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ABSTRACT

The purpose of the study is to investigate the market reaction to COVID-19 and the policy response in the ASEAN
stock market. The subjects of this study are companies located in ASEAN countries (Indonesia, Malaysia, Thailand, the
Philippines, and Vietnam) as many as 2349 companies. The basic methodology of this research uses the event study
method using CAR (Cumulative Abnormal Return) as a measure of market reaction. We also regressed the effect of firm
characteristics (SIZE, ROA, LEV, CASH, AGE) on market reaction. According to the paper’s results, the ASEAN stock market
reacted negatively to the announcement of COVID-19 cases and deaths. In this condition, the markets in Malaysia, the
Philippines, and Vietnam had the worst reactions to the pandemic outbreak. Moreover, the market negatively reacted to
the policy response emphasizing the spread of this disease. We also find that several sectors also provided a negative
reaction to COVID-19 and the policy response in the ASEAN stock market. In addition, the company’s characteristics
significantly influenced the encouragement of market reactions to the pandemic and regulations. Practical implications
were provided for policymakers regarding the need to consider market conditions in interventions in the spread of the

health crisis. Investors should also consider the characteristics involved in handling the COVID-19 pandemic.
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INTRODUCTION
The COVID-19 pandemic negatively affected the
global economy due to the decline observed in the
2018 worldwide GDP development. This shows
that the flagging in the financial sector, travel, and
commodity supply negatively influenced economic
growth.! According to several previous reports, the
announcement of COVID-19 cases and deaths
negatively affected financial markets. This was due
to the disappointment and worries of the investors
about the uncertainty caused by government policies

regarding the prevention of disease distribution [1-7].

In handling this pandemic, government policies have

been unable to provide good results for investors.

This is because of the inadequate cooperation
observed between different countries [8]. According
to K.J. Heyden, T. Heyden [3] and ]. Klose, P. Tillman
[9], continuous arguments on government policies

! OECD. Coronavirus: The world economy at risk. OECD Interim
Economic Assessment, March 2020. URL: https://www.oecd.
org/berlin/publikationen/Interim-Economic-Assessment-2-
March-2020.pdf (accessed on 18.06.2022).
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were still observed in organizing and controlling
the market during the pandemic. This was in line
with [10], where authoritative intervention policies
influenced the decreasing stock returns.

Our study was initially motivated by the scarcity
of literature reviews on the market reaction to
COVID-19 and policy responses in the ASEAN stock
market. This is because some previous studies mainly
emphasized that the European market is mostly filled
with developed countries [3, 9]. Irrespective of this
condition, the impact of the pandemic on the financial
sector is still different in developed and developing
markets. For developed markets, the negative
effects focused on the decline in demand, supply,
and economic instability. The emerging markets
are, however, influenced by trust, expectations,
and consumption patterns [11]. Moreover, we also
complement the previous study by [12], regarding
the emphasis on the cross-country level in ASEAN,
compared to the single-level type in China. Therefore,
this study aims to evaluate the market reaction to
COVID-19 and policy responses across different
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sectors in the ASEAN stock market, which contains
Indonesia, Malaysia, the Philippines, Thailand, and
Vietnam. In this case, the impact of government
policies on several sectors [10] is also examined
through previous related studies [13-16]. Furthermore,
additional analysis is provided on the impact of firm
characteristics on market reaction to COVID-19 and
policy response.

The results showed that the market negatively
reacted to the initial announcement of COVID-19 cases
and deaths. This specifically indicated that the stock
markets in Malaysia, the Philippines, and Vietnam
had the worst reactions to the pandemic outbreak.
Regarding the economic responses, negative reactions
were also observed to policy responses in the ASEAN
stock market, especially in Malaysia. However, a positive
response was found in the Philippine, Thailand, and
Vietnamese stock markets. Subsequent analyses of
several sectors also showed differences in the market
reaction to policy responses. This indicated that almost
all sectors negatively reacted to the COVID-19 outbreak,
except the health field, where a positive response was
found. For the consumer staples, industrial, financial,
and information technology sectors, the market also
reacted negatively to the policy response. Based on firm
characteristics, a significant influence was observed on
the market reaction to COVID-19 and policy response.

