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A MARXIST APPROACH OF THE  
MIDDLE-INCOME TRAP IN CHINA

Mylène Gaulard

Abstract: Since 2012, China is confronted with a slowing down of its economic growth, and 
various studies about the middle-income trap wonder about the capacity of this country to 
reach the category of high-income per capita countries. Most of the time, the increase of 
wage costs, and more particularly of unit labor costs, is accused of being responsible for this 
slowing down, through the loss of international competitiveness in particular. Nevertheless, it 
is important to put in perspective this explanation, because the increase of the unit labor cost 
seems less dangerous than the decrease of capital productivity, which a reversion to the Marxist 
analysis allows us to better understand.
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1. Introduction

With a GDP growth of 7.8% in both 2012 and 2013, its lowest growth rate since 
1999, China has undeniably been incurring an economic slowdown since the end 
of the 2000s (see Figure 1). This turndown is often attributed to the international 
economic crisis, the trade dependence, and above all the weak global demand 
that may partially explain the fall in the export-to-GDP ratio (Zhu and Kotz 2011; 
Eichengreen, Park, and Shin 2011; Xing and Pradhananga 2013), down to 27% 
in 2013 against 39% in 2006. While in most cases the blame is put on external 
factors, it is also necessary to scrutinize the internal issues faced by China’s 
economy, and the growing number of studies indicating that China is heading 
toward a middle-income trap (Woo 2012; Cai 2012; Eichengreen, Park, and Shin 
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2013) are the early signs of a real questioning about China’s ability to sustain a 
growth level as high as it used to be over the last 30 years.

Figure 1 China’s GDP Growth Rate (%)

Source: World Bank, World Development Indicators (http://data.worldbank.org/data-catalog/world-
development-indicators).

According to the middle-income trap theory that was first mentioned in a 
World Bank report dated 2007 (Indermit and Kharas 2007), emerging countries 
may indeed encounter a significant deceleration in their growth once they reach 
a certain level of per capita income, a level considered as “middle” by the World 
Bank, and estimated between US$1,036 (purchasing power parity [PPP]) and 
US$12,615 (2012 prices). Today, 86 countries, including China, belong to this 
income status, and according to this theory, it is very likely that only a few of them 
will reach an income level that can be viewed as high, that is, above US$12,616 
(PPP). Since 1960, it is estimated that out of 101 “developing countries,” only 
14 have become “developed economies,” that is, countries with high per capita 
incomes (Zhuang, Vandenberg, and Huang 2012).

China only became a middle-income country in 1992, and then an upper-mid-
dle-income country in 2009, with per capita incomes ranging from US$6,977 to 
US$12,615 (Felipe, Kumar, and Abdon 2010). Contrary to most studies on the 
middle-income trap, and instead of focusing on such forecasts that are merely 
supported by statistical assumptions, we shall thus try to better understand the 
reasons of this “middle-income trap” in the case of China, although the country 
has shown an average GDP growth of 10% over the last 30 years, and despite the 
fact that a brutal slowdown is still considered as most unlikely by a large number 
of economists.
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Figure	  1	   China’s	  GDP	  Growth	  Rate	  (%)	  8 

Source: World Bank, World Development Indicators (http://data.worldbank.org/data-9 
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In the first part of our article, we shall see how pay raises are often blamed 
for gradually threatening China’s competitiveness and leading the country toward 
the middle-income trap. But in a second section, we shall highlight what in our 
opinion may be the main reason for this middle-income trap: the decline in capital 
productivity and the issues of technological catch-up. We shall first examine the 
various ways to interpret China’s decline in capital productivity, to then focus on 
the explanation proposed by Karl Marx in the 19th century about the inevitable 
problems resulting from the accumulation process.

2. Increasing Labor Costs and Middle-Income Trap

2.1. Discussing the Lewis Turning Point in the Case of China

2.1.1. The Controversy over This Turning Point

In a paper dated 1968 (Lewis 1968), expert in development economics 
Arthur Lewis considered the eventuality that after providing a strong boost to 
investments thanks to low labor costs (Lewis 1954), surplus labor originating 
from the countryside would inevitably dry up in the long run for countries that 
are beginning their industrialization process. Once this turning point has been 
reached, it would come together with an increase in labor costs generated by the 
growing expectations of urban workers: it would be the end of a dual economy 
whereby wages used to be determined by a weak productivity in the agricultural 
sector. For many economists, this turning point seems to be the main reason for the 
middle-income trap (X. Zhang, Yang, and Wang 2010; Cai 2012).

Yet, according to a few experts on China’s economy, this turning point remains 
far from being reached in China. According to H. Li, Liu, and Zhang (2012), the 
industry relocations to inner provinces that started in the early 2000s may explain 
the slowdown of migrations toward large coastal cities, and they would even 
contribute to keeping the Lewis Turning Point away.

If in principle such phenomenon is able to slow down the rise in labor costs, it 
could also contribute to reducing inequalities at national level and harmonizing 
Chinese incomes. A slight decrease in regional inequalities has indeed been 
observed since the end of the 2000s (see Figure 2), in part because of the “Go 
West” policy adopted by the Government of China since 1999 that encourages 
companies to settle in inner provinces, but also because of the industry relocations 
spurred by cheaper labor costs (Knight, Deng, and Li 2011). The average wages 
observed in Eastern regions are still 1.3% higher than those of Central regions, but 
the latter increased by 15.4% in 2012, against 13.5% in Eastern provinces, due to 
the relocation of some of their activities (Urban 2013).
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While the Eastern regions received in 2000 11 times more foreign direct 
investments (FDIs) than the Central regions, and 18 times more than Western 
regions, FDI inflows increased by almost 25% between 2000 and 2012 in the 
poorest regions of the West, against a mere 12.6% in East China (CEIC database1). 
A part of the national production does indeed move toward the inner provinces, 
and this is why in 2011 the Southeastern provinces were concentrating 60% of the 
industrial production, down from 70% at the end of the 1990s (Urban 2013).

