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How plans work in China, and why you should care

Executive summary

• As dynamic as China’s economy may be, it is still run by plans. Yet few know how to 
interpret these signals. 

• The plans themselves are not just economic; all areas of China’s society must prepare and 
follow them. 

• This broad scope and range makes plans far more vague than one might expect; they act 
as initial triggers, with many further ones needed to specify and articulate what is to be 
done. Who plans what makes a big difference; the power relations between the planners 
determine what is most likely to be implemented. 

• Understanding these plans allows some predictive power as they clearly outline which will 
be the preferred sectors and directions that the government is heading. This makes them 
relevant information for investors to try and understand.

by Ryan Manuel,  
Chief Asia Strategist, Silverhorn
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John Maynard Keynes once wrote that “practical men 

who believe themselves to be quite exempt from any 

intellectual influence, are usually the slaves of some 

defunct economist”. In China, one might rather put it 

that everyone — no matter how much of a free-spirited 

wheeler dealer they may be — is usually the slave of a 

plan. 

China sees plans as essential.1 The Party’s own history 

traces their introduction to China to the first-ever 

five-year plan issued by the Soviet Union under Lenin, 

in 1928. By the time the People’s Republic of China 

was founded, the USSR had issued their fourth five-

year plan, and the first decade of communist rule 

saw China base its economy and society on these 

top-down visions. With the fall of the Soviet Union in 

1989, most nations then abandoned public ownership 

and top-down economic planning and moved towards 

embracing capitalism. 

China went in the other direction. Official books 

argue that “no matter what other problems the 

planned economy will bring, [plans have] played an 

important role in meeting the basic needs of mankind. 

In economic and social development, formulating 

medium- and long-term plans means not believing in 

the omnipotence of the market, but believing that the 

future is controllable to a certain extent…China's five-

year plan can be said to be the compass for China's 

economic and social development, and [as] a program 

guiding various specific economic and social policies.”2

This belief in planning becomes itself a reason to have, 

well, more planning. It is less important to have a final 

plan than to be seen as making the plan itself. And 

perhaps unsurprisingly, there is therefore a cornucopia 

of them throughout China’s economy and society. 

There are plans for the content of work one must do 

(study plan, work plan, production plan, and financial 

plan); plans for the administrative unit one works at 

(team plan, unit plan, regional plan, and national plan), 

plans for periods of time (weekly plan, monthly plan, 

quarterly plan, annual plan, five-year plan, and ten-

year plan), and even plans based on how many areas 

of society are to be affected by the plan (mandatory 

plans, guiding document plans, comprehensive plans, 

and thematic plans). 

All of these themselves are subordinate to China’s 

government masterplan, the overall five-year plan, the 

same idea taken from Lenin all the way back in 1928. 

Today, China has just finished its 14th cycle, in which it 

outlined how it wished to be a “moderately developed” 

economy by 2035 (usually taken as meaning a country 

with a per capita GDP of about USD 30k, see previous 

Briefing on the five-year plan). Much has clearly 

changed, and yet, just like nearly a century ago, China 

outlines where it is heading and why in these official 

notifications. Why does this system remain?

 
How China plans, who wins and why

Planning has two broad benefits for China’s leaders, 

in a classic carrot-and-stick style arrangement. First, 

it provides targets that are loose enough to allow 

them to be a spur to development, while still allowing 

the top to step in when they wish to chivvy everyone 

into action. Secondly, the existence of a plan allows 

leaders to supervise individuals to make sure they do 

what they are told in the way that leaders wish them 

to, even should those wishes not be initially outlined 

in the plan. Failure will always be individual and due to 

interpretation, rather than being strategic or due to bad 

plans. This makes sure that leaders feel that they keep 

their hands on the rudder of the ship of state.  

“Rather than rigid agendas, [five-year plans] are more like manifestos for how the party wanted to 

steer the country. Local officials, banks and big companies, whether owned by the state or not, adjust 

their strategies and their rhetoric to be in line with the plans.” — The Economist

1, 2“大智兴邦(中国如何制定五年规划)” published by Renmin University of China on 1 November 2015

https://www.silverhorngroup.com/2021-and-beyond-where-chinas-economy-is-going/
https://www.silverhorngroup.com/2021-and-beyond-where-chinas-economy-is-going/
https://www.economist.com/the-economist-explains/2021/03/04/what-is-chinas-five-year-plan
https://item.jd.com/40493690817.html
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A plan is to be the result of much public brainstorming. A 
committee and a writing group is formed, and then there 
must be:

1. Asking all parties for 
suggestions

Mobilise all parties to make 
advice and suggestions in the 
early stage of policy drafting.

