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gEJ/\E COVID-19 to stimulate epidemic disease

economy

Xu Deshun®

COVID-19 is a mutual enemy of mankind, injuring people in Wuhan city and Hubei
province, China and all over the world. By the end of February, 2019, 2870 of China’ s
COVID-19 infected population lost their lives. The World Health Organization (WHO)
including China and other countries’ governments are defensing it cooperatively
nowadays. COVID-19 will be defeated thoroughly in the near future definitely.
Meanwhile, I think the epidemic disease economic growth has been accelerated quietly
and prosperously.

Epidemic disease economy, the term, was found originally in 2011 by an unfamous
scholar who researched the 1918 influenza’ s impact on the United States’ society
and economy. Around 700, 000 Americans died in this miserable disaster, but now
people seems to weaken the horrific event because it happened during the First World
War (1914-1918). Health care, telecommunications, entertainment, life insurance,
medicinal materials and advertising industries relating with epidemic disease had
been rebuilt. Since then, epidemic disease economic phenomena was arised in people’ s
lives and academia. While human fights harmful virus and bacteria these years, many
scholars consider the special economy to be developed gradually.

Flash forward to the present, I discover epidemic disease economy will have been
becoming more popular. During COVID-19, the epidemic disease is the hottest topic
for Chinese people. No matter who or what seems to be related to it. Furthermore,
relevant industries, such asonline retail, online health services, online education,
online game, express and logistics, are developing rapidly in China.

So I suggest that relative experts attach importance to the research on epidemic

disease economics, including its scientific concept and definition, research

® The author is Dr. Xu Deshun, a research fellow at the Chinese Academy of International Trade
and Economic Cooperation, Ministry of Commerce, P. R. China.
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objects and contents, and relationships between macroeconomics and microeconomics,
supply and demand in its situation.

In my opinions, epidemic disease economics belongs to the intersection between
economics and sociology. It focuses four aspects at least, the first
is re-understanding the role of people in the productive forces and relations of
production, living in harmony consists of person to person, person to nature, nature
to nature, because the power of mankind can hardly surpass the power of nature; the
second is modifying the relationships between consumer, enterprise and government,
new constraints, labors and wages in new era particularly affect resource scarcity
and economic efficiency; the third is it is more important that government regulates
the market, government will increase adjustments to the tools of fiscal and monetary
policies; the last is new changes have taken place in the structure of product
supply and consumer demand.

For instance, there are obvious influences in China because of COVID-19. First
of all, dramatic decline of people’ s life quality is due to the coronavirus outbreak.
People cannot move and communication freely. Secondly, the tertiary industry has
been hit hard directly. Operating income of tourisms, restaurants and hotels, 1000
billion RMB approximatively, has decreased during Spring Festival (from February
4 to 10). Real estate revenue declines sharply and leads to a contraction in general
budgetary revenue of Chinese regional and local governments (RLGs) this year. On
February 20, 2020, Moody s forecast is China economic growth will slow to 5.2% in
2020 from its previous forecast of 5.8% based on the assumption, normal economic
activity resuming by the beginning of the second quarter. However, some industries
as I mentioned above have greater development opportunities. In view of these changes,
the Chinese government has been planning strategies accordingly. For example, China
government is promoting to make PRC Bio—Safety Law and an economic—stimulus package
in order to cope with the public health crisis.

In conclusion, I am sure epidemic disease economics will have stronger interest

in research field and corresponding economy will be stimulated by COVID-19 not only
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in China but also in other countries.
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EENE Supply Chain Fluctuations in the Later
Stages of the Coronavirus (COVID-19) Pandemic

Bingfeng Bai

Since the end of 2019, the outbreak of COVID-19 has had an important impact on
China’ s economy and society.

The year “2020” marks the end of the “Thirteenth Five-Year Plan” when China
expects to build an all-round affluent society. Maintaining moderate economic growth
is still an important policy consideration. The central government has repeatedly
stated recently, that it requires governments at all levels to resolutely eliminate
the Pandemic, and strive to achieve both the goals of economic and social development
throughout the year. On the basis of scientific pandemic prevention and control,
we expect the government to increase macroeconomic policy adjustments, expand
domestic demand, and stabilize external demand in order to ensure a reasonable
economic growth rate and achieve the 2020 economic and social development goals and

tasks.

COVID-19 impacts China’ s economy

The impact of natural disasters is usually short—term on the macro economy, often
showing a V-shaped trend. Influenced by the damage from the disaster and market
sentiment, economic growth declines sharply in a short period of time; but as the
situation caused by the disaster is gradually managed and controlled, market
sentiment stabilizes and returns to normal, and previously suppressed consumer,
investment and other forms of demand will be released, leading to an economic rebound.
The long—term development trend of China’ s economy will not be changed due to an
pandemic.

