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Chinese policymakers recently outlined their 
objectives for economic and societal   
development in the 14th Five-Year Plan 
(2021-2025). This is important for analysing 
not only the future direction of China, but 
around the world as China’s economy 
becomes a major player for sources of 
growth, trade and investment in the global 
economy. 

This paper investigates the significance of 
the five-year planning process for the China 
government, the major initiatives 
announced, and the potential impacts for 
Pacific investors.

Introduction



Role of the Five-Year Plan (FYP)

Influenced by the Soviet Union’s centralised economic 
planning, China started the process of central planning 
for the economy in 1953, soon after the founding of the 
People’s Republic of China in 1949. For China, this aspect
of central planning has continued even after it 
transitioned away from a purely socialist economy and 
towards a market-driven model. In the late 1970s, China 
started the process of economic reforms, which saw 
China open up to the international community and 
foreign investment. Today, modern China has 
embraced the role of the market in allocating resources 
in the economy.

As market forces play a growing role in resource   
allocation, China’s FYPs have focused more towards 
outlining aspirations for improving the standard of 
living for the Chinese people. In addition, these plans 
allow the government to prioritise the development of 
industries and markets that may often be                   
under-allocated or overlooked by pure market forces 
alone. 

China’s planning process for the 14th FYP involved the 
input from thousands of think tanks, government 
agencies, universities, prominent scholars and 
professionals. The government alone received more 
than one million suggestions for the 14th FYP in the 
lead up to the fifth plenum. Chinese officials have a 
strong record for executing FYPs against their 
deliverables and the development of China has tracked 
closely to these plans over the past 70 years. 

The 14th FYP for the Chinese government has come at a 
crucial time for China’s development. Rising uncertainty 
in the global economy due to protectionism and
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unilateralism, represent a threat to China’s export 
growth and industrial development. Moreover, the 
impact of the global pandemic has resulted in 
disruptions in supply chains and the labor market, 
which has led to the rise of remote working, which 
accelerated digitalisation and automation. The 
pandemic has also highlighted the need to develop
and to grow sustainably. The 14th FYP has provided 
direction across all of these issues, concluding that and 
prosperous society by the turn of the century. The 
below highlights the key initiatives.

Major initiatives announced

Economic growth remains a key foundation
for social development:

The 14th FYP plan estimates China’s economy will grow 
from US$14.34 trillion in 2019 to US$14.89 trillion by the 
end of 2020. This will place China as the only country in 
the G20 to record positive growth for this year. At this 
size, China’s economy will have also surpassed that of 
the 27 European Nations combined.

Looking ahead, China’s goal for 2035 is to become 
‘moderately developed’. While there is no set 
definition as to what ‘moderately developed’ means, 
and with official policy documents omitting an explicit 
growth target, President Xi has outlined a path 
towards doubling the size of the Chinese economy by 
2035. This will imply per capita GDP of around 
US$20,000. At this level, China’s income would be on 
par with Greece and Portugal, but still below the 
United States and Australia. However, China’s economy 
at this level of income would be the largest in the 
world. This implicitly states the government has
confidence to achieve growth at a range of between 4-
6% over the next 15 years.

China's 14th Five-Year 
Plan
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Productivity and internal consumption take
centre stage:

For China to realise its 2035 growth ambitions, pursuit 
towards boosting productivity and innovation is     
necessary. The Chinese economy is currently in a 
growth transition where consumption increases as a 
share of the economy. Chinese policymakers have 
called this strategy “dual circulation” as the internal 
market and consumption becomes the primary driver 
or ‘inner circle’ for growth. This is supported by the 
‘external circle’, which is driven by export growth and 
expansion into international markets.

With China’s middle class expected to double from 
around 400 million people to 800 million people in 
2035, China’s potential for rising consumption is    
substantial. However, for consumption to grow,   
productivity is needed to drive sustained income 
growth. The government has relied on technology 
and scientific discovery to play a key role in solving 
society’s problems and the Chinese economy is 
gradually moving up the value chain by pivoting    
towards advance manufacturing. The 14th FYP has 
put emphasis across seven types of new                       
infrastructure development which will help fulfil the 
economy’s modernisation. These include:

•     5G infrastructure 

•     Ultra-high voltage electricity transmission 

•     Inter-city high-speed rail networks 

•     Renewable energy charging stations 

•     Big data centres 

•     Artificial intelligence 

•     Industry IoT 

Part of the push towards greater technological 
development is due to external factors, such as trade 
restrictions, which has limited China’s access to key 
inputs. This has resulted in a greater incentive for 
China to become more self-reliant. That said, China is 
still a strong advocate for global trade and the 
external sector remains a key market for China’s 
economic development as the second part of the 
dual circulation strategy.  
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Green development:

Policymakers have also emphasised the importance of 

sustainable development with environmental 

protection a key part of the 14th FYP. Specifically, the 

plan has outlined a “4 Revolutions & 1 Cooperation” 

strategy on energy. The revolutions refer to energy 

consumption, energy supply, energy technology and 

energy governance. The co-operation refers to 

international collaboration. The energy goal set for the 

14th FYP will be in coordination with China’s national 

plan to achieve an almost 20% share of non-fossil 

energy in national energy consumption by 2030. 