It is also important to note that the need to get an urban residence permit to 
access the same benefits as urban dwellers has for a long time dissuaded Chinese 
rural people to massively migrate to cities. In 2013, only 53% of the population 
was urban, and although it is estimated that between 50 and 200 million people 
have moved from China’s countryside into cities (Knight, Deng, and Li 2011), the 
rural labor force is still in abundance. Relaxing the procedures pertaining to the 
residence permit—the hukou—as decided by the government in July 2014 would 
thus ease the mobilization of these workers at relatively low cost.

2.1.2. A Balance of Power That Is Undeniably Beneficial to the Workers

However, the evolution of the labor force raises the fear that the country will 
reach the Lewis Turning Point in the very near future, and this major issue is 
often left aside by the above-mentioned authors. The demographic slowdown is 
partly due to the one-child policy that was enforced in 1979 and slightly relaxed 
in 2013. While China had an average of six children per woman in 1970, the total 
fertility rate went down to 1.4 in 2012. For this reason, the growth of the Chinese 
population has kept on slowing down since 2001. Between 1980 and 2010, the 
labor force grew from 583 million people to 1 billion, but according to the United 
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Figure	  2	   Average	  Annual	  Earnings	  of	  Rural	  and	  Urban	  Households,	  in	  Yuans	  18 

Source: China Statistical Yearbook (http://data.stats.gov.cn/easyquery.htm?cn=C01). 19 
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Figure 2 Average Annual Earnings of Rural and Urban Households, in Yuans

Source: China Statistical Yearbook (http://data.stats.gov.cn/easyquery.htm?cn=C01).
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Nations, it may as well decrease from 2020 (see Figure 3), a major repercussion of 
the population decline that most experts see happening as early as 2015.

Figure 3 Evolution of China’s Population (in million people)

Source: United Nations, World Population Prospects (http://esa.un.org/unpd/wpp/).

Out of 117 cities surveyed by the Ministry of Human Resources (H. Li, Liu, 
and Zhang 2012), the ratio of job openings to job seekers increased from 0.65 in 
2001 to 1.08 in 2012, clearly showing the early signs of slight labor shortages. 
In the Pearl River Delta, this ratio even reached 1.89 in 2008. While the number 
of migrant workers used to increase by an average 10.8% a year before 1997, 
this figure has fallen to 4.6% shortly afterward. Maintaining an urban residence 
permit might dissuade the rural dwellers from moving to cities, but its procedures 
have been relaxed in several large cities in China since the beginning of the 2000s 
(H. Li, Liu, and Zhang 2012). Yet, since 2003, labor shortages are increasingly 
affecting the coastal provinces (Chan 2004; Cai 2012), and this problem will thus 
not be overcome by further relaxing the hukou rules.

According to a survey conducted by the Development Research Center Council 
in 2007 in 2,749 villages, three-fourths of these would not even have enough 
workers to meet the urban needs (D. T. Yang, Chen, and Monarch 2010). Another 
survey conducted in 100 villages in five inner provinces (X. Zhang, Yang, and 
Wang 2010) has even brought to light the existence of labor shortages in rural 
areas, together with pay raises that have been steadily increasing since 2004.

Two International Monetary Fund (IMF) economists, Das and N’Diaye (2013), 
anticipate that the Lewis Turning Point will be reached in 2025, with surplus labor 
estimated at 151 million in 2010, 57 million in 2015, and only 20 million in 2020. 
Relaxing the rules of the one-child policy would not even effectively compensate 
for this evolution, since the labor shortages are anticipated to reach 16 million 

 1 
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workers in 2025—against 27 million without such relaxing (Das and N’Diaye 
2013). The time it will take for a new generation to efficiently inflate the labor 
force, and more importantly the long-standing habits of the Chinese population 
in terms of birthrate, does not induce optimistic forecasts for the results of such 
policy (Cai and Lu 2013).

2.2. Challenges and Opportunities of Pay Raises

2.2.1. An Increasing Unit Labor Cost and a Loss of Competitiveness

An undeniable sign of Lewis Turning Point, the strong pay raise observed since 
the 2000s is clearly indicating a balance of power that is beneficial to the workers. 
Such evolution could a priori hamper the country’s competitiveness. While 
Chinese wages were in 1978 below those of Thailand, India, the Philippines, and 
Indonesia, today, out of these four countries, only the Philippines have wages that 
are higher than China’s ones. In the Chinese manufacturing sector, the annual real 
wage climbed from US$1,032 (2010 prices) in 1978 to US$3,558 in 2008 (H. Li, 
Liu, and Zhang 2012).

Yet, for the competitiveness of the Chinese productive apparatus, the wage 
levels are less important than the productivity itself, since the latter also determines 
the unit labor cost as the ratio of hourly compensation to labor productivity. As a 
matter of fact, high labor costs do not hamper productivity if the unit labor cost 
remains at low levels. But one can see that labor costs have risen much faster than 

 1 
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Figure 4 Evolution of Hourly Compensations and Labor Productivity in China’s 
Manufacturing Sector

Sources: Bureau of Labor Statistics (http://www.bls.gov/data/); World Bank (http://data.worldbank.org/).
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productivity since 2006 (see Figure 4) (Zhuang, Vandenberg, and Huang 2012), 
catching up gradually with the levels of the United States (H. Li, Liu, and Zhang 
2012; Woo 2012; Ceglowski and Golub 2012; Holz and Mehrotra 2013).

Since 2008, the increase in unit labor cost is actually much higher in China than 
in the United States (Ceglowski and Golub 2012). Indeed, at the end of the 2000s, 
the Chinese labor cost in the industrial sector did not even represent 10% of the 
American cost, but as shown in Figure 5, the Chinese unit labor cost reached 54% 
of the US one in 2013, against 20% in 1988, and this evolution might prevent 
the accumulation process from going on in a global context whereby even the 
Philippines have been regaining competitiveness vis-à-vis China (see Figure 5).

