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The Lunar New Year is a widely celebrated event in several Asian countries and China’s biggest

holiday. It hails the arrival of spring and the beginning of a new year. Shortly after the

celebrations, on February 1, 2022, several Asian countries witnessed a spike in Covid-19

infections, mostly linked to the Omicron subvariant of the SAR-CoV-2 virus as well as its more

deadly predecessor, the Delta variant. By February 7, there was a sharp increase in Covid

cases across China, Hong Kong, Indonesia, Japan, Malaysia, Singapore, South Korea, and

Thailand.

On February 7, 2022, in mainland China, new Covid cases, including a handful of Omicron

infections, increased sharply, with the Guangxi autonomous region in China’s southwest as its

epicenter. However, the authorities rushed to quell the outbreak. The city of Baise in Guangxi,

along the Vietnamese border, was locked down to prevent the virus from spreading further

among the 3.6 million inhabitants. Nearly 135 infections were reported from Baise, dubbed

the “aluminum capital of southern China.”

Authorities cut off highway access and tightened restrictions in Suzhou, the country’s

industrial hub and biotech cluster, on February 16, 2022, as new cases came to light.

The following day, the contagion is believed to have spread to the agrarian and pastoral Inner

Mongolia autonomous region while also making its presence felt in a couple of mainland

provinces (e.g., Jiangsu, Liaoning, Shanxi, Sichuan, Yunnan).

Lockdowns

In late February 2022, amid a fresh surge in Covid cases, authorities in Shanghai tried to

contain the virus spread through targeted enforcement of rules, focusing their curbs on

specific compounds, village areas, and zones instead of no-holds-barred lockdowns. In fact,

the city gained a reputation for a while for this kind of precision management until the end of

March 2022. However, there were stories of sub-municipal authorities being unable to step up

to the task and act more proactively. In addition, there were issues of misjudgment at various

levels. Whatever the truth, cut to late March 2022, the Chinese administration was seen

adopting stricter measures by locking down China’s most populous, largest, and wealthiest

city, which is also a critical hub of global trade and finance.

The restriction policy that forced some 25 million of the city’s inhabitants to stay put in their

homes (for the most part) came into force on March 28, in the first half of the city, namely,

the Pudong district, home to nearly 22% of Shanghai’s population. In this first phase of the

rollout, the emergency protocol wasn’t expected to last for more than five days, after which

it was to be lifted. In phase two, the Puxi district, where approximately 48% of Shanghai

residents live, was supposed to go under lockdown.

By February 20, 2022, significant coronavirus disease outbreaks were reported from provinces 

such as Heilongjiang, Guangdong, and Hunan, besides several cities, including Beijing, 

Guangzhou, Heyuan, Huizhou, Meizhou, Nanning, Shaoyang, Shenzhen, and Yunfu.



On April 26, Beijing launched mass coronavirus testing for nearly all its 21 million residents,

sparking fears that the capital city might face a Shanghai-style lockdown anytime soon.

Restrictions in hard-hit cities of Jilin and Changchun was gradually lifted from April 28. While

some cities in China, including Guangzhou, are loosening Covid restrictions, several districts

in Hangzhou, home to e-commerce giant Alibaba, began a lockdown on April 23, with mass

testing carried out for three days. As on May 10, 2022, Shanghai was in its sixth week of

lockdown with no end in sight.
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China’s pandemic protocols vary from province to province, and often range from a total ban

on travel to various test requirements for drivers and severe restrictions on deliveries to Covid

hotspots. The thumb rule is that each housing unit in the city is assigned one of three risk

levels and units that do not record a Covid positive case for 14 days are designated as

“prevention zones,” whose occupants are allowed to go out for appropriate activities.

Restrictions are typically lifted for parts of the city with the least chances of virus outbreaks.

Even while easing the lockdown, the epidemic prevention and control work is not relaxed.

Residents, other than those with work passes, are allowed to step out of their homes for only

two hours daily.

Residents of Chaoyang, Beijing’s largest district, for instance, are required to undergo three

days of testing for the virus. Several large MNCs in sectors such as aerospace, airlines,

automotive, defense, heavy electrical equipment, hydraulic fracturing, oil and gas,

properties, risk consulting, and robotics operate out of Chaoyang. In many cities, company

employees are issued passes by their employers, which allow them to commute to office. This

mostly applies to the staff of key businesses such as Foxconn, for instance.

Streets are manned by white hazmat-suited volunteers and police brigades, and medical

workers are everywhere. Under its “dynamic zero Covid policy,”

China has revved up its track and trace efforts, and mass tests are taking place in cities at

varying intervals.