2. Brainstorming Drafters analyse and absorb 
the collected information, and 
draft phased policy texts.

3. Widely accepting 
suggestions

After the phased policy draft is 
formed, solicit opinions from all 
parties and revise the draft.

4. Collaboratively 
making decisions

At different decision-making 
levels, through collective 
discussion, a formal policy 
document is finally formed.

5. Informing all parties Communicate the policy 
documents that have been 
formed to all parties, and 
conduct publicity and 
mobilisation.

A plan is to be the result of much public brainstorming. A committee and a writing group is 
formed, and then there must be:

1. Asking all parties for 
suggestions

Mobilise all parties to make advice and suggestions in the early stage 
of policy drafting.

2. Brainstorming Drafters analyse and absorb the collected information, and draft 
phased policy texts.

3. Widely accepting 
suggestions

After the phased policy draft is formed, solicit opinions from all 
parties and revise the draft.

4. Collaboratively making 
decisions

At different decision-making levels, through collective discussion, a 
formal policy document is finally formed.

5. Informing all parties Communicate the policy documents that have been formed to all 
parties, and conduct publicity and mobilisation.

As China’s economy has developed, however, leaders 

have realised that they need to get more public 

support, particularly given the many plans that have 

been introduced. So rules were introduced. (See Table 

1.)

Why does it follow this path? Because contrary to the 

common logic of China as always top-down, it usually 

is a far more circuitous form of bureaucratic logic. Even 

China’s own internal guides call the planning process 

(in Table 1) as being based on a logic of “democracy, 

centralisation, re-democracy, re-centralisation”.4

This is mainly due to China having both a party and a 

government. Institutionally speaking, the formal bodies 

that comprise the Chinese government system are 

very similar in form to that of many Western multi-

party democratic states. There is a ministerial system 

that drafts and promulgates policy. Above that, there 

is a smaller executive group, similar to a Cabinet, 

that meets more regularly to exercise control over the 

ministerial system. But, unlike western governments, 

the decision meetings happen in the Communist Party, 

and the drafting and policy parts in the government 

system — they are two very different meetings.

The elite decision makers are all to come from the 

Party. They are therefore at the top. (See Figure 1.) But 

for most matters, the Central Committee or Politburo 

delegates planning power to the State Council, lest it 

spends its life reviewing minor regulations. 

This means that the Party only issues decrees on a 

limited number of matters. And these decrees are 

vague. They do not contain targets, and can be used to 

authorise nearly any action. 

Plans therefore bring advantages: they are used 

by subordinates to fill in the blanks on undefined 

mandates from above, and are in this way much more 

useful for leaders than direct orders. This is because 

top leaders don’t want to set the specific details of any 

policy or any matter, lest they be caught out if things 

do not occur when they have already said that they will. 

Thus, plans. They can guide society, set governance 

targets, write legislation and create administrative 

regulations. 

Most of the work of planning is therefore done by the 

State Council. The State Council runs almost all of 

the work that we normally associate with the state in 

Western parliamentary democracies, constitutionally 

directed to ‘direct and administer economic affairs 

and urban and rural development, affairs of education, 

science, culture, public health, physical culture and 

family planning’. To do this, it implements and develops 

national economic plans and the budget. But it must 

then submit its findings to the very top leaders for 

discussion and approval. (See Party System at the top 

of Figure 1.) 

Table 1. The planning process that involves all parties based on the logic of “democracy, centralisation, re-
democracy, re-centralisation”.3

3, 4“Theory and Practice of the 5-Year Plan” published by 中国经济出版社 on 1 March 2015 

https://www.amazon.com/%E4%BA%94%E5%B9%B4%E8%A7%84%E5%88%92%E7%BC%96%E5%88%B6%E7%9A%84%E7%90%86%E8%AE%BA%E4%B8%8E%E5%AE%9E%E8%B7%B5-%E5%9F%BA%E4%BA%8E%E5%9C%B0%E6%96%B9%E6%A1%88%E4%BE%8B%E7%9A%84%E6%80%9D%E8%80%83-%E7%BB%BC%E5%90%88%E5%BC%80%E5%8F%91%E7%A0%94%E7%A9%B6%E9%99%A2-%E4%B8%AD%E5%9B%BD%C2%B7%E6%B7%B1%E5%9C%B3/dp/B00VT0R684
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In other words, the State Council drafts more than it 

decides. After the very top leaders agree or disagree 

then the National Party Congress (NPC), China’s 

legislature, can then issue and approve plans. The NPC 

also has the ability to make itself annoying over money, 

as it authorises the budgets attached to the plans.

