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China Insights 
China sets economic guideline for the next five years

Summary 

 The latest five-year plan 

focuses on strengthening 

self-dependence while 

deepening opening up 

measures to improve China’s 

economic resilience 

 Without any specific 

numerical goals, the plan re-

emphasises the direction 
toward “quality and 

sustainable” growth and 

accelerating supply-side 

structural reforms 

 Over the coming months, 

Chinese authorities will 

prepare a more detailed draft 

of the economic blueprint 
before submitting to the NPC 

for final approval during the 

“Two Sessions” in March 

2021 

China sets economic guideline for the next five years 

The Communist Party of China (CPC) concluded the fifth plenum of the 19th Party 
Congress in late-October, where it mapped out the policy agenda for the coming five 
years and laid out its long-term vision for the next 15 years. A post-conference 
communique provided a high-level summary of objectives and key areas of 
development. A final and full version of the five-year plan with all specific targets 
and initiatives will be released at and approved by the National People's Congress 
(NPC), China’s parliament, in March 2021. 

Vision 2035 

By 2035, China aims to basically achieve a modernised social-market economy. 
Major goals include raising GDP per capita to the level of moderately developed 
countries with a significant expansion in middle-income population; making major 
breakthroughs in key technologies to become a global leader in innovation; 
establishing a modernised economic system with new-age industrialisation, 
informatisation, urbanisation, and agricultural modernisation; strengthening the 
country’s cultural soft power; achieving “carbon neutrality” by 2060 with tight control 
of carbon emission; as well as significantly narrowing the urban-rural development 
disparities and household income inequity, etc. 

China’s per capita GDP set to exceed USD10,000 in 2020; still a large gap vs  

high-income economies 

GDP per capita (USD) 

Sources: IMF, HSBC Global Asset Management, June 2020
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China sets economic guideline for the next five years (cont’d.) 

14th Five-Year Plan focuses on innovation, technology self-sufficiency, domestic demand, and quality growth 

While details of the 14th FYP are still lacking, we believe it will prioritise the “dual circulation” development strategy. Little has 
been disclosed so far on how China would implement the strategy, but we interpret the key message as a strategic focus on 
strengthening self-dependence (on domestic demand, market and supply-chains and indigenous innovation) while deepening 
opening up measures to improve China’s economic resilience. The communique highlighted the importance of innovation and 
technology in national development; a push for market reforms and accelerating upgrading of economic structure; expanding 
domestic demand with significant improvement in household income, narrower inequity and an “employment first” policy; rural 
and agricultural development; transition to a green economy; as well as further “high-quality” opening up, among others (see 
summary table). Ensuring economic security has been elevated to a high priority level, in our view, especially in the areas of 
food, energy and technology. 

The communique did not mention any specific numerical GDP growth target for the next five years. We expect the 
government to de-emphasise the target, and likely set a lower and more flexible reference (eg around 5.5% or 5.0-5.5%) if at 
all. China is facing external challenges, not least from slowbalisation and geopolitical tensions, as well as dealing with slower 
potential growth given the size and development stage of its economy, setting the scene for a difficult balancing act between 
economic growth and structural reforms. 

We think the 14th FYP represents a continuation of economic transformation from high-growth to high-quality, more balanced 
and sustainable growth through innovation and market reforms set out in the 13th FYP, but also reflects a shift in key strategy 
focus in response to the changing external and domestic environment. Boosting domestic demand, supply chain upgrading, 
and technology self-sufficiency are among the main strategies to hedge against external uncertainties, while China vows to 
continue opening up. Domestically, there have been problems with unbalanced, insufficient and unsustainable developments 
in some areas such as innovation capacity, income distribution, rural-urban gap and environment, etc. We believe that at the 
heart of the “dual circulation” strategy is a rebalancing toward household consumption, which has been slow and uneven, and 
expect more policy efforts to empower consumers. We also think lower barriers to entry and more level-playing field for 
private corporates will be the key too boosting investment. Overall, we think the 14th FYP is aimed at boosting productivity 
(and potential growth) and rebalancing economic developments across sectors and regions through accelerating structural 
reforms.  

