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C ovid-19 will fundamentally reshape trade, accelerating the trend towards shortening supply
chains. Just-in-time manufacturing using global suppliers will give way to a greater focus on use of
regional supply chains, strategic use of inventories and a new approach to viewing risk in the C-suite.

Part 1: Covid-19 and the global supply chain

Challenging the location of production
The global economy is highly dependent on China. China’s share of global trade in some industries
exceeds 50%—in the global trade of telecommunications equipment, for example, China’s share (by
volume) was 59% in 2018. China’s importance in global trade and supply chains has grown ever since
it was accepted into the World Trade Organisation in 2001. This led to the latest wave of globalisation
as multinationals took advantage of the trading opportunities that China offered, both in terms of
production and as a source of demand for their products. However, as a result of Covid-19, it is likely
that this period of globalisation will not only come to a halt, it will reverse.

The US-China trade war and rising wages in China had already incentivised some multinationals
to relocate their supply chains away from China to other parts of Asia; the textile sector was an early
example of this trend. Covid-19 will push more companies in other sectors to relocate parts of their
supply chains. The outcome of this will be an Asian supply chain network that is both less China-
focused and more diverse. This is a prelude to what will happen in other regions as global companies
look to build resilience into their supply chains. By building quasi-independent regional supply chains in
the Americas and Europe, a global company will provide a hedge against future shocks to their network.
For those companies that have this luxury already, they have been able to shift production of key
components from one region to another as lockdowns and factory closures resulting from coronavirus
have unfolded. Supply chains are difficult to set up and even more difficult to move, especially in the
automotive sector. As more firms make this decision, therefore, the shift to regionalised supply chains
will be an enduring outcome of this crisis.

Optimising transportation and storage for risk mitigation
Theissue of a globalised or regional supply chain is not the only tension that Covid-19 will expose.
Another core decision for multinationals is the timing of production and assembly of products along
the supply chain and, relatedly, the storage of either intermediate or final goods throughout this
process. For the sake of efficiency, multinationals tend to optimise the logistics process of their supply
chains to minimise storage costs. However, in a world of increasing uncertainty and ongoing risk, a sole
focus on the efficiency of transportation and production will leave firms vulnerable to shocks. In the
current crisis, companies are seeing greater value in storing inventory in strategic locations from where
it can be easily accessed and delivered to customers. This approach applies to final goods but also to
strategically important components, such as those that can be only sourced from one market.
Maintaining a strategic stockpile of final goods and critical components has helped some companies
to deal with the impacts of coronavirus. As the memory of the current crisis fades in the coming years,
the practice of maintaining strategic stockpiles may diminish. However, the need to monitor supply
chain resilience in respect to stocks and to maintain the flexibility of storage is an area of supply chain
management that will endure.
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Part 2: How multinationals can respond

1. Scenario planning

In an increasingly perilous global economy, global trade has been growing in risk for many years.
Scenario planning has become more prevalent as risk has grown, and sophisticated use of tools
related to this will be crucially important as multinationals confront the impact of Covid-19. The initial
outbreak of coronavirus caused factory closures and disruptions to supplies in many sectors, but the
picture facing multinationals will not be limited to supply concerns. The Economist Intelligence Unit
expects the global economy to see a steeper decline in output than followed the global financial crisis
of 2007-08, with a slow recovery to follow, implying that demand for a range of goods and services will
be significantly curtailed in 2020. Companies will therefore be faced with the simultaneous challenge of
both supply and demand disruptions. Scenario planning techniques will be central as businesses seek
to limit the impact on their supply chains and match goods to markets at a time when consumption
possibilities are highest.

Scenario Probability Impact Intensity
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2. Digitalisation of business models

Companies are adapting their business models both out of necessity and opportunity. For example,
consumer goods companies, which have seen their offline stores close around the world, have moved
to target potential customers with online activities in an effort to increase sales. Another example is
restaurants, which in many countries have been unable to operate as they were before the crisis, with
many expanding their delivery options to give them the potential to reach more customers. These
responses to Covid-19 highlight the importance of e-commerce and the need for businesses to improve
their online presence for customers.

Moves by firms to enhance their online presence will force many companies to devote more
attention to understanding their customers as they seek new channels to meet their needs. Consumer
habits that are being formed in 2020 are likely to endure, and companies will have to continue to
develop their e-commerce platforms and find efficient ways to distribute their products to consumers.