In this paper, we contribute to the literature in
the following ways. Firstly, taking emerging markets
in ASEAN as the sample, we complement the
previous studies [e.g. 1, 3, 8, 9, 17], which focused
on the European region and developed countries. In
addition, the ASEAN market is sensitive to macro
shocks [18-20]. Secondly, to our best knowledge, we
provide the only study to examine the market reacts
to COVID-19 and policy response in the ASEAN stock
market with different sectors. Thirdly, we extend
the debate on whether the market reaction to fiscal
policy and monetary policy based on previous studies
in developed markets [3, 9]. Fourthly, additional
analysis was provided regarding the influence of
firm characteristics on market reaction to COVID-19
and policy response. The results obtained are also
expected to have important practical implications
for policymakers during this pandemic period. The
government’s accuracy and speed in decision-making
processes are subsequently important factors in

handling the market. In addition, companies need to
consider their characteristics toward the development
of a positive signal for investors.

LITERATURE REVIEW

The literature on market reactions in various
conditions is reportedly increasing among various
scholars. Based on these literature reviews, market
reactions are associated with war [21-25], loan
announcements, corporate governance [26], and audit
reports [27]. In the coal industry, environmental
policy also affected market reactions negatively
[28]. This market subsequently reacted negatively
to the announcement of the Soft Drinks Industry
Levy (SDIL] in the UK [29]. Meanwhile, [30] showed
that corporate social responsibility (CSR] positively
influenced Chinese market reactions. According to
R.H.L. Aalbers and others [31], this reaction positively
and negatively affected pure acquisition and
ambidexterity, respectively. D. Schell and coauthors
found that a public health crisis negatively affected
market reactions subsequently [32].

Besides these reviews, the market’s reaction has
also been linked to the COVID-19 pandemic. According
to B.N. Ashraf [1], the development in the cases and
death rates of this disease negatively affected the
market reaction. D.K. Pandey et al. [2] also found that
the pandemic negatively influenced these short-term
reactions in developing countries. Furthermore, the
increase in the number of deaths affected the reactions
of different markets. According to K.J. Heyden and
T. Heyden paper’s [3], the announcement of the first
death caused a negative market reaction, although no
response was found for the proclamation of the initial
case. H.H.A. Yong et al. also found that international
and multinational exposures negatively and positively
affected short- and long-term market reactions,
respectively [4]. In the continuous development of
COVID-19 cases and deaths, B.N. Ashraf found that
country-level uncertainty avoidance strengthened
negative reactions, subsequently [6]. Based on Deng
T. et al. research [5], the threat policy of stock market
performance positively impacted market reactions.
M. Scherf et al. [7] also analyzed the impact of the
lockdown announcement on the stock market response
in OECDS and BRICS countries. This indicated the
reaction of the stock market when an increase in Italian
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cases aligned with global declination. In this case, the
government’s lockdown measures to prevent the spread
of the virus caused negative market reactions.

During the pandemic period, the recent evaluation
of government actions affected financial markets. This
leads to the present assessment of the patterns by which
the market reacts to government policies during the
COVID-19 period, especially in the announcements of
fiscal and monetary policies. In their research, K.]. Heyden
et al. [3] and J. Klose [9] evaluated the reaction to these
policies. According to K.]J. Heyden and T. Heyden [3], the
fiscal policy did not develop the uncertainty for investors
negative reactions during the pandemic, although the
monetary regulation provided strong market credibility.
This proved that monetary measures were more effective
than fiscal policy during the COVID-19 outbreak. T. Miiller
and coauthors argued that the government needs to
quickly and precisely address the problems of uncertainty
as a positive response to the health crisis [17]. This was in
line with A. Zaremba et al. [33], where the government’s
policy response to limiting the spread of the virus caused
positive reactions regarding increased stock market
volatility. These policies emphasized the information
campaigns used to motivate investors to restructure
their portfolios. They also focused on event cancellation
information, which investors consider signals to anticipate
future government tightening policies. Meanwhile, J. Klose
and coauthors [9] examined market reactions to European
monetary and fiscal policies. In this context, the monetary
policy related to asset purchases caused a positive market
reaction by reducing government financial pressure.
This showed that the fiscal stimulus policies, such as
tax deferrals, obtained a market response by increasing
stock prices after the announcement. In addition, the fiscal
policy is more effective than the monetary measures when
the announcement is made on the same day. Based on
D. Zhang paper [8], the pandemic developed the country’s
economy and caused uncertainty for investors, leading
to a sharp increase and instability in the global financial
markets’ risk levels. This indicated the urgent need for
a policy response, although inadequate cooperation
from countries posed a serious threat to these markets.
S. Shanaev et al. [10] also highlighted that government
intervention was the main factor in decreasing stock
returns during the pandemic.