Key areas of developments under the proposed 14th Five-Year Plan (2021-25) 

Innovation and 
technology self-
sufficiency 

Innovation and technology self-sufficiency will be a pillar strategy for national development in the next 5-15 
years. China will intensify the national strategic capacity in science and technology. We expect a significant 
increase in spending on research & development (R&D). 

Economic/ industry 
upgrading 

Promote industry upgrading; digitalisation of the economy (more investment in “new infrastructure” including 5G 
networks, AI and data centers etc. expected); and faster development of high-value-added services 

Boosting domestic 
market 

Further expand domestic market via boosting domestic demand and supply-side structural reforms, ie the “dual 
circulation” strategy with a focus on the “domestic circulation.” 

Deepening reforms Deepen economic reforms and enable the market to play a decisive role in resource allocation. China vows to 
make a major progress in reforms on property rights and financial and fiscal/ tax systems. We expect more 
efforts on intellectual property right protection, improving public services and deepening SOE reforms. 

Agricultural and rural Prioritise the development of the agriculture sector and promote revitalisation of rural areas 

New urbanisation Promote new urbanisation and regional coordinated development. We see the potential for breakthroughs in 
urban household registration (hukou) and land reforms as well as major progress in the city cluster plan 

Culture Develop cultural industries and improve the country’s cultural soft power 

Green development Promote green and low-carbon development, calling for improving resources efficiency and an “energy 
revolution.” We think the focus could shift from cutting (idle) capacity in high-polluting materials and heavy 
industries in the 13th FYP to investing more in environment-related equipment, infrastructure, and services 

High-level * high-
quality opening-up 

Maintain a high-level and high-quality opening up policy (across trade, investment and financial and services 
liberalisation). China will continue pushing for more international cooperation – such as the Belt & Road 
Initiative - as well as reforms to attract high-value-added foreign direct investment amid supply-chain shifts 

People’s quality of life  Improve people’s quality of life and the social safety net. Promoting higher-level education, increasing 
household income, and strengthening the “employment-first” policy continue to be focus areas. The 
communique said China would implement strategies to address the ageing population, without elaborating 

Peaceful China Coordinate development and national safety/security 

Military and defense Accelerate the modernisation of national defense and military forces 

Sources: CEIC, HSBC Global Asset Management, October 2020. 

In the following pages we will take a deeper look at how recent events and policy measures are impacting Chinese 
fixed income and equity markets:
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Fixed income 

On a year-to-date basis, bond 
inflow has reached USD108 
billion, already exceeding the 
market expectation of USD100 
billion 

 In October, the yield curve of Chinese government bonds was effectively 

unchanged across maturities, as expectations of new supply have eased going 

into the fourth quarter. According to market estimates, the overall gross 

issuance of government papers will moderate to around RMB13-14 trillion in 

Q4, down from RMB16.6 trillion in Q3. On a net basis, the issuance will decline 

to RMB2.5 trillion from RMB5.9 trillion over the same period. In our view, 

reduced primary supply is likely to ease upward pressure on China rates, which 

have rebounded by 130-150bps across the board since May 

 The onshore RMB bonds, measured by iBoxx ALBI China Onshore Index, 
gained 1.8% in USD terms in the month ending 30 October, bringing the year-

to-date gain to 5.7%. The monthly gain was largely due to dollar weakness, 

which slipped 1.5% against the RMB. On a spot basis, the RMB has 

strengthened about 3.9% against the greenback this year, underpinned by a 

solid economic recovery. In terms of fund flows, inflows into the onshore market 

remained very strong at USD20 billion in September, replacing August (USD19 

billion) as the second highest monthly inflow on record. On a year-to-date basis, 

bond inflow has reached USD108 billion, already exceeding the market 

expectation of USD100 billion  

 In a surprising move, the central bank announced on 10 October that it will 

reduce the reserve requirement ratio for banks when conducting some foreign 

exchange forwards trading to zero from 20%. The move aims to facilitate 

onshore USD purchase by corporates and is seen by the market as a signal to 

slow down RMB appreciation. The 20% reserve requirement ratio was imposed 

in 2018 

 The offshore gauge, the iBoxx ALBI China Offshore Index, rose 1.4% in USD 

terms in October. Elsewhere, investors in the China dollar credit market 

appeared to pursue a buy-and-hold strategy due to their cautious view around 

the US election outcome. The Bloomberg China investment grade credit index 

was flat during the month, while the China high-yield index edged up 0.1% 

 Investors were spooked by a large property developer’s abrupt request to the 

mainland regulators for accelerated approval to raise capital. The company, 

which owed RMB835.5 billion at the end of June, warned of risk to the country’s 
financial system if it didn’t meet a January listing deadline. In recent weeks, the 

