MIT Prof.: Coronavirus Will Hit
Economy 'Like a Bullwhip'

Almost anything you can buy in a store — from a smartphone to a bike to a
little tube of lip balm — is trucked, flown or shipped in from some other part
of the country or the world. Or it's made from parts that come from
somewhere else. That's why, even before the coronavirus outbreak officially
hit the United States, supply chains for American companies were being
squeezed.

Now that many employers, schools and governments are instituting “social
distancing" to try and slow the spread of the coronavirus, the disruption

to supply chains is likely to get much worse before it gets better, said Yossi
Sheffi, director of the MIT Center for Transportation & Logistics.

The initial impact of the outbreak on businesses, he said, seemed to be
limited to the supply side: factories shut down, manufacturers couldn't get
parts, there weren't enough boats and planes to move products around the
globe. Now, it's also a demand problem.

Because more people staying in and working from home — or being
guarantined -- means fewer people out in the world buying stuff.

Sheffi told WBUR that a decrease in consumer demand is likely to result in a
"bullwhip effect": Retailers, seeing less demand from consumers, order less
from wholesalers; wholesalers order less from manufacturers; and
manufacturers order less from their suppliers.

And so on, and so on.

In the coming months, Sheffi said that bullwhip effect, combined with the
supply disruptions caused by the outbreak and a major slow down in
consumer spending, will likely have negative consequences for the economy.
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"l expect this will be like 2008, 2009," he said. "There will be a worldwide
recession."

Last week, Sheffi released the results of an informal of roughly 700
supply chain professionals from North America, Latin America, Europe, Asia
and Africa. What he found was that "many of the companies polled appear to
acknowledge that the worst is yet to come."

What will companies do if the normal flow of parts and products becomes a
trickle? How will they prioritize what to make and what to delay? Only 13%
of the survey's respondents said their company had a plan for that.

And while some Boston-area corporations like Staples and New Balance,
which have large global supply chains, are likely to suffer, Sheffi predicts
that small suppliers and manufacturers will feel the most pain.

"Just like many families are living paycheck to paycheck, many of these small
companies are living order to order," he said. And as the bullwhip effect
reaches these businesses, "they will start failing."”

But, Sheffi said, there is at least one type of business at the very end of the
supply chain that is likely to survive this downturn: services that deliver food,
medicine and other goods to your home.
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