During the pandemic, consumptions resulting from entertainment activities are

47 Bingfeng Bai, School of Management, Shanghai University, Shangda str. 99, Shanghai, P. R.
China, E-mail: baibingfeng003@163. com
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lost and irreversible, such as New Year KTV consumption and alcohol consumption;
however, online consumptions are less affected, such as online shopping (which shall
test the ability of the supply chain to resume work expeditiously after the pandemic),
and the stock market. China’ s development trend will not change, but the pace will
be slower than before

Whilst the pandemic has impacted upon the economy, it may have also provided
development opportunities for new business models and even spawned new formats. For
example, the “home—economy” including telecommuting, telemedicine, online
education, e—commerce, unmanned distribution, and online games, has become a new
economic growth spot in the pandemic

It is particularly noteworthy that during the prevention and control of this
pandemic, the use of big data and Al (Artificial intelligence) to analyze potentially
infected people and predict the trend of the pandemic have achieved remarkable
results. A joint study by KPMG and the Alibaba Institute shows that China’ s level
of digital economy development is amongst the highest and strongest in the world
Scientific and technological innovation is a fundamental driving force for economic
development; the new economy is bound to play an increasingly important role in
China’ s future development

The longer incubation period of the virus makes it difficult to schedule work
resumption. The main areas affected by the SARS pandemic in 2003 were concentrated
in Beijing, Guangdong and other places with relatively limited impact on the
country’ s manufacturing industries. However, Hubei Province, which has been the
epicenter of this pandemic, is located in the Yangtze River Basin; connected to nine
provinces, and is an important transportation hub and industrial base in China. The
chemical industries and equipment manufacturing are the pillar industries. Other
regions that have been severely affected by the pandemic include Henan, Guangdong,
and Zhejiang, which are also important manufacturing, port hubs, and
labour—exporting provinces in China. Due to factors such as delayed resumption of

work, control of population movements, and restricted traffic, the concentration
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of people returning to and resuming work after the Spring Festival this year has
been significantly lower than in the past. According to the Baidu Migration Index,
it can be seen that, unlike previous mass return trips after the Spring Festival,
this year’ s population flow has decreased to only about 1/4 — 1/5 of the levels
from the same period last year. Although restricting the flow of people reduces the
risk of a second wave in the spread of the pandemic, it most certainly also impact
upon the resumption of work and production.

At the same time, the shortage of rawmaterial supplies, the backlog of inventory,
and the heavy operating cost burdens have also added to the difficulties on
enterprises to fully resume production, and have also affected enterprises upstream
and downstream through the supply chain. In addition, the deepening of global
economic integration in the past few decades has led many industries in China to
be deeply integrated into the global industrial chain and having important roles
to play in it. The recovery of China’ s production capacity will surely also impact
upon the world economy.

The more detailed the division of labor, the higher the efficiency and
flexibility of synergy, which is the advantage of the Pearl River Delta model.
However, once a problem occurs, it is relatively complicated to restore the entire
network and it takes longer. In the past ten years, the Pearl River Delta has
developed a unique supply chain model globally. From screws, metal structures, to
chip processing, hundreds of suppliers are linked together, forming a net like Lego
bricks.

The more detailed the division of labour, the higher the efficiency and
flexibility of synergy, a benefit seen in the Pearl River model. However, once a
problem occurs, restoring the entire network is relatively complicated and more time
consuming. Over the past ten years, the Pearl River Delta has developed a unique
global supply chain model. From screws, metal structures, to chip processing,
hundreds of suppliers are linked together, fitting together like Lego bricks

More than 60% of China’ s electronic processing enterprises are in the Pearl

48



REREAARAERE &5

River Delta region, and most automated production lines require more than 80% of
employees to be in place to operate smoothly. In order to encourage new and old
employees to return to the production line as soon as possible, Foxconn Longhua Park
introduced a relatively attractive distribution system on bonuses for employee
on—boarding.

To improve the situation, most manufacturer enterprises divert and concentrate
existing personnel to maintain production lines that have conditions to operate.
Compared with the pandemic, the impact on supply chain from the economic downturn,
industrial restructuring and Sino-US trade friction is the most profound

Based on the observations of multiple supply chain enterprises, it can be seen
that most international manufacturing giants would mitigate risks in the past by
looking for two suppliers in the same country. The current trend though, is to have
separate suppliers in two countries. The advantage of setting up supply chains in
both places is that once the domestic market is affected, production capacity can
be quickly transferred overseas, or vice versa. There must be not only product
hedging, market hedging, customer hedging, but even business model hedging to offset

negative impacts.