company has completed a share sale and asset disposals to shore up its 

balance sheet. In our view, the firm’s leverage represents the risk of a liquidity 

crunch at best, but should not be a significant source of systemic risk. For fixed 

income investors, credit selection remains crucial with the credit differentiation 

theme likely to remain in the spotlight 

Chinese bonds remain steady amidst economic recovery 

3-year cumulative return %                                                                                                 bps 

Sources: Bloomberg, Markit data as of 30 October 2020. Total return in local currency terms.  
For illustrative purposes only and does not constitute any investment recommendation in the above mentioned asset classes, indices or currencies. The views 
and opinions expressed herein are subject to change at any time. 
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Equity market 

53% of Chinese stocks listed in 
both onshore and offshore 
markets reported a 28% year on 
year growth in 3Q earnings 
reinforcing confidence in the 
ongoing economic recovery 

 Both onshore and offshore Chinese equities advanced in October, as investors 

were encouraged by signs of economic recovery and a rebound in tourism 

during the golden week holiday. On a month-to-date basis (30 October), MSCI 

China A Onshore and MSCI China – the onshore and offshore gauge – rose 

1.8% and 5.3% for the month, respectively. Locally the CSI 300 Index of the 

country’s largest companies added 3.9% in US dollar terms, while the Hang 

Seng Index rose 2.7% 

 Despite headwinds, the total value of all shares listed in China’s Shanghai and 

Shenzhen hit USD10 trillion in October, according to Bloomberg. China A-
shares are arguably a bright spot in the global equity arena, rising 21.7% year-

to-date on USD terms, a tad higher than Nasdaq’s 21.6% gain for the same 

period 

 On 3 November, the Shanghai Exchange operator halted the listing of a 

financial technology titan, citing major disclosure issues. The company, backed 

by a Chinese e-commerce giant, subsequently announced it would suspend its 

Hong Kong share sale. The USD35 billion IPO was put on hold after its senior 

executives were summoned by regulators, including the central bank, days 

ahead of its scheduled listing. The company’s debut was originally expected for 

5 November 

 In terms of fund flows (as of 25 October), the southbound trade through the 

Stock Connect has recorded USD70 billion of net buying so far this year, while 

the northbound trade has moderated to USD13 billion of net purchases for the 

same period after a net selling of USD1.25 billion in the last week of October. 

Offshore investors were primarily offloading stocks in financials, industrials and 
consumer staples, while buying into consumer discretionary and IT companies 

 In terms of corporate profitability, 53% of Chinese stocks listed in both onshore 

and offshore markets reported a 28% year on year growth in 3Q earnings, 

reinforcing confidence in the ongoing economic recovery 

 In terms of valuations, the 12-month forward price-to-earnings of MSCI China 

and CSI 300 are now trading at 15.3x and 14.2x, respectively, with a 2020 

consensus earnings growth of -2% for the former and 4% for the latter 

Chinese stocks pull back after recent surge 

1-year cumulative return (%) Forward price to earnings ratio (x). 

Sources: Bloomberg, HSBC Global Asset Management, as of 30 October 2020. Total return in local currency terms. 
Investment involves risks. Past performance is not indicative of future performance. 
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Sector1 Outlook Comment 

Consumer 
Discretionary  +

In particular, we like e-commerce platforms with faster adoption rates and 

expanding net margins along with better logistical systems. We prefer companies 

that are likely to benefit from domestic consumption and tourism recovery. 

Consumer Staples +

Margin expansion capability of select strong staple brand names remains large 

with higher pricing power and through the ecommerce channel. Demand should 
recover quickly after COVID-19 outbreak, specially for alcoholic beverages. We 

like their defensiveness amid rising geopolitical risks and virus worries. 

Energy  -
Oil prices are still hovering around lower levels with slow recovery in demand due 

to prolonged travel bans during global coronavirus outbreak, which we believe will 

take a long time to recover. 

