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Abstract  This article discusses the challenges facing China’s economy and 
assesses the likelihood of China falling into the “middle-income trap.” In the 
view of this author, an upper middle growth rate of 6.5% to 7% can be achieved 
if China undertakes further economic reforms in the areas of agriculture, 
household registration system, urbanization and social insurance system.  
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I have been assigned a task by Dean Yingyi Qian today. Tsinghua University will 
organize some activities tomorrow to celebrate its 104th anniversary on this 
weekend, so my speech at the School of Economics and Management could be 
considered a celebratory activity for the anniversary. Today, I will talk about 
China’s transformation from a high to an upper middle growth rate. Is it possible? 
If it is, which path can lead to it? Otherwise what will become of it? I would like 
to shed some light on this macro issue, since many of the problems related to it 
can become subjects for our research. 

The title of my speech is “The Possibility and Approaches to an Upper Middle 
Growth Rate.” It will cover the following four aspects: first, a brief overview of 
the characteristics of China’s economic growth so far; second, features of the 

                                                        
1 Editor’s note: The author is China’s Minister of Finance. This article is based on his speech 
at “Tsinghua High-level Forum on the Chinese Economy” organized by School of Economics 
and Management, Tsinghua University on April 24th, 2015. To stimulate discussions and 
research, this journal periodically publishes opinions written by economists on issues related to 
China and other transition or emerging economies. The views expressed here are those of the 
author and do not necessarily reflect those of this journal.  
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current economic stage; third, the possibility of falling into the “middle-income 
trap”; and fourth, approaches to get out of such a “trap” and maintain an upper 
middle growth rate. I will discuss these four aspects with a focus on the 
relationship between labor productivity and wage increase. 

1  Overview of the Three Stages of China’s Economic Growth 

Since reform and opening-up began, China witnessed wage increases that 
exceeded the growth of labor productivity from the 1980s to the early and mid 
1990s. This represented the early stage of cost actualization. At that time, I 
earned 70–80 yuan each month, while migrant workers in Guangdong enjoyed a 
monthly wage of 200–300 yuan. During the planned economy period, wages 
were set at a very low level to achieve high profit. As most enterprises were 
state-owned, this meant high investment, high profit and high government 
revenues. The early stage of cost actualization continued until the early and mid 
1990s, when the problem of artificially depressed low wages was basically 
solved. During this process, wages rose rapidly but the growth in labor 
productivity was uneven, resulting in inflationary pressure. 

The mid-1990s witnessed the second stage of further wage cost actualization. 
Pensions, medical and housing expenditures used to be listed as other costs borne 
by enterprises instead of wage cost; reforms in these aspects, namely, reform in 
pensions, medical insurance and monetization of housing distribution, were 
launched in the mid-1990s, contributing to further actualization of wage cost. 
Following the formal establishment of market economy at the 14th National 
Congress of the CPC and the emergence of plural ownerships, labor was freed 
and labor productivity was boosted, with demographic dividends in full play. 
Reform in the early stage mainly involved township enterprises, many of which 
went into bankruptcy in the mid and late 1990s as previously they were only 
surviving in the cracks and so lost competitiveness when real competition 
emerged from real marketization. Labor force started to become truly mobile and, 
as we can see, demographic dividends entered into the manufacturing industry in 
a large scale. This stage continued up to 2007; during this period the increase of 
wages was lower than that of labor productivity. 

In the previous two stages, economic growth reached 9%–10%. Moreover, one 
can say that the economy was basically healthy. Of course, there were many 
distortions in the economy, such as the problems in pensions, medical and 
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housing reforms. The negative effects of these distortions, however, were 
reduced by the huge demographic dividend, allowing for a comparatively rapid 
economic growth. There were generally no big problems except for some 
setbacks or inflation or deflation due to external shocks. 