Deepening disruption for global industries

Indefinite lockdowns across China have turned things almost upside down for business and

industry. For one, strict Covid rules are making it difficult for workers to reach their factory

sites. Not more than 30%–40% of a factory’s workforce is eligible to return to work due to

various restrictions on travel, while supply disruptions have rattled the movement of raw

materials and finished goods. Not surprisingly, manufacturing activity has plummeted to its

lowest level. From automotive to chemicals and fertilizers, and from textiles to drones,

global industries are staring at huge component shortages.

Chipmakers

Chipmakers outside of China are starting to feel the impact of Covid-19 shutdowns, lowered

staffing levels, and reduced operations in Shanghai, Shenzhen, and neighboring areas. Dallas-

based Texas Instruments has already pared revenue forecast for the second quarter by a

tenth. Meanwhile, SK Hynix, a South Korean supplier of dynamic random-access memory chips

to clients such as Apple, hinted that any recovery in the smartphone and computer sector is

contingent on China’s Covid-19 response. Hynix owns facilities in Wuxi (140 kms from

Shanghai) and Chongqing (1,400 kms from Shanghai).

MediaTek, a Taiwanese producer of chips for wireless communications with clients such as

Samsung and Xiaomi, also cut its outlook since smartphone shipments in 2021 (1.35 billion

units) were still below pre-pandemic levels (1.56 billion devices). However,

STMicroelectronics, a French-Italian electronics and semiconductor manufacturer with a

5,000-strong workforce in China, posted a 17% y-o-y increase in first quarter revenues in 2022.

China’s Zero-COVID Stance
Lockdowns leading to disruptions for global industries

Chinese authorities aim to totally squash the contagion at any cost by carrying out massive 

testing, tracing, and vaccination operations. This contrasts sharply with the mindset in many 

other countries where stoically “living with the virus” seems the most dominant sentiment. 



Computer hardware and software

The small city of Kunshan, dubbed “Little Taiwan” due

to the heavy Taiwanese investments in its

manufacturing clusters, has been under a strict

lockdown since April 20. Kunshan in Jiangsu province,

which is a 60-km drive from Shanghai, is particularly

significant for the laptop industry. The Covid

restrictions here was driving original design

manufacturers (ODMs) to slash their outputs by as much

as 40%–50%, as on April 28. These ODMs, mostly

Taiwanese, make products based on their own designs,

and, as creators, they typically retain intellectual

property (IP) rights in these products. Thereafter, their

products are supplied to vendors, which retail them

under their brand name. Tech giant Microsoft is also

facing some steady headwind. The company said that

the extended lockdown measures in China are

hampering its ability to move staff and products around

the country, in turn, impacting the production of its

Xbox game consoles and Surface line of laptops.

Handsets

Half of Apple's 200 top suppliers are based either in Kunshan or Suzhou (both in Jiangsu,

bordering Shanghai) or in Shanghai itself. At least 11 Apple suppliers are known to have been

affected by restrictive lockdown measures. Some of the suppliers in the impacted areas

include major iPhone assemblers (e.g., Pegatron), iPad makers (e.g., Compal Electronics),

printed circuit board makers (e.g., Unimicron, Nan Ya), and thermal component suppliers (e.g.,

Auras). Also impacted are acoustic component suppliers (e.g., AAC Technologies) electronics

component manufacturers (e.g., Panasonic), producers of display panels (e.g., AUO, Innolux,

Japan Display), and power management solutions (e.g., Delta Electronics).

Besides Apple, many of these suppliers also serve some of the big players of the tech space such

as Google, Intel, and Microsoft. With plants in Kunshan and Suzhou, AUO, the Taiwanese maker of

TFT-LCDs and plasma serves Asus, Dell, HP, Samsung, and Tesla. Faced with severe restrictions,

staff crunch, and shortage of chemical materials, AUO is running at 30%–40% below capacity at

its Kunshan facility. In case of AUO’s peer Innolux, the lockdown impact will likely be felt

through the second and third quarters as well. Innolux counts Samsung and General Motors

among its customers. Delta Electronics, which is a leading maker of computer fans and switching

regulators, has halted production at its Suzhou facility, and its factory activity might have shrunk

by a fifth in April 2022. Industry watchers reckon it would take at least another quarter before

companies can hope to resume normal operations. Two of Foxconn’s factories at Dianfa and

Fuhong in Kunshan abruptly ceased operations on April 27, over new Covid-19 cases. The plants,

which make data transfer equipment and connectors, will remain closed until the local

government authorities permit them to reopen. That said, Foxconn, which is the primary

assembler of iPhones, has continued to run its plants in the central Chinese city of Zhengzhou

(called iPhone City). The area is under lockdown, but it has migrated to a closed-loop system

under which employees live on-site and are tested daily. There are restrictions on workers’

movement as well as group dining and socializing. Workers are required to always wear masks as

a precaution (except when eating and drinking). A rapid antigen test is mandatory for all visitors

onsite as well as negative Covid-19 test taken no more than 48 hours before their trip.



