intervention fails in economic restructuring in the middle-income
stage; second, in terms of technological advancement, innovation fails to increase the
contribution of total factor productivity; third, excessive income distribution gap causes social
unrest; last but not least, the government fails to properly handle financial shocks, leading to
currency, banking and debt crises and drastic economic fluctuation. Most mid-income