The year of 2007 was a turning point. Since this year the increase in wages 
became higher than that of labor productivity. The Labor Contract Law was 
deliberated in 2007 and enacted as of January 2008. I know a lot of people might 
disagree with me on this point, but the Law has many drawbacks. The drawbacks 
lie in that it reduces mobility and flexibility in the labor market. Employees could 
quit but not be fired by employers, which caused many investors to leave China. 
It is proper to implement collective enterprise bargaining, but it is not the same 
case with collective industrial and regional bargaining. It is the latter that caused 
rigidity of labor market in Europe. The Detroit Trade Union in the USA was very 
powerful, and their workers enjoyed high wages and welfare; there, the cost of 
producing a car was 2,000 dollars higher than that of automobile enterprises 
invested by Japan in southern USA. This eventually led to the bankruptcy of 
Detroit’s automobile industry. 

Another major problem arose as the growth in labor force began to slow down 
with an aging population. Moreover, the second generation migrant workers 
entered the labor market, and they had different standards for job selection than 
the first generation. These problems required timely policy adjustments. It was 
just at this moment that the global financial crisis broke out, China therefore put 
forth an economic stimulus package of approximately 4 trillion yuan, and these 
problems were covered up by the growth resulted from the large scale 
investments. In 2009 and 2010, for example, while wage growth was high, 
economic growth was even higher. After the unsustainable stimulus policy 
stopped, the increase of labor productivity was again slower than that of wages. 

To sum up, China’s economic growth since its reform and opening-up 
underwent three stages: from the 1980s to the early and mid-1990s, from the 
mid-1990s to 2007, and the post-stimulus period from 2008 up to now. 

2  Characteristics of the Chinese Economy in the Current 
Stage: “Overlap of Three Stages” 

At present, China’s economy is in a stage termed the “overlap of three stages”. 
These “three stages” are the gear shifting in economic growth rate, the transition 
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associated with economic restructuring and the digestion of the previous stimulus 
policy. 

The gear shifting in economic growth rate is an inevitable stage. Firstly, the 
population in China is aging; the proportion of people over 65 years old 
accounted for 8.1% in 2011 and increased to 10.1% in 2014. A figure exceeding 
10% signifies an aging society. Secondly, the working-age population, namely, 
people aged 16–59 years old, has been decreasing since 2012 (by 3 million) and 
will further decrease in the future. Thirdly, especially from 2007, wages have 
undergone an abrupt rise so that wage increase has been higher than that of labor 
productivity. In 2014, GDP per capita in our country was around $7500, lower 
than that of Malaysia but slightly higher than that of Thailand. However, a 
survey by the Chinese Academy of Social Sciences showed that the wages in 
Shanghai was 1.16 times that of Kuala Lumpur and 1.8 times that of Bangkok, 
indicating that China’s wage has lost its competitiveness. In the meantime, the 
Labor Contract Law has reduced the flexibility of the labor market. If other 
constraints remain unchanged, along with the reduction of working-age 
population, a substantial increase in labor productivity is required to guarantee 
economic growth. Otherwise, inflation or “stagflation” will occur due to a higher 
wage increase than the increase of labor productivity for an extended period of 
time. Consequently, if no effective measures and policies (including economic 
reforms) are adopted, the potential economic growth rate may be lower than 5%. 

Owing to rapid wage increase in recent years, the manufacturing industry in 
some coastal areas has begun to use robots, both in a scale and at a speed beyond 
our imagination. Now, China is home to more than half of the world’s robots; of 
course, most of these robots are primary ones, very few intelligent robots. This 
contributes to increases in labor productivity. Without these changes, our 
potential economic growth might be even lower. 

The second of the “three stages” is associated with the throes of economic 
restructuring. Economic restructuring refers to structural reform carried out for 
the adjustments of economic structure. We will talk about it later. First, let us 
take a look at the third stage, featured by digestion of the previous stimulus 
policy. 