Much like Zhengzhou, the manufacturing hub of Dongguan in central Guangdong is keeping

many of its facilities up and running in a closed-loop format. On May 5, some workers

reportedly tested positive at Quanta Computer’s Shanghai Manufacturing City, which has been

operating in the closed-loop mode for a while with the facility doubling as living quarters for

40,000 workers. Taiwan-based Quanta is responsible for 75% of Apple's global MacBook

production, besides supplying computer circuit boards to Tesla.

Coal and rare earths

On April 25, Covid restrictions reached China’s coal city of Baotou, in the northern region of

Inner Mongolia. The lockdown was enforced for a week after the city reported two

coronavirus infections. Baotou is the home turf of Baosteel Group ("Baogang”), which is the

state-owned iron and steel company with 16.5 million tons in annual capacity. Every year,

China churns out about one billion tons of steel. As a preventative measure, drivers visiting

coal mines were required to stay put in their trucks. Previously, in March 2022, truckers were

caught in a web of such coronavirus testing requirements, resulting in coal delivery

bottlenecks and drivers trapped in long queues.

China is the world's largest producer of rare earths used in vehicles, home appliances, and

military wares, among several other applications. Baotou reigns supreme as China's rare earth

capital. China Northern Rare Earth Group, which is one of only six major mining groups in the

country, runs the world’s largest rare earth deposit, namely, the Baiyun Obo mine, in Baotou.

Automotive

The Shanghai shutdown cost Tesla nearly a

month’s output, while Continental AG felt the

pressure to lower its growth forecast to 4%–6%

from 6%–9% previously. In Ulsan, South Korea,

Hyundai Motor’s assembly line for Genesis

GV60s, 70s, and 80s sat partially idle due to a

shortage of airbag control units (ACUs). China

has always been the go-to source for Hyundai

for ACUs. Since April 18, the auto maker has

been unable to procure enough ACUs from

China and hence, had to procure from Canada

and other countries instead. In the process,

Hyundai missed out on making nearly 1,200

cars between April 18–25, including at its

Ulsan plant, which is the world's largest

integrated automobile manufacturing facility.

Assembly lines for Hyundai Casper five-seater

hatchback at Gwangju Global Motors, which is

a joint venture between Hyundai Motor and

South Korea’s Gwangju city government,

screeched to a halt on April 18 due to ACU

shortage. Previously, in March 2022, the

lockdown in Shandong province left Hyundai

and its minority-owned Kia without enough

wiring-harnesses.

Both auto makers were forced to scale back

production for two to four weeks. In the same

vein, GM’s Korean subsidiary adjusted

production at one of its plants in Bupyeong

after supplies of brake systems from China

were delayed as a result of Covid prevention

policies. Currently, Renault Korea Motors and

SsangYong Motor are not facing any significant

parts shortages, but both auto makers are

closely monitoring their inventory and supplier

service levels.

Persistent supply problem due to hard

lockdowns in China is worsening the supply

chain issues of German car manufacturers.

VDA, the German Automotive Industry

Association, has lowered its domestic growth

expectation this year to 7% from the

previously estimated 13%.



Shipping

Since the start of the lockdown, the number of ships awaiting berths at Shanghai port has

dropped, and congestion resulting from bulk goods redirected from other ports is also limited.

Ocean shipment volume at the port of Shanghai, which is the world’s largest container

shipping gateway, decreased 22% for the period April 14–28, compared to mid-March 2022.

Ocean dwell time (the period of time a ship or cargo spends in a port) for import shipments

increased more than 200% to 10+ days, while export dwell times increased 31% to 6+ days

during the same period. US-bound ocean freight demands out of Chinese ports decreased

31% during April 6–15. As a domino effect, consumer demand in the US might also decline. In

any case, US retail sales are down from 2021 due to the impact of inflation. Food at 8.8% and

energy at 6.9% are two items showing the biggest impact on the rising retail price index.

