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Abstract: The world today is undergoing profound changes unseen in a century, with geopolitical
conflicts and economic and trade frictions continuously escalating the risks of decoupling and breaking
of the global industrial chain. In the process of accelerated restructuring of the global industrial chain,
how to disperse the risks of the industrial chain and maintain the security and stability of the industrial
chain is the most urgent task currently faced by China in building the new development paradigm and
modern industrial system. Ensuring the stability and security of the industrial chain requires the
achievement of security and stability through both supply and demand dimensions. What is the way for
the construction of industrial chain security from the perspective of supply and demand risk
diversification? Existing literature has not conducted in-depth research on this.

This paper for the first time incorporates the risk fluctuations from both the supply side and the
demand side into a unified trade theoretical framework. It examines the decision-making mechanism of
risk-averse representative market entities in their choice of input source country combinations on the
supply side and export market combinations on the demand side. It calculates the supply risk
diversification index and the demand risk diversification index, and provides an estimation and
decomposition of welfare. It is found that Japan and South Korea are gradually becoming partners that
can better diversify China’s supply risks, and the Asian market and the European market can better
diversify China’s demand risk. China’s overall supply risk diversification level is in a long-term
fluctuation, while the demand risk diversification level shows a continuous downward trend. Partners
along the Belt and Road are more able to disperse supply risk, but not demand risk. Smoothing the
domestic circulation can enhance risk diversification level on the demand side of China, but not on the
supply side. Supply side risk that cannot be dispersed and the high volatility of import cost are important
factors leading to volatility of welfare. The results of this study indicate that China’s high-level opening
should focus on deepening the East Asian economic cycle and the East Asian industrial chain, while
extending to developing countries with a certain industrial scale. The Belt and Road Initiative and the
new development paradigm, especially the expansion of the domestic cycle, are complementary to
China’s risk diversification. Therefore, China should actively utilize the resource endowment
advantages of countries along the Belt and Road on the supply side to diversify China’s supply-side
risks, and use the advantages of its large domestic market and massive domestic demand to diversify
the risks on the demand side of China’s industrial chain. In addition, China should further advance
supply-side structural reforms to promote high-quality development with high-level opening up.

Keywords: industrial chain security; new development pattern; risk diversification; supply and
demand shocks; the Belt and Road Initiative
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