The previous stimulus policy has brought some problems. The first one is a 
high leverage ratio. There are many statements on leverage ratio. Recently, it was 
280% according to Bloomberg and 230% by some others; all these estimates 
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probably have their own basis for analysis. The simplest method is to refer to the 
M2/GDP ratio, which is now 193%. In my opinion, it is unreasonable to compare 
it with the USA since the USA has a financial system led by capital markets 
instead of banking. Internationally the comparable region is Europe because its 
financial system is also banking-led, but the M2/GDP in Europe is 160% 
compared to China’s 193%. The ratio has increased by approximately 40–50 
points since 2008, mainly due to a massive rise in local government debt as 40% 
of the leverage ratio consists of government debt. According to the National 
Audit Office, debts to be repaid directly by local governments by the first half of 
2013 reached 10.9 trillion yuan, and the figure increased after one year. Debts to 
be repaid indirectly by local governments are subject to a compensatory 
probability of 20% generally, which might dramatically rise in case of economic 
downturn; here there is a great deal of uncertainty. 

Secondly, total factor productivity decreased. We can refer to the proportion of 
equipment investment in total investment, which was 23% in 2007 and decreased 
by 2.6% to 20.4% in 2013. Equipment investment is directly correlated with the 
increase of total factor productivity. The previous stimulus caused a large 
number of activities with respect to construction and real estate, so deleverage is 
required in the digestion period in a proper manner. Rapid deleverage is not 
proper. For example, the USA underwent rapid deleverage in 2008, 2009 and 
2010, leading to negative economic growth and an unemployment rate of 11% in 
2009 and 2010. The figure would reach 16% if we count in the jobless who were 
not registered as unemployed. Far less resilient than the US, China has to 
consider slow and reliable digestion of excess capacity, deleverage and also 
recovery of labor productivity. Considering the overlap of these two stages, I am 
not optimistic about China’s GDP growth rate. 

3  Restructuring and Middle-Income Trap 

If no efforts are spared for restructuring, i.e., structural reform in economics 
terms, mid-term growth might reach 6.5%–7%. This is a comparatively 
optimistic prospect requiring arduous efforts. Or we may be faced with another 
scenario, that is, we are likely to fall into the middle-income trap in five to ten 
years and the probability, I think, can even be 50%. What does middle-income 
trap mean? It is actually a stagnation trap that often takes place when a country is 
in the middle income period. Middle income refers to $1,050–12,470 while 
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upper-middle income indicates $5,500–12,470, where our country is at present. 
Some Latin American countries and Southeast Asian countries also experienced 
stagnation in the middle income period. 

Why are we likely to fall into the middle-income trap? As was mentioned 
previously, aging and reduction of the labor force population came too fast. We 
were talking about the Lewis Turning-Point five or six years ago and suddenly 
we found ourselves facing a decrease in the absolute number of the labor force 
population; aging means rapid increase in the proportion of population over 65 
years old. Research by the Chinese Academy of Social Sciences showed that 
worldwide it took on average 40 years for the aging rate to increase from 7% to 
14%, but it was 23 years for China; it took on average 50 years for the aging rate 
to increase from 14% to 21% worldwide, but it was 11 years for China. China’s 
working-age population decreases at a rate of two to three million every year, 
and the situation will last for 20 years. 

Why is there a tendency to fall into the middle-income trap and how? In the 
early stages of economic development, growth depended mainly upon the 
transition of agricultural labor into non-agricultural labor. Proper policies and 
emphasis on education, especially effective education, would bring increase in 
human capital and consequently increase of labor productivity and income. At 
the beginning, wages increased slowly due to an almost limitless supply of labor. 
At this time, capital gain was high and capital accumulation was fast. In this 
process, the quality of capital improved, the economy moved up the value chain, 
both wages rose and total factor productivity rose, leading to higher standards of 
living.  

Of course, what we face now is a process of transformation, a process with 
conflicts arising from many aspects of the economy. If we can successfully go 
through this process, we would avoid the trap of stagnation. Otherwise, we 
would fall into the middle-income trap. Disadvantageous to our country, this 
process has arrived abruptly.  