Several carriers have chosen to avoid the Shanghai port until mid-May. In all, The Alliance (an

ocean carriers’ group comprising Germany’s Hapag-Lloyd container lines, Taiwan’s Yang Ming

Marine Transport Corporation, and Ocean Network Express, Japan) canceled 36 voyages to

Shanghai, as on April 14. Insufficient storage space at Shanghai’s port is prompting many

shippers to suspend orders for new refrigerated and dangerous goods (e.g., explosive

materials, flammables, toxic gases). These carriers include Hapag-Lloyd, Swiss Mediterranean

Shipping, and French shipper CMA CGM, besides Maersk.

On April 25, Danish shipper Maersk announced a dozen blank sailings (cancelations or skipping

of a port) for its AE1 service to the Port of Ningbo in the East China Sea. The sea route from

Ningbo, which is popular, heads to Germany’s North Sea port of Bremerhaven, after passing

through Xiamen, Yantian (both in China), and Rotterdam (Netherlands). Maersk cited

accumulating bottlenecks along the Asia-North Europe networks as the reason for its flurry of

cancelations and port skipping. To the extent possible, the carrier was also reportedly

rerouting cargo to keep delays to a minimum. For the same reason, Maersk also avoided

bunching loads received via train and river barges for further sea transportation.

Air freight

Air shipment of cargo is more expensive compared to ocean freight. The Covid-outbreak,

quarantine rules, and limited staff on duty have paralyzed Shanghai Pudong International

Airport, which is one of the busiest in the country. Since March 2022, inbound airfreight has

been dogged by disruptions and delays of 10 to 20 days; outbound volumes have also

waned.

Cancelation of flights, in-bound and out-bound, at Shanghai’s airports have become routine.

Luxembourgian freight carrier Cargolux called off operations until April 25, 2022. Covid

restrictions forced Atlanta-based Delta Air Lines to cancel all flights to Shanghai and embargo

all imports and exports at the city’s International Airport until May 6.

Supply Chain Woes  
Lockdowns exacerbating global supply chain issues and 

adding to inflation

Port operations in Shanghai are impacted by stringent Covid-related controls, and goods 

movement is more or less stagnant along the Yangtze River Delta, which sits across areas of 

Shanghai, southern  Jiangsu, and northern Zhejiang. It is a key gateway to the Asia-Pacific region.



Air cargo re-routed from Shanghai is upsetting freight operations at other Chinese airports,

such as Shenzhen and Guangzhou, and setting off pallet shortages. In the light of increased

diversions from Shanghai, lead times at these airports for booking space on aircraft have

soared to 14–21 days. China Southern, which is one of the big-three airlines in the country,

alongside Air China and China Eastern Airlines, has shuttered its terminal at Guangzhou

airport. By contrast, things are back to normal at the terminal run by China’s flag carrier Air

China. At Shenzhen International Airport, a blanket ban on dangerous goods, loose cargo that

does not require packaging, and any load bound for Shanghai was in effect from April 21 to

27. A daily import cap of 250 tons (including 125 tons for perishable/chilled/frozen goods) was

also in force at Shenzhen until April 27. Truck deliveries to Wuhan were suspended, hence

leading to 3-4-days backlog of air cargo at Wuhan International Airport, as on April 26.

Meanwhile, in Nanjing, import activities have ground to a halt. In Qingdao, as an abundant

precaution, air freight is held in the terminal for a 10-day period after being disinfected.

Trucking

Free movement for truckers is restricted around Shanghai, including its shipping terminals,

which is the key reason why China’s ports are not bustling with container traffic. The port city

of Tianjin, which in January 2022 recorded China’s first community spread of Omicron, has

also restricted truck movements amid soaring caseloads. Truck drivers, who number 17.3

million in entire China, must submit multiple papers to prove they are coronavirus-free. They

include Covid-negative tests taken within 48 hours prior to the start of the journey and health

codes that indicate they have not traveled through a Covid hotspot. Hence, it is difficult to

persuade truckers to venture into risky environments if they are mandated to undergo a 14-

day quarantine on completion of delivery.

There are long queues of trucks on highways as drivers await virus test results. China’s central

leadership has been urging local authorities to clear the logjam in the road transportation

sector. Despite the odds, it might still be possible to obtain trucking permits, but how is the

shortfall of trucks, drivers, and packaging cartons going to be overcome? Notably, between

April 1 and April 17, the country’s road freight sector witnessed its revenue plunging

more than 27% from 2021. The corresponding figure for Shanghai was an unnerving

82.6%.



Looking at the current scenario, Chinese authorities will likely continue with their zero-Covid

policies aimed at reining in the “complex and stealthy virus” by trying to run faster than the

contagion. The Global Times, which is the Chinese Communist Party’s (CCP’s) English-language

tabloid newspaper, is emphatic that “fighting with speed” is key to controlling the outbreak.