Similarly, multinationals will increase their use of data in the production process, leading to the
increased digitalisation of supply chains. We are likely to see companies make efforts to reduce the
reliance on paperwork and create a more data-driven supply chain. However, this presents its own
challenges, as different systems operate in each country and current border controls are heavily reliant
on paperwork. Persuading suppliers throughout the chain to provide their data will also be vital for full
visibility, but this will raise privacy and competition issues.

3. From tactics to strategy
The decision by companies to focus on online connections is a tactical response to Covid19. However,
the best-prepared companies will be those that also plan strategically for the new normal that will
emerge after the crisis. A more sophisticated online presence will open new opportunities for many
companies as they are able to reach customers that were previously unattainable. Moreover, for
companies in the manufacturing and consumer goods sectors, opportunities will be available to join
regional supply chains as dominant companies in these sectors restructure their global networks. This
will be particularly relevant for small and medium enterprises.

Companies will also need to think strategically about pricing models. Both the regionalisation
of supply chains and the build-up of strategic inventories will push up final goods prices, denting a
product’s competitiveness. A more regionalised supply chain will offer opportunities for companies to
focus more on local tastes amid a greater capacity for product differentiation. In the medium term this
may offer companies the ability to reach higher price points for their products, potentially offsetting
the increased production costs from regionalising supply chains and holding larger inventories.

4.Bring risk management to the company’s core

One of the lasting impacts of Covid-19 will be a greater focus on risk in multinationals. However, this is
not without its challenges. Whether it is regionalising a supply chain or appointing a Chief Risk Officer,
the immediate return on these investments will be hard to see. Rather, as more time passes after the
worst of this pandemic, the apparent need to invest in risk-related practices will decline. But reverting
back to a sole focus on growth with little regard for risk would be a mistake, as the global economy was
already being buffeted by uncertainty before the current pandemic.
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Geopolitics had risen in recent years to be the dominant theme of the global economy—the ongoing
US-China trade war is the clearest example of how sparring global players can unsettle the global
business environment. The trade war is likely to continue after the US election in November 2020,
regardless of the outcome, as issues of technological dominance drive tensions between the world’s
two largest economies. Climate change will also grow in importance for multinationals. We forecast
that the economicimpact from climate change will result in a global economy that is 3% smaller in 2050
than the counterfactual with no climate change, and the prevalence and severity of natural disasters
will increase in the coming decades. For many reasons, therefore, managing risks with the aim of
avoiding severe threats to operations will remain a central requirement for multinationals.
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Prepare for risk with The Economist Intelligence Unit

The Economist Intelligence Unit has a number of risk products and services available:

Risk Briefing

Identify, assess, compare and mitigate the risks of doing business in 180
markets

Risk Briefing provides you with expert analysis to identify and mitigate operational risk in 180 markets,
enabling you to make business decisions with confidence. Risk Briefing provides forecasts, alerts,
background studies, and data covering a wide range of risk factors.

At the centre of the service sits a risk model that assesses a country’s overall business operating risk.

It combines our renowned political and economic analysis with new material covering the business
conditions on the ground. The resulting scores allow us to rank countries by operating risk.

Our Risk Briefing service includes:

® Coverage across 180 countries

® Comprehensive quarterly updates

® Scenarios for risk sub-categories providing analysis of the current situation in a particular country
® Regular events-driven coverage affecting our assessment of operating risk

® One model across all countries enabling quick and easy comparison
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Country Risk Service

Sovereign risk ratings and analysis for 131 countries

Country Risk Service provides detailed credit risk assessments in 131 developed and emerging markets,
combining The EIU’s market-leading data capability and country expertise in a rigorous risk modelling
framework.

Each report includes a one-page summary covering the five main rating categories (sovereign,
currency, banking, politics and economic structure), analysis and explanation of these ratings, including
any grade changes, positive and negative factors, and the ratings outlook over the next twelve months.

Country Risk Service also provides you with:
® Coverage across 131 countries
® Consistent country by country comparisons

® Access to frequently published events-driven coverage

Country Risk Model

An interactive tool for analysing country and sovereign risk

Country Risk Model is a customisable model designed to measure and compare credit risk across
countries. It is the model which our analysts use to rate the 131 countries covered by our Country Risk
Service. The model is an ideal tool for analysing country credit risk, as an input into your in-house risk
assessment process, or to benchmark your own country risk assessments.

Country Risk Model includes:
® A wide range of monthly and quarterly macroeconomic data
® Ratings and data which can be easily compared across countries over time

® Regular updates to ensure deteriorating trends are caught early
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