Furthermore, China has recently outlined a plan to 

achieve carbon neutrality by 2060. These ambitious 

targets will result in rising investment across renewable 

energy production. Currently, renewable energy use in 

China is around 14% which is dominated by 

hydroelectricity production at around 9%. This would 

suggest significant growth opportunities for solar and 

wind. 

The 14th FYP outlined by the government represents 

ambitious goals for China’s development. The journey 

ahead will be more challenging compared to China’s 

first 30 years of growth and opening up. One of the 

major challenges for China’s potential growth is the 
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aging demographic. By 2033 it is estimated that up to 

20% of the population will be aged over 65, and by 

2060 this will rise to more than 35% of the population. 

While this will also be a feature in most advanced 

economies, the speed of aging in China is faster. At the 

same time, China’s labour competitiveness will also 

decline relative to other emerging markets such as 

Indonesia, Thailand and Vietnam. 

Chinese policymakers are acutely aware of these 

challenges and as the return from labour is going to 

decline, policymakers have instead targeted return on 

labour by lifting total factor productivity. One key 

component to achieving this is infrastructure. China’s 

infrastructure development has been the backbone for 

the country’s growth. For instance, China has built the 

world’s largest network of high-speed rail, which is 

important for boosting competitiveness. China is also a 

global leader in 5G wireless communication, which will 

be a key source for growth in the digital economy. It is 

also the key to unlocking and supporting new growth 

sectors such as industry (IoT) and artificial intelligence. 

Infrastructure development has been emphasised in 

the 14th FYP as a critical area for development. As a 

result, we expect very few countries to be able to 

replicate China’s competitiveness in infrastructure as 

they do not possess a scale advantage.

Chart 1: Urbanisation ratio (%)

Source: Worldbank, Mercer
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China’s scale advantage would also be   
applicable in the manufacturing sector to 
bring down costs. Another unique advantage 
for China’s labour market is a deep pool of 
highly specialised and skilled workers. 
Precision manufacturing and advance 
manufacturing requires a highly technical 
workforce. Currently, there are more STEM 
(Science, Technology, Engineering, 
Mathematics) graduates in China than 
anywhere else in the world. While traditional 
manufacturing in apparel and other low-value 
products has gradually exited China, this has 
been replaced by advanced manufacturing. 
Finally, China’s hinterland remains relatively 
underdeveloped and with a national 
urbanisation rate of around 60%, which is still 
well below advance economy levels, there is 
still room for improvement ahead. On a 
combination of these factors, we do believe 
that growth of around 4-6% is possible and 
realistic through to 2035.
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China’s rapid growth across the middle class will 

provide many more opportunities for Australian and 

New Zealand companies in the coming years and 

proximity to China remains a key advantage. While the 

current trade climate has become highly politicised and 

understanding the root cause of trade tensions is 

complex due to multiple interaction effects between 

Australia, China and the United States. We continue to 

expect natural complementarity of Australian and New 

Zealand exports which can remain a viable source for 

national income in the long run if properly realised. 

Chinese asset classes remain under-represented in 

global portfolios relative to the size of the Chinese 

economy in the world. This has meant Chinese asset 

classes including equities and bonds have continued to  

provide a unique source for diversification in a market 

that is less efficient from an institutional perspective1.  

For Chinese equities, we anticipate the move towards 

higher consumption, the push for technological driven 

development will drive a stronger relationship between 

economic growth and share market returns. A recent 

example is the creation of the STAR index in July 2019, 

which is China’s NASDAQ style science and technology 

innovation board. This board was created with the 

objective to increase public funding for enterprises with 
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core technologies. So far, returns in the STAR index for 

2020 to the end of Oct 2020 was 39.9%, which has 

greatly outperformed the NASDAQ index which 

returned 21.6%. As a greater number of Chinese 

companies come to the market for equity financing we 

also expect the IPO market in China to perform well. 

Implications for Pacific 

investors

The 14th FYP has provided guidance in terms of China’s future direction for the 

economy. The transition towards higher value chain production and the 

continued rise of consumption in the domestic market will present ongoing 

opportunities for foreign firms in the Pacific to establish a presence. 

Chart 2: China and US technology indices

1 Refer also our paper “A case for active investment in China – an Australian perspective”, Mercer, 2019.

Source: Bloomberg, Mercer
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For Chinese bonds, the natural advantage in this  

environment of low interest rates is the positive yield 

advantage relative to developed market bonds. Ten-

year Chinese government bonds yielded 3.10% at the 

end of October, which is well above Australian or most 

other developed market government bond rates. The 

market remains a good source for uncorrelated returns 

as Chinese monetary policy settings often run 

countercyclical to the US Federal Reserve. For instance, 

in 2020 the People’s Bank of China quickly normalised 

interest rates to pre-crisis levels once the pandemic was 

under control whereas in the United States, the Federal 

Reserve has maintained interest rates at the ‘zero lower 

bound’ and embarked on more aggressive quantitative 

easing. 
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 The RMB will also play a larger role in financial markets. 