How can China’s leaders affect plans through this? 

They issue “suggestions” 建议, themselves ambiguous, 

and these set the political “spirit” 精神 that the plan 

must adhere to. Leaders, and only the leaders, can also 

call for meetings to see how the planning process itself 

is going. So they can ask everyone to make plans based 

on their suggestions, then supervise people based 

on those same plans.5 Having plans lets the very top 

leaders control what is going on without having to take 

responsibility.

Having spoken through this in the abstract, let us look 

at how it works in practice. 

The Five Year Plan, as noted above, was the seed 

from which China’s many seeds sprouted. It sets 

the template. Plans are to be based on constant 

investigation and research, i.e., there must be a 

feedback loop from the last plan. This remains the 

responsibility of the highest leaders, or at least, 

whoever will be ultimately held accountable for failure 

or success. There must then be extensive consultation, 

usually with the people who will be affected by the 

plan. So in the diagram above that will occur with the 

ministries and organisations. There should be extensive 

consultation and a public opinion process (outlined 

in Table 1). That is organised by whoever drafts the 

plan, and is communicated up to the decision makers. 

Finally, the ultimate decision is to happen through 

“democratic centralism”, a Party principle which means 

that decisions are made behind closed doors by a 

committee and then all members of that committee are 

as individuals bound by the collective decision. 

Figure 1. The formal bodies that comprise the Chinese government system.
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5“The Politburo, and members of the leading Party members groups of the Standing Committee of the NPC, the State Council and the National 
Committee of the CPPCC, as well as secretaries of the leading Party members groups of the Supreme People's Court and the Supreme People's 
Procuratorate submitted their work reports to Xi” published by Xinhua on 1 March 2022

http://paper.people.com.cn/rmrb/html/2022-03/01/nw.D110000renmrb_20220301_1-01.htm
http://paper.people.com.cn/rmrb/html/2022-03/01/nw.D110000renmrb_20220301_1-01.htm
http://paper.people.com.cn/rmrb/html/2022-03/01/nw.D110000renmrb_20220301_1-01.htm
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So the 13th Five Year Plan was based on a mid-term 

evaluation of the 12th Plan. Following that the top 

leaders made a group to do preliminary research and 

make some “recommendations” 建议 of what the 

top leaders wanted. These were taken to the formal 

decision making bodies for approval. After that, the 

same research group drafted an outline, ran an 18 

month consultation process (including, apparently, 

more than 2mn public submissions) before another 

draft was submitted to the top leaders and made 

public. Five months after that, it was passed by the 

legislature. 

What happens to the economy under 
the plan?

Based on this, we can see the point of having plans 

if you are a leader. They act as a kind of guide for 

response rather than a strict action, are surprisingly 

vague, and therefore give more flexibility than one 

might think by the name. 

If one is to just read plans literally, then, there becomes 

a problem when industries spring up at rapid speed. 

The new industries have to be regulated outside the 

plan; China is much less adept in this situation: plans 

are good at controlling the carrots, not the sticks. So 

in fast growing industries such as edutech or fintech 

where the situation is changing much quicker and in 

a way that may disrupt previously planned activities, 

China’s reaction is not going to be anywhere near as 

well-planned or efficient. 

Mostly, this is because planners face a Sisyphean 

task. Why? Because, as trite as it is to write this, plans 

are based on knowing the future. The Party’s own 

guide to plans tells us that they are to be devised  

“according to the actual situation of the system…if the 

plan is not based on reality, it is worthless”, and yet 

are also to “forecast the future trend of development”. 

Planners must make things feasible (“if the plan is not 

predictable, then it loses the point of issuing it”) and 

yet once it is approved then “government organs, units, 

departments and individuals must carry out the plan 

according to the requirements in their work, and shall 

not change it at will or refuse to implement it”.6 So 

people try and make sure that the plans they use are 

not likely to get them fired. 