Figure 5 Unit Labor Cost (ULC) in the Manufacturing Sector of China, the Philippines, 
and the United States

Sources: Bureau of Labor Statistics (http://www.bls.gov/data/); World Bank (http://data.worldbank.
org/).

For this reason, in Dongguan, Guangdong industrial center in Southeast China, 
pay raises are increasingly hampering the profitability of investments, and the 
city’s GDP growth rate went down from 10.3% in 2010 to 8% in 2011 and 6.1% 
in 2012. According to Hong Kong Federation of Industries, 2,000 factories might 
even disappear from the region in 2012. In March 2010, a survey conducted by the 
American Chamber of Commerce in Shanghai stated that 28% of American firms 
settled in China were viewing labor costs as too high in the coastal regions, and 
8% of them were planning to relocate their production in Vietnam, India, Thailand, 
or Indonesia. In 2012, General Electric even decided to move its production of 
fridges and washing machines back to Kentucky.
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Foreign firms are less and less attracted by China, and this helps to understand 
why the inflow of FDIs has been declining since the end of the 2000s, down from 
US$330 billion in 2011 to US$295 billion in 2012 (World Bank data). We can 
also observe a drop in trade surplus, from 8% of GDP in 1997 to 3% in 2013 
(see Figure 6), a drop that goes along with a weakening weight of FDI, although 
foreign firms still account for 60% of China’s exports.

Figure 6 Balance of Trade and Exports in China (in % of GDP)

Source: World Bank, World Development Indicators (http://data.worldbank.org/data-catalog/world-
development-indicators).

2.2.2. Redirecting China’s Economic Growth?

Although it seems to hamper the competitiveness of China’s productive apparatus 
in the short-term, this new growth “orientation” toward a balance of power that 
is beneficial to the workers is still viewed as a positive move by most economists 
who have been calling over the last 10 years for a better distribution of the 
value-added toward the workers and a higher household consumption (Zhu and 
Kotz 2011; Zhu and Wan 2012).We should not forget that, while the increase in 
unit labor cost may be partly responsible for a loss of international competitive-
ness, it is first and foremost a lead indicator of pay raises linked to the sharing 
of the value-added in the manufacturing sector (Felipe and Kumar 2011). This 
evolution is somehow responsible for the slight decrease in inequalities, with 
urban and rural Gini coefficients declining from 0.34 to 0.32 and from 0.385 to 
0.37, respectively, between 2008 and 2012. Such success is probably behind the 
new trend that has seen public authorities communicating, at long last, about the 
calculation of inequality measures at national scale (and not merely at rural or 
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urban scale): according to the National Bureau of Statistics, the Gini coefficient 
has indeed declined from 0.491 in 2008 to 0.474 in 2012 (see Figure 7).

Figure 7 Evolution of Gini Coefficient

Source: National Bureau of Statistics, China (http://data.stats.gov.cn/).

Certainly, the increase in inequality in China has been one of the strongest in 
the world over the last three decades, with a national Gini coefficient on income 
distribution close to 0.50 in 2007, against 0.30 in 1980, according to the Asian 
Development Bank (ADB). But more importantly, Xiaolu Wang and Wing Thye 
Woo (2011) estimate that the level of inequality is still underrated today, since the 
tax incomes of the richest part of the population are still well below the true levels 
they have observed. According to their survey based on a very accurate field study, 
in 2010, the incomes of the top 10% wealthiest people was 65 times higher than 
those of the poorest people, against 23 times as per official data. Yet, although the 
current slight decline in inequality hides such large gaps, often underestimated, 
between the wealthiest and the poorest people, we cannot deny its reality when 
it comes to distribution of value-added between profits and wages, as we saw 
through the increase in unit labor cost.

Likewise, feeling the pressure of ever-growing social protests, the government 
has kept on taking steps that are in line with the “Chinese Dream,” toward an 
expansion of the middle class able to consume increasingly sophisticated durable 
goods and whose number is today rated at about 10% of the population (Kharas 
and Gertz 2010). It would thus mean that we have reached Kuznets Turning Point 
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(Cai and Wang 2012; Yang and Wang 2010) that indicates the beginning of a 
decline in inequalities between cities and the countryside, between skilled and 
unskilled workers, as well as a growing state intervention in social matters. With 
his project of “harmonious society,” former President Hu Jintao has been trying 
since the beginning of the 2000s to improve China’s social security system, in 
order to cover the whole of its population by the year 2025, especially in terms 
of health and pensions. This program is being pursued by Xi Jinping with the 
same objective, that is, the reduction of precautionary saving and the increase of 
household consumption.

However, it is the pay raise we noted earlier, rather than the reform of the social 
security system, that stimulates the decline in inequality. Yet, from a Keynesian 
perspective, such evolution can only be beneficial to the household consumption, 
since the poorest groups will usually tend to consume more than the wealthiest 
ones. The share of household consumption in China’s GDP, one of the weakest in 
the world, has indeed stopped its decline in 2007, and this evolution, if it keeps on 
going, would help to end a growing disconnection between national investment 
and consumption (see Figure 8).

Figure 8 Household Final Consumption Expenditure and Gross-Fixed Capital Formation 
(in % of GDP)

Source: World Bank, World Development Indicators (http://data.worldbank.org/data-catalog/world-
development-indicators).
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inequality would even help to avoid the middle-income trap, by making the 
growth less dependent on exports and encouraging the government to set up 
a more democratic education system whose objective would be to improve the 
skills of all workers (L. Zhang et al. 2013). It would thus stimulate the upmarket 
positioning of the national economy to avoid the “product trap” mentioned by 
Felipe and Kumar (2012).