The supply chain enters a recovery period

The dynamics and the effects of the COVID-19 pandemic rests heavily upon
everybody’ s hearts all the time. There has been some positive momentum shown
recently in this pandemic, the supply chain is beginning to enter into a recovery
phase. Various enterprises have begun the resumption of work, especially in the
supply chain departments of the manufacturing industries, which are getting busier
and busier, and the attention of everybody is focused on these

Urging suppliers to expeditiously resume the supply of materials, resolve issues
of staff shortages and accelerate recruitment, coordinate logistics resources to

resume shipping, resume production supply, and deliver and fulfill as soon as
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possible, previously owed orders.

If the state of supply chain stagnation from the beginning of the pandemic is
compared to the crisis period, a large number of enterprises are now fully entering
the recovery period. Now that dawn has begun, and supply will gradually recover,
are many people in the supply chain of the manufacturing industry expecting that
the supply chain will soon pass through difficulties? Do many people think that the
trend of supply and demand should be as shown in the following figure (except for
masks, medical and other special hot industries), the production and supply capacity
continues to increase, and then the supply and demand reach a balance, and the supply
chain returns to normal? I'm afraid it’s not that simple

Comparing the state of supply chain stagnation to the crisis period early in
the pandemic, it can be felt that a large number of enterprises are now fully engaged
in the recovery phase. Now that dawn is upon us and supply is gradually recovering,
do many people in the supply chain of the manufacturing industries expect that the
difficulties experienced by the supply chain will soon be overcome? Do many people
really think that the trend in supply and demand should be shown (except for the
mask production, medical and other special ‘hot’ industries) that the production
and supply capacity will continue to increase, and then that supply and demand would
reach an equilibrium, and the supply chains return to normal? 1 am afraid it is

not that simple

Will demand be V-shaped growth?

From a macro perspective, the country is continuously promulgating various
favorable policies to promote economic recovery. Many economists have stated that
they are still optimistic about the economy in 2020. On February 20th, the IMF
president pointed out that China’ s economy is expected to recover rapidly. The most
likely scenario is a “V-shaped” growth, that is, a rapid rise in economic activity

after a decline. The overall impact of the pandemic on China’ s economy is relatively
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controllable. More economists gave specific figures. In the first quarter of 2020,
the GDP growth rate is expected to decline to 4%, after which it will recover quickly.
The full-year GDP will still reach 5.8% (only slightly lower than 6.1% in 2019).
So if GDP is a deep “V”, is the supply chain of each enterprise also going
tobeadeep “V”, and that after the full resumption of manufacturing and production,
the supply chain will return to normal? I am afraid it is not that simple. For the
industry, the rebound is not a deep V, but it is likely going to be a fluctuating
process. This can be explained by the law of large Numbers. The fluctuation of a
single industry is often greater than the fluctuation of the overall economy, and
for individual enterprises, it will experience even higher fluctuations. If we add
the impact of the bullwhip effect to the upper and middle reaches of the industry,

the amplitude of volatility may be even more pronounced.

Oversupply may occur during recovery

Oversupply may occur during the recovery period. Not surprisingly, some
manufacturing enterprises will soon face oversupply.

Why is this so? We cannot ignore the potential risks on the demand side. For
example: a large amount of physical retail is still stagnant at the end of January,
causing sales to stagnate. The current situation and status in pandemic control still
cannot be relaxed, and the pace of consumption recovery remains to be seen. Inventory
of some traditional channels is already at a high level, especially for product
enterprises that focus on sales through offline channels. Although it was seen that
orders from B2B customers have been increasing in the first few weeks of February,
this may only be a contingency measure of customers facing supply risks, and that
real demand has not increased. Demand will decline significantly after supply is
restored. Insufficient demand at the consumer end will be transmitted upstream in
the industry, and upstream enterprises will gradually feel it. For some pandemic

related products (such as thermometers), the demand may gradually cool down in the
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future after high demand was experienced in the early stages. The pandemic has also
changed the structure and preferences of consumer demand. Products which are
associated with hygiene and telecommuting have become hot sale, whilst others have
been left out for the same category.