Yet plans still guide China’s economy and society. So 

how can we as outsiders interpret and analyse them?

The easiest way is to look at the carrots embedded 

in the plans, rather than the sticks. Or, as the classic 

advice goes: follow the money. Because plans tell 

you directions but are vague, lower level actors are to 

be more specific. But that makes local actions and 

plans much more important, and that is hard to track 

because China has so many local actors, each of whom 

have to issue many plans. 

So to find where the economy is most likely to go, 

it is often better to look at the budgets attached to 

plans. That is because local governments use budget 

meetings to push back against plans they do not like 

so much. (The major economic plans are drafted by 

the lead government economic ministry in Beijing, 

and local governments have only information rights; 

however local governments send delegates [one 

for each region] to major budget meetings). Yet the 

government has more control over money than over 

targets; plans are themselves dependent on where 

all “major” 重大 expenditure goes, as well as how 

earmarked funds and special loans are allocated.

Budgets and economic plans are more useful at the 

local level than the central level, particularly at the 

provincial and municipal levels. That is because the 

lower down levels have enough industry to make things 

actually happen, but are not where the small scale 

minutiae of plans get overwhelming. (Each level of 

government files plans with the level above every six 

months; that makes for a lot of paperwork.) (See Figure 

2.)

So what happens is that businesses at lower levels 

game plan by using the actual allocation of the 

budget — where the funds come from, how they will 

be distributed, and to whom — to work with local 

leaders and the government system. That is because 

businesses know that plans shape the direction of 

each local government’s policy year-on-year. These 

plans, themselves the response to the vague shifts as 

previously discussed, tell everyone where the money 

will be. Plans decide budgets, and budgets policy. Local 

leaders often scramble for money for this reason. 

6“大智兴邦(中国如何制定五年规划)” published by Renmin University of China on 1 November 2015

https://item.jd.com/40493690817.html
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Plans are useful for showing what things China’s 

system will approve and the carrots that businesses 

will be seeking. Local infrastructure projects (which are 

still often very large) are funded by local governments, 

usually using bank loans from local branches of 

Chinese state-owned banks. 

Take the stimulus package launched by the Chinese 

government during the Global Financial Crisis as an 

for example; almost all of China’s stimulus went to 

infrastructure spending. (See Table 2.) Each local 

government had discretion over where to guide those 

funds. But investors could see the macro direction of 

the funds. 

Conclusion: what should investors look 
for?

From these points above, let us try and make some 

general rules as to how we should think about Chinese 

plans. First, they are a guide to the future, but a vague 

one. Plans can be a form of carrot and stick, where 

the plans give guidelines to which areas might be 

interesting at a sector level. This gives relatively strong 

macro signals as to what the government will be 

wanting to see. Similarly, at the micro level, deviations 

from the plan therefore is a possible early warning of 

regulatory action, albeit a harder one to pick.

For prediction purposes, local plans are far more useful 

as they are more specific and give better information. 

They need to be synthesised with budgets though, as 

the funds embedded in plans are what businesses and 

governments are scrambling for. The gains in trading 

on plans come from synthesising multiple departments 

and seeing where the seams and gaps that can be hit 

may lie. Plans can also be fruitfully analysed and read 

for sector directions and signals, or for divining how to 

invest in specific themes.  

Composition of stimulus investment 20087 %

Transport & power infrastructure 37.5

Post-earthquake reconstruction 25

Rural village infrastructure 9.3

Environmental investment 5.3

Affordable housing 10

Technological innovation & structural adjustment 9.3

Health and education 3.8

Table 2. Composition of the stimulus package launched during 
the financial crisis

7“Understanding the Chinese Stimulus Package” by Barry Naughton in 2009 

Figure 2. The levels within the formal bodies of the Chinese government system.
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https://www.hoover.org/sites/default/files/uploads/documents/CLM28BN.pdf
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Disclaimer
This document, and the information contained in 
it, is prepared by Silverhorn Investment Advisors 
Limited (“Silverhorn”) and is strictly confidential. As 
such, this document must not be issued, circulated 
or distributed to any other person other than the 
intended recipient under any circumstances without 
prior written consent of Silverhorn. 

This document is not directed to any person in 
any jurisdiction which (by reason of that person’s 
nationality, residence or otherwise) is prohibited by 
law to access such information.