3. The Decline in Capital Productivity, a Major Feature of the 
Middle-Income Trap

3.1. Downward Trend of Capital Productivity in China

3.1.1. An Undeniable Decline

We shall see here that much more than the pay raise, the decline in capital 
productivity represents a very dangerous threat for China’s economic growth. 
According to Eichengreen, Park, and Shin (2011), the stagnation of the total factor 
productivity (TFP) related to this decline in capital productivity would account for 
85% of the economic slowdown that occurred over the last years. Since the middle 
of the 2000s, the upward trend of this productivity keeps on slowing down (Zheng 
and Bigsten 2008; Cai and Lu 2013; Anand et al. 2014): while it accounted for 
30% to 58% of China’s growth between 1978 and 1995, it only accounts for 7.8% 
of China’s GDP growth nowadays (Zheng and Bigsten 2008).

Yet, according to Aiyar et al. (2013), it is the very growth of the TFP that would 
explain the fact that Latin America fell into the middle-income trap as early as 
the end of the 1970s. As observed by Alwyn Young (1993) in the case of the 
Asian Tigers during the period preceding the 1997 Asian crisis, China is mostly 
confronted today with a decline in capital productivity, highlighted by many 
economists (Barnett and Brooks 2006; Felipe, Laviña, and Fan 2008; Lee, Syed, 
and Liu 2012). Therefore, we shall focus here on the sole evolution of capital 
productivity in China since the 1980s.

In the case of China, the calculation of this productivity is hampered by the 
fact that the value of the fixed capital stock is not assessed by official statistics 
offices: the annual gross fixed capital formation (GFCF) is the only data that is 
recorded. To obtain this stock, one must first take into account the fact that every 
year, the fixed capital used, that was bought in the previous years, tends to wear 
out; it is thus essential to take into account the depreciation. We shall use here the 
capital depreciation rate calculated in the case of China by Bai, Hsieh, and Qian 
(2006) and Piovani and Li (2011), in order to add the previous years’ investment 
flows, except residential investments, to the investments of the T year that we 
are studying.
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The fixed capital stock is thus determined by the following formula:

with K1989 being the fixed capital stock of year 1989 (obtained in the same way, by 
adding the previous years’ investment flows, inflated by the investment price index 
to convert everything into 2012 prices, from which we progressively subtracted 
the depreciation) and I being the GFCF observed every year (also according to 
2012 prices).

According to our calculations, there has been an undeniable decline in capital 
productivity in China from the beginning of the 1990s to 2006 (see Figure 9). 
We shall provide an explanation of the recent evolution at the end of this article, 
but it is first important to understand why this productivity is still twice weaker 
nowadays than it was in 1990.

Figure 9 Capital Productivity in China, from 1989 to 2012

Source: China Statistical Yearbook (http://data.stats.gov.cn/easyquery.htm?cn=C01).

Note: Capital productivity = GDP / fixed capital stock.
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Figure	  9	   Capital	  productivity	  in	  China,	  from	  1989	  to	  2012	  2 

Source: China Statistical Yearbook (http://data.stats.gov.cn/easyquery.htm?cn=C01). 3 
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States, 51 in Russia, 58 in Brazil, and 106 in India). The increasing number of 
firms on the Chinese land, often related to protectionist policies set up in various 
provinces (Poncet 2004; Batisse 2005), and the presence of low-capacity public 
firms often viewed as having an excessive weight (Dollar and Wei 2007), are thus 
generating overproduction issues that go along with insufficient productivity.

Compared with such overinvestment, the final demand of Chinese households 
appears to be largely insufficient. In spite of above-mentioned data on pay raises, 
the contribution of the latter to the total income has experienced a dramatic decline 
since the 1990s, going down from 63% of national income in 1992 to 48% in 
2008 (Zhuang, Vandenberg, and Huang 2012). This evolution has considerably 
intensified the rise in income inequality in China, related to the decline of the share 
of labor, from 59% to 47% of the value-added between 1995 and 2010, with a Gini 
coefficient that rose from 0.34 in 1980 to 0.48 in 2008. Yet, according to the ADB 
(Zhuang, Vandenberg, and Huang 2012), these strong inequalities, that lead to a 
much too weak consumption, are the very reason why China may not be able to 
reach a high-income economy and rather fall into the middle-income trap.

An excessive investment, an export dependency linked to insufficient demand, 
may put a sudden halt to the growth, and according to the ADB, the pay raise 
would not be the real reason for this situation. Quite the contrary, this pay raise is 
actually viewed as insufficient today, and the middle class, that is, the part of the 
population that is in a position to access consumer goods, is still too small (Kharas 
2009). Because pay raises have been stronger than productivity, it is true that the 
decline in consumption has stopped since 2008, to stagnate around 34% of GDP, 
but it is still very far from its 1990s level (47%), and, more importantly, much 
lower than the consumption observed in emerging countries like Brazil (60%).

However, while this explanation for the decline in capital productivity may be 
appealing, it does not lead to a full understanding of why the investment rate 
remains at such high levels (48% of GDP in 2013), in spite of the profitability 
pressure that it surely generates in public and private firms (Cieniewski 2006).

3.1.2. A Neoclassical Growth Trend?

Now that we have presented the reasons commonly admitted for a decline in capital 
productivity that take into account the particular features of China’s economy, 
we do have to understand the inner causes of this evolution. As a matter of fact, 
we should remember that the decline in capital productivity, as observed in all 
countries subjected to the middle-income trap (Kharas and Kohli 2011), cannot be 
solely explained by the specificities of China’s economy.

In his famous model developed in 1956 (Solow 1956), neoclassical economist 
Robert Solow showed that without real technological progress, the economic 
growth was very likely to slow down due to a decline in capital productivity. 
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The increase in TFP would thus keep on slowing down, and the rise in labor 
productivity would not be sufficient enough to make up for the decline in capital 
productivity, then generating an increasingly weak GDP that would keep on 
depending on the mere accumulation of production factors. In the end, this would 
lead to a steady-state economy.

Yet, as early as the end of the 1980s, the endogenous growth theories have 
called into question the evolution toward a steady-state economy underlined 
by Solow’s neoclassical model. Contrary to his assumptions, the technological 
progress, and above all the increase in TFP that would represent its main measure, 
would be automatically generated by the economic growth, the investment, and 
above all the accumulation of human capital resulting from the state expenditures 
in infrastructures, health, and education (Romer 1990; Barro 1990; Lucas 1990).