About 17% of China’s older population is still not vaccinated as this demographic was not

considered a priority until March 2021. Low Covid-19 death rates in China have also led to a

certain complacent disregard for vaccination among China’s senior citizens. Disinformation on

Chinese social media platforms about vaccine effectiveness have also slowed the take-up of

vaccines by older Chinese population, many of whom also suffer from age-related

comorbidities. Loosening of Covid controls could potentially result in elderly fatalities in the

country, something the country’s leadership, President Xi Jinping, in particular, can ill-afford

in a politically critical year.

Global business

The international business community is in a wait-and-

see mode over China’s strict Covid restrictions as well as

growing supply chain and inflationary woes. June-end is

an important timeline. Industrial and tech companies

tied to Shanghai will be looking to see if Chinese

administrators will show their typical tenacity to take

charge and restart the city’s industrial economy to

reclaim at least some of the lost ground. If workpieces

fail to start rolling off Shanghai’s assembly lines by mid-

May 2022, there is a cause for concern. Industrial and

automobile plants fed by downstream suppliers in

Shanghai and Kunshan might sit idle.

The mid-May 2022 timeline is also critical for consumer

electronics brands as production in China must build up

by May/June 2022 for retail goods to be shipped via

ocean freight in time for the Christmas holiday sales

season in the US and Europe. If products fail to ship,

industries ranging from toys to jewelry and electronics,

as along with their downstream operatives in China, will

be significantly impacted in terms of Q4 retail sales

during the Holiday Quarter in the US. As soon as

restrictions are lifted, air cargo in China will witness

strong recovery, although the courier sector will

probably take a little longer. There are concerns that the

eventual lifting of lockdown rules might release a tidal

wave of freight currently bottled up in storehouses. This

could potentially inundate ports, both Chinese and

overseas ones, and bog down cargo handling services,

especially in the peak shipping season from mid-August

through mid-October 2022.

What to Expect Post-lockdown?  
Closed-loop operations expected to emerge as the new 

normal



On the brighter side, most companies in China have well-laid-out contingency plans to be

triggered in an eventuality. Besides, most businesses have buffer stocks. In some of the

industrial hubs, factories are located outside the city, fairly insulated from high-risk Covid

hotspots. Since mid-April, local and central administrators have been trying to resuscitate

production in key industries to ensure that economic growth and disease prevention go side by

side. These sectors include technology, medical supplies, auto components, semiconductor,

biopharma, automotive, chemicals, and equipment manufacturing. Local governments in

Shanghai and Suzhou, for instance, have whitelisted more than 650 facilities, and they will be

able to resume operations, slowly but surely. A significant number of these factories are run

by businesses from the European Union (EU), and they are expected to function in the

“closed-loop” mode.

Closed-loop Operations

As on April 27, AkzoNobel, BASF, Clariant, Covestro, DuPont, Evonik, L’Oréal, Quanta

Computer, Skechers, Suez, Tesla, and Volkswagen have resumed operations partially or fully

under the closed-loop management and are following the government’s anti-epidemic rules in

Shanghai, Changchun, and Hubei. Fortune-100 industrial technology company Honeywell said

that it believed in "the strong resilience of the Chinese economy and the government's

unwavering pledge to high-level opening-up."

State-owned enterprises in the Yangtze River Delta region, the economic center of the

country, are also operating under the closed-loop management, especially to bolster

international and domestic water transportation logistics. For example, 13,000 engineers and

workers at the Changxing manufacturing facility of Shanghai Zhenhua Port Machinery (ZPMC)

sleep, live, and work in isolation at the factory sites. This happens to be their daily routine

ever since March 2022, and no infections have been reported from this bubble-like

arrangement as on April 26. Seven canteens at the facility have stocked up on rice, flour,

cooking oil, and frozen vegetables, and supplies are expected to last for up to three weeks.

ZPMC, which is one of the world's biggest port machinery manufacturers by market share, says

that the closed-loop approach has enabled it to ensure timely shipments of port equipment to

enable disruption-free operations at container terminals. As a result, it is helping the cause of

export-oriented businesses and downstream customers as well. As on April 26, a high-level

party meeting on financial and economic affairs, attended by President Xi, identified

infrastructure as the mainstay of the country’s social and economic development. The Central

Committee for Financial and Economic Affairs meeting underlined the need for an all-out

infrastructure push by the country in sectors such as transport, energy, ports, and airports.
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