What conditions are required for China to avoid the trap? There should be 
good policies, including those to increase human capital, to improve the 
flexibility of the labor market, to uphold property rights, to increase factor 
mobility and trade especially for land, and to open the economic environment. 
Problems in Latin America stem from a low degree of openness, gradual rigidity 
of the labor market and populism. Southeast Asia, a bit different from Latin 
America, is faced with other problems, e.g., poor rule by law. 
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In this process, there is an inexorable law, that is, under normal circumstances 
wage increase should be less than the increase of labor productivity. The stage 
since the 1980s discussed above was not normal; it was a process of actualization 
of wage costs that had been artificially depressed. Another universal law is that 
the proportion of government revenue, that is, the so-called macro tax burden, 
should increase gradually to provide redistribution. Mistakes in any of these links 
will lead us to the middle-income trap. And these links are often tangled, which 
can manifest themselves in many ways such as populism, social fickleness, 
absence of rule of law and prevalence of corruption, eventually leading to the 
trap. 

In China, the situation is not so pessimistic. We have created some conditions, 
for instance, opening-up; we are always open to the rest of the world. We benefit 
from opening-up and participation in WTO. Our own and international analyses 
both show that the largest beneficiary of WTO should be China, and we choose 
to open gradually and in an all-round manner. We enjoy a comparatively strong 
and generally prudent fiscal capacity, with labor mobility and flexibility of the 
labor market decreasing but not severely. For example, we did not carry out 
collective industrial or regional bargaining as Europe and Latin America did. 
Enterprises should implement collective bargaining between employees and 
employers internally, but we should never resort to collective industrial or 
regional bargaining. When countries in southern Europe began the labor market 
reform after the financial crisis broke out, their first measure was to terminate 
regional and industrial collective bargaining. The collective industrial bargaining 
in Latin America also resulted in big problems. It was implemented in all 
industries in Brazil, giving rise to too rapid a wage increase, followed by 
inflation and interest rate hikes for ordinary loans and bonds of up to 20%, 
severely affecting economic growth. When I was in China Investment 
Corporation, I paid a visit to Brazil, where the banking industry was holding a 
round of collective wage bargaining; driven by the labor union, wages increased 
in all banks regardless of their financial performance. Who would want to make 
investments in such a situation? 

At the same time, why do I not feel optimistic? The problems we talked about 
just now, such as factor mobility for labor and land, property rights protection 
and opening-up, might evolve for 20 years in other countries, but we have a 
period of adjustment for only five to ten years due to rapid aging. 
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Among the three overlapping stages, the gear shifting of economic growth is 
objective. Even if all other conditions were the same, change in demographic 
structure alone would require a shifting of gear in economic growth. High 
leverage ratio, slowdown of total factor productivity and excess capacity in the 
digestion period are also objective. Without effective adjustment measures, the 
risk will loom large for China to fall into the stagnation trap. 

4  Approaches to an Upper Middle Growth Rate and 
Avoidance of the Middle-Income Trap 

How can we maintain an upper middle growth rate and avoid the middle-income 
trap, especially within such a short period of adjustment? Reform is the way out. 
The Third and Fourth Plenary Sessions of the 18th Central Committee of the CPC 
have set forth specific reform tasks, with the most decisive tasks to be completed 
by 2020. If the tasks set forth by the two plenums can be completed, we will be 
able to step over the middle-income trap. In economics terms, the so-called 
reform means the correction of distortions and the release of potential 
productivity. 

The first and the largest potential lies in the release of the agrarian 
population. In 2014, China had an urbanization rate of 54.8%, 10% lower than 
that of similar developing countries; however, if calculated by registered 
population, the urbanization rate was 35.9%, with the rest being non-native 
permanent residents. The growth must be based on the increase of labor force. 
Then how can we release population from agriculture? On the one hand, we can 
reform agriculture. In 2014, grain output in our country reached 0.6 trillion 
kilograms, but was subsidized by governments at all levels; it was subsidized for 
the entire process from seeds to food on the table. Subsidies interfere with 
resource allocation. For example, soybeans and sorghums should be widely 
planted in northeast China, but farmers plant corn since the cost of corn after 
subsidy is 0.3 yuan per kilogram, which will be purchased by the state at a price 
0.4–0.45 yuan per kilogram (effectively another subsidy). With the market price 
of corn artificially raised, maize processing enterprises suffer great losses, so 
they will strive for state subsidies; in this way, subsidies guide resource 
allocation. We should reduce subsidies that distort prices, consider offering 
subsidies for ecological restoration activities such as conversion of poor quality 
farmland to forests, grasslands and wetlands, and allow farmers to decide 
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themselves what and how to plant, how to sell and how to use. The current 
practice is that the state directly allocates resources through the so-called 
economic leverage, instead of letting the market allocate resources with the state 
playing a supplementary role.  