In the case of China, the decline in capital productivity would thus be explained 
by insufficient investments in human capital, due to an increasingly non-egal-
itarian society at both health and education level (Eichengreen, Park, and Shin 
2013; L. Zhang et al. 2013; Zhang, Yi, Luo, Liu, and Rozelle 2013; Kharas and 
Kohli 2011; Cai 2012). Despite significant efforts over the last years (Y. Li et al. 
2008), accessing secondary and higher education remains extremely expensive. At 
the end of the 2000s, rural students who have achieved three years at university 
accounted for less than 1% of the rural population (against 17% for urban students), 
and while 54% of urban young held a secondary school degree, this share was 
only 19% for rural young (Gaulard 2014). Likewise, the country’s health system 
has deteriorated dramatically over the last 30 years (Zhu and Wan 2012). And 
this human capital deficiency might prevent the upmarket positioning of China’s 
industry (Cai and Lu 2013).

China’s current technological dependence cannot be denied; the exports after 
assembling intermediate components still account for 50% of all China’s exports 
(Koopman, Wang, and Wei 2012), although they only create a small value-added 
on Chinese territory. It is true that China accounts today for 20% of global exports 
of high-tech goods, but the technological catch-up remains insufficient, especially 
because of the share of assembling activities in this production and the role of 
foreign firms in this process. Indeed, the latter are behind 60% of China’s exports, 
but only a quarter of the value-added remains genuinely on its territory (Zhuang, 
Vandenberg, and Huang 2012).

Finally, we note that out of the top 20 Chinese companies listed in the Fortune 
Global 500 ranking that lists the largest international corporations according to 
their total revenues, only 3 of them come from the manufacturing sector, and 
exclusively in the automotive industry. Despite ever-growing spending in research 
and development over the last 10 years, to reach 2% of China’s GDP in 2013, more 
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than half of this spending has been made by foreign firms (Zhuang, Vandenberg, and 
Huang 2012), a fact that does not augur well for true technological independence.

Therefore, the middle-income trap would rather be the result of an insufficient 
upmarket positioning related to inequalities that hamper the accumulation of human 
capital in the countries concerned, than the result of an increase in Chinese labor 
costs. However, besides the fact that such analysis underestimates the undeniable 
efforts of China in the field of research and education, it omits the fact that all 
countries operating under a capitalist mode of production have incurred economic 
growth stagnation due to the decline in capital productivity (Cette, Kocoglu, and 
Mairesse 2009).

3.2. The Need to Revert to a Marxist Analysis

3.2.1. The Decline in the Rate of Profit according to Marx

Eventually, there is no choice but to accept that the middle-income trap mostly 
reflects the inability of a country to make its technological catch-up and initiate a 
real technological revolution that would enable it to sustain its competitiveness in 
case of pay raises. We shall see that such analysis meets the theory expressed by 
Karl Marx in the second half of the 19th century, wherein any country or company 
operating under a capitalist mode of production has no choice but to sustain its 
technological advance in order to preserve its competitiveness, a dynamics that 
will strain the global rate of profit of the productive apparatus in the long run.

Going beyond Adam Smith and David Ricardo’s analysis, Marx tries in Capital, 
Volume 3, to understand the problems related to accumulation. Based on the labor 
theory of value, already mentioned by the two previous authors, he shows that 
capital accumulation will be confronted to an increasingly weak production value. 
According to Marx, competition and profit-seeking encourage corporations to 
use a larger part of constant capital C (indicating the value of capital goods and 
raw materials, two elements that do not bring any value-added in the production 
as such, thus explaining their “constant” nature) and proportionally a lesser part 
of variable capital V (indicating the value of the labor force that brings surplus 
value to the production). In other words, it encourages them to increasingly turn to 
machines’ “dead labor,” to the detriment of human’s “living labor.”

Such evolution allows to develop productivity, influence the production value, 
and thus, in the first instance, to combat competition through extra surplus value: 
the price offered by the most productive enterprise lines up with the average price 
of the product concerned, which depends on the average value of the production 
and takes into account the weak productivity of other competitors. Once the new 
technique has been applied to everybody, we might observe a decline in the rate of 
profit due to the drop in the share of variable capital, the only capital able to create 
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a surplus value according to the labor theory of value elaborated by the classical 
economists and further amended and developed by Marx.

The rate of profit is determined by the following formula:

Rate of profit = S / (C + V),

where S is the surplus value (difference between the value created by the use of the 
labor force and the value of this labor force), C is the constant capital, and V is the 
variable capital. We then introduce the rate of exploitation (S / V) and the organic 
composition of capital (C / V) in the formula; by dividing each element by V, we 
thus obtain the following:

Rate of profit = (S / V) / [(C / V) + 1]

We note that when the organic composition of capital C / V increases, with a 
constant rate of exploitation, the rate of profit declines. The declining trend of the 
rate of profit thus seems to be a constitutive element of capitalism: it is extremely 
hard to fight against an increase in C / V, as it is essential to maintain the com-
petitiveness of enterprises at microeconomic level, and it is similarly difficult to 
fight against a decline in capital efficiency. As for China, we shall see that a few 
countertrends have been observed of late in this decline, but in the long run, it 
seems hardly avoidable.

3.2.2. The Decline in the Rate of Profit in China

Today, China must face an overinvestment problem, in other words a stagnation 
of the TFP that explains why the strong rise in labor productivity observed since 
1991 is mostly obtained through a decline in capital efficiency. The productive 
apparatus is thus producing more and more goods with, proportionally, less and 
less labor, and this is considerably raising the labor productivity. This higher 
production results not only from an intensification of labor rhythms but also from 
an increasing use of capital goods that affects the capital efficiency when there is 
no real technological progress. While one needed an investment of US$1.25 to 
obtain US$1 additional growth in 1990, the same result required an investment of 
US$2.5 in 2012 (see Figure 9).