Financials  -
We are underweight banks as lower rates may add pressure to their net interest 

margins. We prefer high quality insurance companies with long term growth 

opportunities at attractive valuations. 

Healthcare  +
We favour those with strong R&D capabilities in innovative drugs and service 

providers with high growth visibility and solid business models. Valuations look 

attractive after recent correction. 

Industrials  -
More infrastructure projects are on the cards and full resumption of construction 

works is underway but focus will be on “New Infrastructure” instead. 

Information 
Technology  +

We are positive on the product upgrade trend and we like names that can benefit 

from continuing tech upgrade as smartphone demand remains stable despite the 
coronavirus outbreak and amidst the new product launches by Apple. 

Materials  -
Demand for construction and industrial materials have been further impacted by 

heavy rainfall and flood. We prefer gold mining companies within the sector given 

the surge in gold prices amidst global uncertainty. 

Real Estate -
We prefer property management companies from the longer term perspective as 
a defensive business with strong cash flow and ongoing market consolidation. 

Recent capital raising activities could reduce impact of market uncertainty. 

Communication 
Services -

We selectively prefer gaming, social platforms and cloud services companies as 

coronavirus outbreak will speed up technology adoption. We are underweight 

telecom names due to the lack of catalysts. 

Utilities  -
Increasing supplies from alternative source such as wind, solar and nuclear 

continue to drive down the returns of the sector as a whole. Demand remains 

lackluster due to global weakness. 

Note: 
1. Sector views of HSBC Global Asset Management’s offshore Chinese equity team; “+” = positive, “–” = negative, “O” = neutral 
For illustrative purposes only and does not constitute any investment recommendation in the above mentioned asset classes, indices or currencies. The views 
and opinions expressed herein are subject to change at any time. 
Sources: Bloomberg, HSBC Global Asset Management, as of October 2020.
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Data watch 

Indicator Date Actual Consensus Prior Analysis 

Industrial 
production 
(IP) (yoy) 

Sep +6.9% 5.8% 5.6% Real GDP growth picked up to 4.9% yoy in Q3 from 3.2% in 
Q2, though the sequential pace slowed to 11.2% qoq 
annualised from 55.7%. Consumption, a significant drag on 
H1 growth, caught up with investment and contributed 
positively to overall growth in Q3. This likely in part reflected 
the strong pickup in government consumption. The laggard 
consumer sectors (eg hotel and catering, travel, and offline 
entertainment) should continue to normalise as mobility 
restrictions ease further and household income recovers. By 
industry, growth was led by a rebound in services due to 
lingering restrictions and behavioural caution in some 
sectors, though their growth still lagged that in 
manufacturing. In terms of monthly data, firmer demand – 
both domestic and external – continued to support IP growth. 
Production of high-tech and equipment manufacturing was 
strong. Looking ahead, we expect a gradual cyclical 
recovery to continue, thanks to improving consumer and 
business confidence with the pandemic situation remaining 
under control and ongoing (some lagged) impact of macro 
policy support, as well as continued global economic 
reopening. That said, risks lingering from economic scarring 
(especially corporate solvency and labour market 
challenges), fragile external demand amid resurgence of 
Covid-19 infections and risk of renewed lockdown measures, 
as well as geopolitical tensions. The strength in recent 
economic and credit data may reduce the government's 
incentive to ramp up additional stimulus, but we expect 
policy to remain supportive of a sustained recovery with 
more focus on expanding and upgrading domestic demand. 
Deepening structural reforms will be medium-term growth 
positive. 

Fixed Asset 

Investment 

(FAI) (ytd, 

yoy) 

Sep +0.8% 0.9% (0.3%) Real-estate FAI growth remained resilient, though property 
sales, new housing starts, floor space under construction, 
and funding sources for property developers slowed while 
home price inflation weakened. These data points suggest 
that tighter financing for developers and restrictive measures 
taken by some local housing authorities may have started to 
weigh on property market activities. That said, we expect the 
government to continue its differentiated property policy 
stance and avoid over-tightening. Infrastructure investment 
growth eased but should stay resilient amid continuing 
funding support, though some local governments may be 
facing challenges from sluggish fiscal revenue but more 
spending needs. Meanwhile, manufacturing capex will likely 
continue to recover, thanks to recovering domestic and 
external demand, enhanced credit support and a rebound in 
industrial profit growth.