So what should be done? We should abandon price control and allow farmers 
to make decisions based on comparison of returns. A likely result for resource 
allocation is that, because of low returns to planting grains, concentration in the 
management of cultivated lands would occur in order to achieve an average rate 
of return; smaller farms would carry out various planting and animal husbandry 
that will yield relatively high rate of return; agricultural cooperative 
organizations would develop to help farms connect with the market. Currently, 
even with high subsidies, grain price in our country is still higher than that of the 
international market, reflecting comparatively poor agricultural resource 
conditions in China. A direct consequence of resource allocation after the lift of 
price control would inevitably be a reduction of grain output. It is not necessary 
to be overly concerned about the output reduction since this can be solved by 
moderate imports. For instance, the Argentineans are concerned with whether or 
not the Chinese have to buy soybeans from them; Super China, a documentary 
shot by the Koreans, starts with the statement that soybeans are planted on 40% 
of cultivated land in Argentina, which are mainly sold to China. The 
Argentineans earn more from planting soybeans than they earn from animal 
husbandry, so will they turn back to animal husbandry? Will they refuse to sell 
soybeans to us? And if we stop importing, they will launch a negotiation 
immediately. As long as we retain basic rations, some non-critical varieties, e.g., 
indica, can be imported in a moderate amount. Peace and development prevail in 
today’s world. Especially for popularly elected governments, restricting exports 
of agricultural products means loss of votes and being challenged. What if a 
severe and tense international situation occurs? It can be easily handled by 
keeping inventory turnover of one year, developing grain planting and converting 
grassland to farmland for wheat and wetland to farmland for rice; and it will be 
ready for harvest several months later. 

Abandoning price control and letting the market to allocate resources really 
means market allocation of the labor force and land resources. According to tasks 
set forth at the Third Plenary Session, the pilot project for circulation of 
agricultural lands has already begun. Moreover, for the circulation of collective 



The Possibility and Approaches to an Upper Middle Growth Rate  205 

construction land, pilot areas are being selected for their equal access to market 
as state-owned land, and the same use control applies. After all these are 
implemented, there might be an increasing number of large farms with land 
covering several hundred and even several thousand mu (1mu=666.7m2). Within 
the limit of the WTO “amber box”, China can still provide proper subsidies for 
grain in the form of posterior subsidy instead of whole-process subsidy. Posterior 
subsidy is associated with the setting of some standards, such as standards on 
pesticide and fertilizer residues. Less pesticide and fertilizer use leads to lower 
output, but proper subsidy enables farmers to receive a good price despite the 
low output. 

Through reform in the above-mentioned aspects, we can release agricultural 
labor force, make good use of farmland and increase agricultural productivity; 
meanwhile farmers can earn more income. 

The second one lies in household registration reform. It is also an important 
reform in market allocation of resources, and resources for public services should 
follow the mobile population, especially for public services related to health, 
medicine and education. Ministry of Finance and Ministry of Education are 
cooperating to put into force the lifetime student registration system and are 
exploring the flow of compulsory education resources with school enrollment. 
Reform of household registration system has already begun, but with 
unsatisfactory results. Since the policy on reform of household registration 
system was issued in July 2014, 14 provinces and municipalities have introduced 
implementation plans, but none of them are in provinces where people are 
willing to settle down most. 