We envisage the RMB to rise in the global payments 

system especially in line with the growing role of 

China’s economy in supporting international trade and 

investment. The RMB was included in the IMF’s Special 

Drawing Rights basket in 2016 as a reserve currency and 

use across financial markets has steadily increased as 

Chinese assets steadily integrate into global capital 

markets. This is part of a greater policy objective 

towards encouraging two-way investment flows. 

Therefore, the People’s Bank of China will likely 

continue to support RMB internationalisation. While it is 

difficult to pinpoint an exact timeline, the government 

and the central bank are likely to take a patient view 

and not rush into liberalisation. 

Chart 3: 10-year government bonds

Source: Bloomberg, Mercer
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Conclusions

China’s growth transition over the next five years will 

result in steady changes to the underlying economy. 

Rising internal consumption, the pursuit of homegrown 

innovation and green development will help raise the 

standard of living for Chinese citizens. We have also 

highlighted that China’s growth is not without its 

challenges. These can be political, as China determines 

its role on the world stage and in terms of civil liberties, 

demographical with declining birth rates or economical 

with rising labour costs. 

Australian and New Zealand companies may potentially 

benefit from China’s growing middle class when 

international relationships normalise. 

For Pacific investors, access to Chinese asset classes 

has become easier through index inclusion of Chinese 

equities and bonds in global benchmarks. Ongoing 

liberalisation of China’s onshore markets has allowed 

more investors to invest directly. 

While we await the full and final 14th FYP to be 

delivered by the National People’s Congress in March 

2021, the blueprint for the 14th FYP documents signifies 

China’s growing importance as a source of growth in a 

world that is increasingly characterised by low returns 

and low interest rates. 

For further information contact:
Yaying Dong
Market Strategist, Australia
Mercer Investments
T. +61 2 8864 6930
E. yaying.dong@mercer.com

www.mercer.com.au
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Important Notices

This document has been prepared by Mercer Investments (Australia) 
Limited (MIAL) ABN 66 008 612 397, Australian Financial Services Licence 
#244385.

References to Mercer shall be construed to include Mercer LLC and/or 
its associated companies.

© 2020 Mercer LLC. All rights reserved.

This contains confidential and proprietary information of Mercer and is 
intended for the exclusive use of the parties to whom it was provided
by Mercer. Its content may not be modified, sold or otherwise provided, 
in whole or in part, to any other person or entity, without Mercer’s prior 
written permission.

Information contained herein has been obtained from a range of third
party sources. While the information is believed to be reliable, Mercer
has not sought to verify it independently. As such, Mercer makes no 
representations or warranties as to the accuracy of the information 
presented and takes no responsibility or liability (including for indirect, 
consequential or incidental damages), for any error, omission or inaccuracy 
in the data supplied by any third party.

Any advice contained in this document is of a general nature only, and 
does not take into account the objectives, financial situation or personal 
needs of any particular individual. Prior to acting on any information 
contained in this document, you need to consider the appropriateness
of the advice taking into account your own objectives, financial                   
situation and needs, consider the Product Disclosure Statement for any 
product you are considering, and seek professional advice from a                    
licensed, or appropriately authorised financial adviser if you are unsure of 
what action to take.

The findings, ratings and/or opinions expressed herein are the intellectual 
property of Mercer and are subject to change without notice. They are
not intended to convey any guarantees as to the future performance of
the investment products, asset classes or capital markets discussed.  Past 
performance does not guarantee future results. Mercer’s ratings do not 
constitute individualised investment advice.

This does not constitute an offer or a solicitation of an offer to buy or
sell securities, commodities and/or any other financial instruments or 
products or constitute a solicitation on behalf of any of the investment 
managers, their affiliates, products or strategies that Mercer may evaluate 
or recommend.

For Mercer’s conflict of interest disclosures, contact your Mercer 
representative or see www.mercer.com/conflictsofinterest.

Mercer universes: Mercer’s universes are intended to provide collective 
samples of strategies that best allow for robust peer group comparisons 
over a chosen timeframe. Mercer does not assert that the peer groups are 
wholly representative of and applicable to all strategies available to        
investors.

Risk Warnings: The value of your investments can go down as well as up, 
and you may not get back the amount you have invested. Investments    
denominated in a foreign currency will  fluctuate with the value of the    
currency. Certain investments carry additional risks that should be          
considered before choosing an investment manager or making an
investment decision.

‘MERCER’ is a registered trademark of Mercer (Australia) Pty Ltd 
ABN 32 005 315 917.