The decline in capital efficiency and the raise in organic composition of capital 
are mostly due to the accumulation process. In the mid-2000s, a survey conducted 
by Felipe, Laviña, and Fan (2008), economists at the ADB, tried to explain the 
different economic performances observed in China and India with the evolution 
of their respective capital productivity. Unlike India, which presents a lower 
investment rate and an increasing capital productivity, China’s declining rate of 
profit could well be due to a decline in this productivity. We meet here Marx 
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observations, wherein an increase in organic composition of capital, which goes 
along with a declining capital efficiency, would tend to reduce the rate of profit 
(see Appendix 1 for the calculation of the rate of profit in China).

This evolution of the rate of profit is thus an inherent feature of the development 
of the capitalist mode of production, since competition is precisely encouraging 
the capitalists to raise the organic composition of capital, to “use more capital 
to the detriment of labor,” in order to increase their competitiveness and, on a 
temporary basis, benefit from an extra surplus value. Highlighted on the world 
scale by economists like Glyn (1997) or Marquetti (2003), the raise in “unit capital 
cost” (Felipe and Kumar 2012) would thus be much more dangerous than the raise 
in labor cost to the benefit of the employees.

Figure 10 indeed shows that the rate of profit has been enjoying a slight 
improvement since 2006, but we earlier provided an explanation for this evolution, 
that is, the creation of a fictitious surplus value in the speculative property sector 
(Gaulard 2014) as well as a slowdown of accumulation in the productive apparatus 
that is precisely enabled by the expansion of this sector. Grossman’s (1992) theory 
provided the same explanation for the booming of the financial sector in the United 
States in the 1920s, viewed as a countertrend to the decline in the rate of profit in 
the productive apparatus. However, the upward trend of this rate of profit is quite 
hazardous for China’s economic growth. The problems generated by the decline 
in capital productivity and the speculation phenomena that are used to counter this 
decline are indeed the early signs of China’s entry into the middle-income trap, 
indicating a forthcoming growth deceleration.

It is important to note that, according to Marx, surplus value can only be created 
within the productive apparatus. Any deceleration in the accumulation process, 
although it may in the short run help to slowdown or even thwart the decline in the 
rate of profit through the creation of a fictitious surplus value in sectors that are 
partly speculative, will thus in the long run be responsible for a decline in the mass 
of profits (Yaffe 1973, 222). For this reason, the starting point of an economic 
crisis might be directly linked to a decrease in the mass of surplus value, to a 
burst of the speculative bubble created in the property sector. Furthermore, this 
evolution of the accumulation process reduces the incentives to invest in research 
and thus prevents any effective technological catch-up, a process that would have 
helped China to reduce its unit labor cost via an increase in productivity that would 
outdo the hike in labor costs.

In a short while, the increasing number of bank crises might well unveil the 
freeze in the productive apparatus that will make it impossible for speculative 
revenues to keep on booming in a sustainable manner. In February 2014, the 
problems encountered by Industrial and Commercial Bank of China (ICBC) 
through its investment fund China Trust seem to strengthen our theory. Christine 
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Peltier (2014), an economist at BNP Paribas, has also recently noted an increase 
in bad debts that goes along with the booming of approved bank credits and more 
importantly an underestimation of risk linked to the extraordinary rise in informal 
financing, better known as “shadow-banking.”

4. Conclusion

Too often analyzed in a statistical and purely mechanical way, the middle-income 
trap concept gives us eventually the opportunity to further question the sustainable 
nature of China’s economic growth. While the country has been experiencing a 
certain slowdown over the last two years, China’s ability to become one day a 
“high-income economy” generates an increasing number of forecasts.

The major problem highlighted by the middle-income trap theory would be 
the increase in unit labor cost, in part due to China’s demographic evolution, and 
the loss of international competitiveness. Yet, this article aimed to temper the 
relevance of this analysis by insisting on the fact that pay raises account for less in 
this situation than the intensification of serious productivity problems.

Be it in labor productivity, which does not increase as fast as labor costs, or 
in capital productivity, which has kept on declining since the 1990s, the Chinese 
productive apparatus is indeed faced with profound structural issues that may 
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Source: China Statistical Yearbook (http://data.stats.gov.cn/easyquery.htm?cn=C01). 17 

Note: Profit rate = (GDP − wage bill) / fixed capital stock. 18 

Figure 10 Rate of Profit, from 1989 to 2012

Source: China Statistical Yearbook (http://data.stats.gov.cn/easyquery.htm?cn=C01).

Note: Profit rate = (GDP - wage bill) / fixed capital stock.
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be better apprehended by reverting to the Marxist theory. The decline in capital 
productivity is not specific to countries affected by the middle-income trap; it is an 
inherent feature of the capitalist mode of production and its particular method of 
operation. China might fail to reach a per capita income that could be considered as 
high, since it is facing two major challenges: (1) its technological gap as opposed 
to all other developed countries and (2) the decline in the rate of profit experienced 
by the productive apparatus in all countries operating under a capitalist mode of 
production.

Sadly, this great country classified as “emerging” does not seem to be an 
exception in the chaotic path that is currently affecting capitalistic economies. 
This triggers more follow-up questions about the very concept of emergence that 
may deserve a more thorough analysis based on the inputs of current studies on 
middle-income traps.

Appendix 1. Calculation of the Rate of Profit in China

To calculate the rate of profit, we consider that we can make use of economic 
data provided by the National Bureau of Statistics. We shall assume that the best 
representation of the surplus value (S) is obtained by taking the wages bill off the 
GDP.

As for the constant capital (C), we take the fixed capital stock obtained from 
the GFCF from which we subtract the capital related to residential investment that 
does not make a direct contribution to the accumulation process in the productive 
apparatus, although it is part of the GFCF. As observed by Joan Robinson (1951), 
when comparing the flows, it may be more rigorous to take into account the value 
of constant capital that has been effectively spent over just one period of production 
to measure the rate of profit over that period, rather than take the constant capital 
advanced as a whole. However, according to profit rate calculations made for the 
United States by Moseley (1991), Duménil and Lévy (2002) or Kliman (2007), 
we think it is more pertinent to use the fixed capital stock instead of the annual 
gross formation when calculating the rate of profit. Indeed, according to Marx 
(1968, 887),

The surplus value is the result of both the value of capital advanced involved in the 
product cost and the value not involved in this cost; [. . .] Like Malthus, we could further 
abridge the reasoning by putting it simply and bluntly: “capitalism expects an equal 
profit upon all the parts of the capital it advances.”