Retail Sales 
(yoy) 

Sep +3.3% 1.6% 0.5% Pent-up demand drove domestic tourism, while supporting 
the catering and accommodation sectors. The decline in 
catering sales moderated further to 2.9% yoy from 7.0% in 
August. Sales of discretionary consumer goods rebounded, 
with auto sales recording solid growth. Online sales 
continued to grow strongly. The labour market also 
continued to improve. In the first three quarters, 8.98mn new 
jobs were created, 99.8% of the annual target. The survey-
based urban unemployment rate had fallen to 5.4% in 
September from 6.2% in February. Urban household 
disposable incomes rose 5.4% yoy in Q3, up from 2.6% in 
Q2. We expect consumer spending to continue recovering 
with the laggard services sectors catching up. Consumption 
is set to get renewed impetus from the “dual circulation” 
development strategy. 
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Exports 
(USD) (yoy) 

Sep +9.9% 10.0% 9.5% In addition to strong demand for Covid-19 related products 
and technology/ digital adoption, China’s exports continued 
to benefit from economic re-opening and large policy 
stimulus of its key trading partners as well as its resilient and 
flexible supply chain. Imports were strong across the board, 
for high-technology components, major raw materials and 
agricultural products. While tech imports could be lifted by 
front-loaded delivery before the US tech export control 
became effective in mid-September, the strong momentum 
in other products confirmed an ongoing domestic demand 
recovery. We expect China’s exports to hold up and import 
growth to improve further amid recovering external and 
domestic demand, despite uncertainties over global virus 
containments and US-China relations. 

Imports 
(USD) (yoy) 

Sep +13.2% 0.4% (2.1%) 

Trade 
Balance 
(USD) 

Sep 37bn 60bn 58.9bn 

CPI Inflation 
(yoy) 

Sep +1.7% 1.9% 2.4% Moderation in headline CPI inflation was driven by softer 
food prices, especially pork amid improved supply 
conditions, while vegetable prices remained high due to 
unfavourable weather impact, though the sequential price 
increase eased as the temporary disruption from floods 
faded. Non-food inflation remained muted (0.0%), driven by 
lower energy prices, while core inflation (ex. food and 
energy) was steady at 0.5% yoy. We expect pork price 
inflation to ease further in the coming months as supply 
continues to recover from the impact of the African swine 
fever. Core inflation may pick up amid a broadening demand 
recovery but is likely to stay modest, while headline inflation 
should ease on base effects. Meanwhile, PPI is expected to 
show a modest recovery in sequential terms going forward 
as global goods demand continues to recover supporting 
commodity prices. 

PPI Inflation 
(yoy) 

Sep (2.1%) (1.8%) (2.0%) 

Aggregate 
financing 
(AF) (RMB) 

Sep 3,480bn 3,000bn 3,580bn Growth of outstanding AF rose further to 13.5% yoy from 
13.3% in July, driven by a notable increase in government 
bond issuance and further narrowing of YoY decline in off-
balance-sheet lending. Bank loans and corporate bond 
issuance maintained solid growth. Strength in medium- to 
long-term loans to corporates and households may indicate 
increasing support to the real economy. Credit policy will 
likely remain focused on targeted support for SMEs and the 
manufacturing sector, while credit flow to over-leveraged real 
estate developers should be restrained. Credit growth could 
be peaking off given a more neutral and prudent monetary 
policy stance with a targeted approach, striking a balance 
between growth and financial stability with the PBoC’s 
intention to preserve conventional policy space. 

New yuan 
loans (RMB) 

Sep 1,900bn 1,700bn 1,280bn 

 Indicates improved data on month-on-month/quarter-on-quarter/year-on-year basis 

 Indicates worsened data on month-on-month/quarter-on-quarter/year-on-year basis 

 Indicates no change in data on month-on-month/quarter-on-quarter/year-on-year basis 

Sources: Bloomberg, HSBC Global Asset Management, as of October 2020. 
Investment involves risks.  
Past performance is not indicative of future performance.
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