The third one lies in reasonable urbanization. A large amount of research 
shows that city belts around metropolises and megalopolises, including small 
cities and towns nearby, provide more opportunities for employment, such as 
design, logistics and life services as well as some producer services around 
manufacturing. It is likely that city belts in western China would form around 
provincial capitals and one or two important cities. In this process, agricultural 
labor will move into nonagricultural sectors, contributing to the increase of labor 
productivity. We must break some obstacles to the flow of labor force. At present, 
limitations imposed on the flow of labor force are prevalent throughout the 
country. The Constitution of 1954 stipulates that the working-age population is 
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entitled to free migration, which was changed in 1958 due to full implementation 
of the planned economy. Later, the most stringent control over population 
mobility was put into practice until the Constitution was revised again in 1982, 
when priority was still given to the planned economy, and the market economy 
was regarded as supplementary. In subsequent amendments to the Constitution, 
sufficient mobility of labor force, a basic element of the market economy, failed 
to be included in the main body. In many areas, it is stipulated that ownership of 
house(s) with property right(s) shall be a prerequisite to household registration. 
This caused a major distortion in the form of excessively high housing price-rent 
ratio (the ratio of housing price to rent). Why cannot household registration be 
based on a rented house? 80% of the population in Germany are tenants, but the 
so-called “metropolis disease” does not occur there. 

Labor force flows to the fields and regions where the highest gains can be 
made, and this is the purpose of urbanization. Of course, appropriate limitations 
should be applied mainly for the sake of fairness. Some states or provinces in 
some countries have set forth that children cannot enjoy the benefits reserved for 
local residents at state or provincial universities before their parents pay local 
taxes for a specified period of time. 

With the development of urbanization, service and manufacturing industries 
may develop toward the higher end of the value chain. To this end, it is necessary 
to remove regulation and provide market access. The State Council is now 
pursuing streamline administration and institute decentralization. Premier Li 
Keqiang has been talking about creation of an environment featured by 
grassroots entrepreneurship and mass innovation, which has achieved desired 
effects, especially in job creation. In addition to further deregulation, the 
government can also take proper measures to guide enterprises to move up the 
value chain. Public finance has been used to establish some funds, which 
transformed the capital previously provided directly to enterprises into “seed 
fund” designed to encourage investment in enterprise innovation by other funds. 
This should produce better results than direct government involvement, and it 
also reduces the opportunity for corruption. 

Of course, when it comes to urbanization, it is inevitable to mention real estate 
tax. Many articles consider that local governments live mainly on land finance, 
since the authors focus on the annual income and expense of land fund, which 
reaches 4–5 trillion yuan. As a matter of fact, local net revenue on land is not that 
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much. National average net revenue after compensation for demolition, 
resettlement and land consolidation accounts for about 20% of the gross revenue. 
The problem lies mostly in that local governments acquire revenues continuously 
from newly added land, causing distortions in land use. In the future, rural 
construction land, subject to use control, is entitled to equal market access, which 
will further reduce net land revenue in local finance. But it is not a big deal, since 
we cannot always solve problems through incremental land. 

We can see that construction land has increased by more than 70% while 
permanent resident population has increased by 50% over the past seven to eight 
years, reflecting a reduction in population density. Cities in our country feature 
not only lower population density as compared to the world average level, not to 
mention OECD countries, but also heavier traffic congestion. This is a symptom 
of land use distortion. Good incentives should be provided in the future, for 
example, real estate tax, which can stimulate local governments to vitalize the 
stock and promote intensive development of cities. 

Fourthly, social insurance system reform is required. Social endowment 
insurance must be directly managed by the national government in order to 
guarantee free mobility of labor. The Third Plenary Session made it clear that 
national overall planning should be applied, but it is necessary to reform the 
current insurance system because of its negative incentive effects. Failure to 
reform into a system with positive incentives, that is, the “more payment, more 
gains” system required by the Third Plenary Session, and to merely increase the 
level of overall planning will be a disaster. Social insurance should achieve 
actuarial balance, with collection, payment, return on investment as well as 
substitution rate, payment age and other factors to be adjusted by actuary. 
Otherwise we cannot get through, especially with the fast approaching of an 
aging population. There are also many problems in medical insurance, which I 
will skip here. 