For investors in Hong Kong: Any products and 
services contained and described in this document are 
intended only for “professional investors” as defined 
in Part 1 of Schedule 1 to the Securities and Futures 
Ordinance (Chapter 571 of the Laws of Hong Kong). 

For investors in Singapore: Any products and 
services contained and described in this document 
are intended only for “institutional investors” and 
“accredited investors” as defined in section 4A of the 
Securities and Futures Act (Chapter 289 of the Laws 
of Singapore).

Not intended for U.S. Persons: Any products and 
services contained and described in this document are 
not intended for any U.S. Person under Regulation S of 
the U.S. Securities Act of 1933, as amended.

This document is provided for information purposes 
only and does not constitute an offer to anyone, or 
a solicitation by anyone, to make any investments in 
securities. Such offer will only be made by means of 

a personal, confidential memorandum. The content of 
this document has not been audited or reviewed by 
any regulatory authority in Hong Kong, Singapore or 
elsewhere. 

All information contained in this document is subject 
to copyright with all rights reserved.

Investing involves risk
You should remember that the value of investments 
can go down as well as up and is not guaranteed. Past 
performance is not a guide to future performance 
and may not be repeated. The actual performance 
realised by any given investor depends on, amongst 
other things, the currency fluctuations, the investment 
strategy invested into and the classes of interests 
subscribed for the period during which such interests 
are held. Emerging markets refer to the markets in 
countries that possess one or more characteristics 
such as certain degrees of political instability, relative 
unpredictability in financial markets and economic 
growth patterns, a financial market that is still at the 
development stage, or a weak economy. Respective 
investments may carry enhanced risks and should only 
be considered by sophisticated investors.

No liability
This document is intended for information and 
discussion purposes only and is not intended to be 
promotional material in any respect. The views and 
opinions contained herein are those of the author(s), 
and do not necessarily represent and may differ from 

the views of Silverhorn as expressed or reflected in 
other communications and promotional materials. 
Information contained herein is believed to be reliable, 
but Silverhorn does not warrant its completeness or 
accuracy.

Nothing contained in this document constitutes 
financial, legal, tax, investment or other advice, nor 
should any investment or any other decisions be 
made solely based on this document. This document 
does not provide any advice or recommendation as to 
whether any securities or investment strategy referred 
to in this document is suitable for the intended 
recipient.

Although all information and opinions expressed in 
this document were obtained from sources believed 
to be reliable and in good faith, no representation 
or warranty, express or implied, is made as to its 
accuracy or completeness and no liability is accepted 
for any direct or indirect damages resulting from 
or arising out of the use of this information. All 
information as well as any prices indicated are subject 
to change without notice. Any information on asset 
classes, asset allocations and investment instruments 
is only indicative. Before entering into any transaction, 
investors should consider the suitability of the 
transaction to their own individual circumstances 
and objectives. We strongly suggest that you consult 
your independent advisors in relation to any legal, tax, 
accounting and regulatory issues before making any 
investments.

If you have any enquiries concerning the document, 
please contact your Silverhorn client advisor for 
further information. Any communications with 
Silverhorn (including telephone conversations) may 
be recorded. 
 
investments@silverhorngroup.com 
silverhorngroup.com

Silverhorn Investment Advisors Ltd 
incorporated in Hong Kong with registration number 
1456284 and licensed by the Securities and Futures 
Commission under CE Number AWE828 to carry on 
Type 1 (dealing in securities), Type 4 (advising on 
securities) and Type 9 (asset management) regulated 
activities under the Securities and Futures Ordinance 
(Chapter 571 of the Laws of Hong Kong) 
 
 
18/F, 100 QRC 
100 Queen’s Road Central 
Hong Kong

Tel: (852) 2599 9100

Contact Silverhorn
Silverhorn Investment Advisors (Singapore) Pte Ltd 
incorporated in Singapore, licensed by the Monetary 
Authority of Singapore with licence number 
CMI100970 to carry on fund management regulated 
activities under the Securities and Futures Act 
(Chapter 289 of the Laws of Singapore) and exempt 
from holding a financial adviser’s licence under the 
Financial Advisers Act (Chapter 110 of the Laws of 
Singapore) 
 
168 Robinson Road 
#20-11 Capital Tower 
Singapore 068912

Tel: (65) 6977 6902