Consequently, the current supply chain cannot just focus on restoring supply,
but also need to conduct formal and proper research on the customers and demand side!
Another accident after the resumption of production will lead to the trouble of
inventory backlog needing to be faced; demand rebounds, and the supply chain will

again face a big test

Demand rebounds, and supply chain faces big test

If the outbreak is under control, the second quarter may, as many economists
foresee, see a rebound in consumption and in the economy. Everyone believes that
demand will rebound, but when it does happen, how high the rebound is, is not easy
to say; and there may be no small differences between different industries and
enterprises. If a company fails to gauge the precise timing and quantity in time,
or does not reserve the inventory and production capacity in advance, the result
will be that the company misses out on great market opportunities. However, if a
company proceeds at the wrong pace and comes in a little too late, it will turn into
a pan—chaser and cause a large inventory backlog

In short, many facts in history prove that after a special event, the enterprise
supply chain will experience a period of rebound shocks (SARS in 2003, financial
crisis in 2008, earthquake in Japan in 2011 ...), and the bullwhip effect will be
reflected again, which should cause every Sufficient attention of each enterprise
If the supply chain steps the wrong pace, it may cause the embarrassing situation
of not only missing market sales opportunities, but also a large inventory backlog.
In terms of warehousing, the minimum inventory is met, and the subsequent purchase

amount is evaluated based on the order situation, which can buffer the impact of
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the uncertainties caused by the rebound to the greatest extent.

In summary, facts from history have shown that after special events, the
enterprise supply chain will experience a period of rebound shocks (SARS in 2003,
financial crisis in 2008, earthquake in Japan in 2011 ...), and the bullwhip effect
will be reflected again, which should be sufficiently brought to the attention of
each and every enterprise. If the supply chain steps at the wrong pace, it may cause
the embarrassing situation of not only missing out on market sales opportunities,
but also a large inventory backlog. In terms of warehousing, the subsequent purchase
amount of enterprises should be evaluated to meet the minimum inventory, which can

buffer the impact of the uncertainties caused by the rebound to the greatest extent.

Inspiration and suggestions

The road to resumption of production is not smooth, and enterprises will still
face many potential risks and challenges, including from both the supply side and
the demand side. How should the enterprise supply chain face these?

It is suggested that work should be strengthened in these areas: paying close
attention to national policies and news developments, grasping the general trend,
industry and upstream and downstream trends, and timely grasping the supply and
demand trends and market conditions; improving risk assessments, and implementing
emergency plans and work; and improving production and sales collaborative planning
mechanism to make predictions on future supply and demand and adopting active
response strategies simultaneously. Production, marketing and research departments
ought to work together to promote end-to—end collaboration with suppliers and
channels and customers to jointly face challenges

1. Strengthen classification guidance. The competent departments of small and
medium—sized enterprises at all levels should implement policies in accordance with
the overall requirements of local pandemic prevention and control and in conjunction

with actual conditions. While government makes every effort to ensure that critical
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enterprises such as the need for pandemic prevention and control, the operation of
public utilities, and the needs of the people’ s lives can resume work as soon as
possible. These critical enterprises must actively and steadily promote other
enterprises to complete preparations for resuming, and to resume production in an
orderly manner after the pandemic control standards have been met

2. Promote the implementation of measures to resume work and resume production.
Guide enterprises to formulate resumption and production plans and emergency plans,
implement the main responsibilities and measures of pandemic prevention and control,
ensure that prevention and control mechanisms are in place, quarantine inspections
are in place, facilities and materials are in place, internal management is in place,
and publicity and education are in place to ensure a stable production and life
sequence.

3. Strengthen the guarantee of the factors of resumption of work and production.
Cooperate with relevant departments to help enterprises coordinate and solve
problems such as employee return, raw material supply, material transportation, and
prevention and control of material protection such as masks, killing supplies, and
temperature meters, and guide enterprises to carry out production self-help. Promote
the relevant units to implement phased deferred payment of electricity, water and
gas required for the production and operation of small and medium—sized enterprises
during the pandemic period, and implement the “non—-stop payment of arrears” measure
during the deferred period. We will increase the guarantee for resumption of
employment of enterprises, accurately survey and release information on employment
requirements of enterprises, promote online supply and demand matching and remote
recruitment, strengthen local supply and demand integration, tap local supply
potential, and meet the company’ s periodic employment needs

4. Give full play to the role of SMEs in preventing and controlling service
pandemics. The small and medium—sized enterprises included in the list of key
protection enterprises for pandemic prevention and control shall cooperate with

relevant protection work. For small and medium—sized enterprises that have the
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conditions and are willing to switch to production of pandemic prevention materials,
“one enterprise, one strategy” must be provided, and all efforts should be made
to help coordinate and solve the problems in the process of switching.

To sum up, all these point to the abilities of enterprises to have both lean
and efficient operations, as well as agile and flexible capabilities —— also known
as lean supply chains. It is not enough to build a smart supply chain on a temporary
basis. It is a reflection of the comprehensive capabilities of the supply chain
system. However, this pandemic has indeed brought about excellent opportunities to
the development of a company’ s supply chain. It is worthy of a company’ s strategic
attention and long—term efforts.

The supply chain in 2020 is doomed to be extraordinary. I hope this article will
bring you inspiration and reminders. I wish you the best in your efforts to grasp
2020 and turn the crisis into a great opportunity for your company and supply chain

development.
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