Note

1. See CEIC, the China Economic and Industry Data, https://www.ceicdata.com/en/countries/china.

The World Association for Political Economy (WAPE) 
Homepage: www.wapeweb.com  Email: wapemember@vip.163.com

CC BY-NC-SA 3.0



A MARXIST APPROACH OF THE MIDDLE-INCOME TRAP IN CHINA 317

World Review of Political Economy Vol. 6 No. 3 Fall 2015

References

Aiyar, S., R. Duval, D. Puy, Y. Wu, and L. Zhang. 2013. “Growth Slowdowns and the Middle Income 
Trap.” IMF working paper, March.

Anand, R., K. Cheng, S. Rehman, and L. Zhang. 2014. “Potential Growth in Emerging Asia.” IMF 
working paper, January.

Bai, C., C. Hsieh, and Y. Qian. 2006. “The Return to Capital in China.” Cambridge, NBER Working 
Paper, no. 12755, December.

Barnett, S., and R. Brooks. 2006. “What’s Driving Investment in China?” IMF working paper, 
November.

Barro, R. 1990. “Government Spending in a Simple Model of Endogeneous Growth.” Journal of 
Political Economy 98 (5): 103–25.

Batisse, C. 2005. “Localisation des industries manufacturières et déséquilibres spatiaux.” Perspectives 
Chinoises, no. 89 (May–June): 37–45.

Cai, F. 2012. “Is There a ‘Middle-Income Trap’? Theories, Experiences and Relevance to China.” 
China and World Economy 20 (1): 49–61.

Cai, F., and M. Wang. 2012. “Labour Market Changes, Labour Disputes and Social Cohesion in 
China.” OECD Development Centre working paper, no, 307, January.

Cai, F., and Y. Lu. 2013. “Population Change and Resulting Slowdown in Potential GDP Growth in 
China.” China and World Economy 21 (2): 1–14.

Ceglowski, J., and S. Golub. 2012. “Does China Still Have a Labor Cost Advantage?” CESIFO 
working paper, no. 3579, September.

Cette, G., Y. Kocoglu, and J. Mairesse. 2009. “Productivity Growth and Levels in France, Japan, the 
United States in the Twentieth Century.” Cambridge, NBER working paper series, no. 15577.

Chan, A. 2004. “Condition ouvrière: les signes d’une évolution.” Perspectives Chinoises, n°86 
(November–December): 25–34.

Cieniewski, S. 2006. “La profitabilité des entreprises chinoises.” Fiches de Synthèse DREE, April 28, 
www.dree.org.

Das, M., and P. N’Diaye. 2013. “Chronicle of a Decline Foretold: Has China Reached the Lewis 
Turning Point?” IMF working paper, January.

Dollar, D., and S. J. Wei. 2007. “Das (Wasted) Kapital: Firm Ownership and Investment Efficiency in 
China.” IMF working paper, January.

Duménil, G., and D. Lévy. 2002. “The Field of Capital Mobility and the Gravitation of Profit Rates 
(USA 1948–2000).” Review of Radical Political Economy 34: 417–36.

Eichengreen, B., D. Park, and K. Shin. 2011. “When Fast Economies Slow Down: International 
Evidence and Implications for China.” NBER working paper, no. 16919, March.

Eichengreen, B., D. Park, and K. Shin. 2013. “Growth Slowdowns Redux: New Evidence on the 
Middle-Income Trap.” NBER working paper, no. 18673, January.

Felipe, J., and U. Kumar, 2011. “Unit Labor Costs in the Eurozone: The Competitiveness Debate 
Again.” Levy Economics Institute, New York, February.

Felipe, J., and U. Kumar. 2012. “Tracking the Middle Income Trap: What Is It, Who Is in It, and Why.” 
ADB Economics working paper series, no. 306, March.

Felipe J., U. Kumar, and A. Abdon. 2010. “How Rich Countries Became Rich and Why Poor Countries 
Remain Poor: It’s Economic Structure . . . Duh!” Levy Economics Institute working paper no. 644, 
November.

Felipe, J., E. Laviña, and E. X. Fan. 2008. “The Diverging Patterns of Profitability, Investment and 
Growth of China and India during 1980–2003.” World Development 36 (5): 741–74.

Gaulard, M. 2014. Karl Marx à Pékin, Les racines de la crise en Chine capitaliste. Paris: Demopolis.
Glyn, A. 1997. “Does Aggregate Profitability Really Matter?” Cambridge Journal of Economics 21 

(5): 593–619.

The World Association for Political Economy (WAPE) 
Homepage: www.wapeweb.com  Email: wapemember@vip.163.com

CC BY-NC-SA 3.0



318 MYLÈNE GAULARD

WRPE Produced and distributed by Pluto Journals www.plutojournals.com/wrpe/

Grossman, H. 1992. The Law of Accumulation and Breakdown of the Capitalist System. London: Pluto 
Press.

Holz, C., and A. Mehrotra. 2013. “Wage and Price Dynamics in a Large Emerging Economy: The Case 
of China.” BIS working paper, no. 409, April.

Indermit, G., and H. Kharas. 2007. An East Asian Renaissance, Ideas for Economic Growth. 
Washington: World Bank Report.

Kharas, H. 2009. “China’s Transition to a High Income Economy: Escaping the Middle Income Trap.” 
Wolfensohn Center for Development, November.

Kharas, H., and G. Gertz. 2010. “The New Global Middle Class: A Cross-Over from West to East.” 
In China’s Emerging Middle Class: Beyond Economic Transformation, edited by C. Li, 32–54. 
Washington: Brookings Institution Press.