The above-mentioned reforms are important tasks set forth at the Third 
Plenary Session, in addition to 180 reforms related to the rule of law proposed at 
the Fourth Plenary Session. We have seen that these reforms are proceeding. For 
example, a circuit court of the Supreme Judicial Court has been set up in 
Shenyang to have jurisdiction over three provinces in Northeast China, with 
another established in Shenzhen to cover Hainan, Guangdong and Guangxi 
Provinces. At least several cross-regional circuit courts are required to be set up 
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nationwide, which is a key reform measure to boost market unification and 
fairness. Circuit courts are covered by administrative power of the central 
government, for which the central finance will be liable in terms of expenditures. 
The proportion of expenditures in the central finance should be raised. 

In conclusion, if the decisive tasks determined at the Third and Fourth Plenary 
Sessions will have been completed on time by 2020, I believe we can step over 
the middle-income trap. The next few years are of great significance. On account 
of rapid population aging in our country, we may have only 10 years to do what 
other countries achieved over 20 years, that is, to raise total factor productivity 
and get out of the stagnation trap. In this process, in addition to promoting 
reforms, we also have to address two problems. The first one is deleverage. 
Neither a delay nor an economic slowdown by fast deleverage is allowed. At the 
level of enterprises, in a prosperous equity market, they should rigorously 
develop capital stock financing such as private equity and venture capital. The 
more capital there is, the lower the debt ratio will be. But in this course, 
economic slowdown conflicts with regulation sometimes. Reform requires 
regulation. For example, local debt stock should be both cleared up and provided 
with a way out. It is also required to swap debts, mitigate risks and change modes, 
e.g., to the regulated PPP mode, so as to achieve growth under regulation. 

The other problem is how to keep a good balance between social stability and 
the intensity of reform, and between the progress and intensity of reform. For 
instance, Labor Contract Law enacted in 2008 is an excessively premature law, 
possibly 50 years ahead of its time. But it is difficult to reach a consensus on its 
amendment. Social Insurance Law enacted in 2011 stipulates that personal 
accounts can be inherited. Insurance is subject to law of large numbers and the 
principle of mutual aid. The final result of buying insurance is equivalent to 
mutual aid among people at similar ages. Frankly speaking, insurance refers to 
the short-lived compensating the long-lived. The insurance law, however, regards 
it as savings instead of insurance. So how can the long-lived be compensated? 
We have no choice but to raise the payment rate for units, which is considered 
the right way to go by most people. Medical insurance should be paid throughout 
one’s lifetime, but it is not paid in our country after retirement. In fact, the 
majority of countries carrying out the basic medical insurance system require 
payment after retirement. The US is a special case, where citizens are required to 
pay medical insurance from the age of 65 until death. Commercial insurance 
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supported by tax policy is applied before the age of 65. An aging society is faced 
with all these problems, which also have to be solved at present. 

It is much more difficult than 20 years ago for us to achieve a balance between 
social stability and intensity of reform and between the progress and intensity of 
reform. In my view, if no measures are taken, the growth rate might be around 
5%; but if proper measures are taken to implement favorable reforms, it is 
completely feasible to reach a growth rate of 6.5%–7%, an upper middle growth 
rate in a down-to-earth manner serving both the current and long-term interests 
of the people. The reform measures listed above are in fact tasks specified at the 
Third and Fourth Plenary Sessions, with some under implementation, some under 
experiment and some under active preparation. We should adhere firmly to the 
requirements stated in documents of the Third and Fourth Plenary Sessions to 
resolutely implement decisions and deployments made by the Party Central 
Committee and the State Council and spare no efforts to push aside all obstacles 
and difficulties. At the moment when we set out to study the “13th Five-Year 
Plan,” we are faced with all these problems, not only the targets, but also the 
problem of how to implement tasks determined in the two sessions. The 
approaches mentioned in the title of this speech refer to, in a word, 
implementation of the reforms specified at the Third and Fourth Plenary Sessions. 
In this way, we can achieve an upper middle growth rate and successfully step 
over the middle-income trap. 
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