Kharas, H., and H. Kohli. 2011. “What Is the Middle Income Trap, Why Do Countries Fall into It, and 
How Can It Be Avoided?” Global Journal of Emerging Market Economies 3 (3): 281–89.

Kliman, A. 2007. Reclaiming Marx’s “Capital”: A Refutation of the Myth of Inconsistency. London: 
Lexington Books.

Knight, J., Q. Deng, and S. Li. 2011. “The Puzzle of Migrant Labour Shortage and Rural Labour 
Surplus in China.” China Economic Review 4 (22): 585–600.

Koopman, R., Z. Wang, and S.-J. Wei. 2012. “Estimating Domestic Content in Exports When 
Processing Trade Is Pervasive.” Journal of Development Economics 99 (1): 178–89.

Lee, I. H., M. Syed, and X. Liu. 2012. “Is China Over-Investing and Does It Matter?” IMF working 
paper, November.

Lewis, A. 1954. “Economic Development with Unlimited Supplies of Labour.” The Manchester School 
22 (2): 139–91.

Lewis, A. 1968. “Reflections on Unlimited Labour.” Princeton University, discussion paper, no. 5, 
October.

Li, H., P. W. Liu, and J. Zhang. 2012. “Estimating Returns to Education Using Twins in Urban China.” 
Journal of Development Economics 97 (2): 494–504.

Li, Y., J. Whalley, S. Zhang, and X. Zhao. 2008. “The Higher Educational Transformation of China and 
Its Global Implications.” The World Economy 34 (4): 516–45.

Lucas, R. 1990. “Why Doesn’t Capital Flow from Rich to Poor Countries?” The American Economic 
Review 80 (2): 92–96.

Marquetti, A. 2003. “Analyzing Historical and Regional Patterns of Technical Change from a Classi-
cal-Marxian Perspective.” Journal of Economic Behavior and Organization 52:191–200.

Marx, K. 1968. Le Capital. Livre III. Paris: Gallimard.
Moseley, F. 1991. The Falling Rate of Profit in the Postwar United States Economy. New York: St 

Martin’s Press.
Peltier, C. 2014. “La Chine rattrapée par sa dette.” Conjoncture, BNP Paribas, February.
Piovani, C., and M. Li. 2011. “One Hundred Million Jobs for the Chinese Workers! Why China’s 

Current Model of Development Is Unsustainable and How a Progressive Economic Program Can 
Help the Chinese Workers, the Chinese Economy, and China’s Environment.” Review of Radical 
Political Economics 43 (1): 77–94.

Poncet, S. 2004. “La fragmentation du marché intérieur chinois.” Perspectives Chinoises, n°84, July–
August:11–20.

Robinson, J. 1951. “Marx and Keynes.” In Collected Papers I, by Robinson, 133–45. Oxford: Basil 
Blackwell.

Romer, P. 1990. “Endogenous Technological Change.” The Journal of Political Economy 98 (5): S71–
S102.

Solow, R. 1956. “A Contribution to the Theory of Economic Growth.” The Quarterly Journal of 
Economics 70 (1): 65–94.

Urban, M. 2013. “La compétitivité de la Chine face à la hausse du coût des facteurs de production.” 
Bulletin Economique Chine, Ambassade de France en Chine, February, n°54.

The World Association for Political Economy (WAPE) 
Homepage: www.wapeweb.com  Email: wapemember@vip.163.com

CC BY-NC-SA 3.0



A MARXIST APPROACH OF THE MIDDLE-INCOME TRAP IN CHINA 319

World Review of Political Economy Vol. 6 No. 3 Fall 2015

Wang, X., and W. T. Woo. 2011. “The Size and Distribution of Hidden Household Income in China.” 
Asian Economic Papers 10 (1): 1–26.

Woo, W. T. 2012. “China Meets the Middle-Income Trap: The Large Potholes in the Road to 
Catching-Up.” School of Economics, Fudan University, Shanghai, August 1.

Xing, Y., and M. Pradhananga. 2013. “How Important Is Exports and FDI for China’s Economic 
Growth?” GRIPS discussion paper, Tokyo, May.

Yaffe, D. 1973. “The Marxian Theory of Crisis, Capital and the State.” Economy and Society 2 (2): 
186–232.

Yang, D. U., and M. Wang. 2010. “Demographic Aging and Employment in China.” International 
Labour Organization, Employment working paper, no. 57.

Yang, D. T., V. Chen, and R. Monarch, 2010. “Rising Wages: Has China Lost Its Global Labor 
Advantage?” Institute for the Study of Labor, Bonn, discussion paper, no. 5008.

Young, A. 1993. “Lessons from the East Asian NICs: A Contrarian View.” NBER working paper, no. 
4482, October.

Zhang, X., J. Yang, and S. Wang. 2010. “China Has Reached the Lewis Turning Point.” IFPRI 
discussion paper, no. 977, May.

Zhang, L., H. Yi, R. Luo, C. Liu, and S. Rozelle. 2013. “The Human Capital Roots of the Middle 
Income Trap: The Case of China.” Agricultural Economics 44 (November): 151–62.

Zheng, J., and A. Bigsten. 2008. “Can China’s Growth Be Sustained? A Productivity Perspective.” 
World Development 34 (4): 874–88.

Zhu, A., and D. Kotz. 2011. “The Dependence of China’s Economic Growth on Exports and 
Investment.” Review of Radical Political Economics 43 (1): 9–32.

Zhu, C., and G. Wan. 2012. “Rising Inequality in China and the Move to a Balanced Economy.” China 
and World Economy 20 (1): 83–104.

Zhuang, J., P. Vandenberg, and Y. Huang. 2012. “Growing beyond the Low-Cost Advantage.” Asian 
Development Bank, Manila, October.

The World Association for Political Economy (WAPE) 
Homepage: www.wapeweb.com  Email: wapemember@vip.163.com

CC BY-NC-SA 3.0