Several reports subsequently associated the
impact of the pandemic on various sectors in the

>

financial markets. According to L. Zhao papers’
[13], the market reacted negatively to the mining,
agriculture, education, real estate, electric,
environment, transportation, and finance sectors in
China, during the COVID-19 outbreak. W. Huang et al.
also proved that the pandemic negatively influenced
the real estate and financial sectors [14]. Moreover,
R. Matthews et al. reported a negative impact on the
industrial sector [15]. For [16], the COVID-19 outbreak
negatively influenced most sectors, except the health
field and consumer staples, which were not affected.

DATA AND METHODOLOGY

Various event sources were used in the data collection
process. This emphasized the following: (a) a total
of 2,349 daily organizational stock-price index data
in ASEAN countries, such as Indonesia, Malaysia,
Thailand, Philippines, and Vietnam; (b) the initial
pandemic cases and deaths for each country, and (c)
the government’s initial announcement in handling
COVID-19, containing fiscal and monetary policies
(see Table 1).

This study aims to evaluate the reaction to
COVID-19 in the ASEAN stock market. In this case,
various analyses were carried out on the patterns by
which the market reacted in ASEAN regarding the
initial announcement of the first case, death, as well
as fiscal and monetary policies [3]. To achieve these
objectives, the initial announcements about COVID-19
and government policies were used to analyze the
market reaction. In calculating this reaction, three
measurements were also used, namely the normal as
well as the average and cumulative abnormal rates of
return [3, 13, 34]. These measurements are presented
as follows:

Calculation of the normal rate of return:

R ,=a,+ BiRi,M,-’, .
Calculation of the average abnormal rate of return:
AR =R, - (0‘,' + BiRi,M,-V, )

Calculation of cumulative abnormal rate of return:

t=t,

CAR, ) = 2AR, 1
5]
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Table 1
Sample Countries and Event Dates
Country First Case First Death Fiscal Policy Response Mo::ts:rzn::licy
Indonesia 02.03.2020 11.03.2020 20.03.2020 16.03.2020
Malaysia 28.01.2020 17.03.2020 27.02.2020 03.03.2020
Philippine 05.02.2020 10.02.2020 24.03.2020 03.04.2020
Thailand 13.01.2020 24.03.2020 10.03.2020 10.03.2020
Vietnam 30.01.2020 31.01.2020 01.06.2020 01.10.2020

Source: URL: https://www.imf.org/en/Topics/imf-and-covid19/Policy-Responses-to-COVID-19 (accessed on 18.06.2022).

where R, = the return rate of stock, i, on the trading
day, t, R, ;. t = the market return rate of the trading
market, a;and f, = the regression coefficients of the
daily and market return rates, respectively. In this case,
the expected normal return of the individual stock,
i, was calculated when o, and §; remained stable during
the estimation period. Furthermore, AR, , is the average
abnormal return rate of stock, i, on the trading day;, t.
This was obtained by subtracting the expected return
from the AR (actual return). CARI.(tl’ ) is also the
cumulative abnormal return rate of stock, i, in the
event window period (t, t,). This estimation was used
for each SR (stock return) in the ASEAN market, with
the resulting coefficient used to estimate the expected
return E(R). As the estimation window, the utilization
of the 100 trading days before and after the initial
announcement led to the avoidance of the confounding
effects. In this case, the window is then defined as t [0,
0], where t = 0, indicating the date of the event.

To achieve the objectives of this report, several
stages were utilized. Firstly, the market reaction to the
COVID-19 announcement was used. This was measured
by Cumulative Abnormal Return (CAR) and contained
the announcement of the initial case, death, as well as
the monetary and fiscal policies in 5 ASEAN countries,
namely Indonesia, Malaysia, Thailand, Philippines, and
Vietnam. Secondly, the method developed by [13] was
used to determine industrial market reactions. Thirdly,
the procedure of [12] was applied regarding the effects
of firm-specific characteristics on the market’s reaction
to COVID-19 and Policy Response. H. Xiong et al. [12]
and S. Kumar [34] were used to analyze the following
corporate characteristics:
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« SIZE, the log of the firm’s market
capitalization;

« ROA, the returns on assets;

. CASH, the money on hand and total
assets;

. LEV, the total liability on total equity;

AGE, the log of the company’s age.

In achieving this goal, the following estimation is
presented:

CAR, [t +1] =0ty +0,SIZE,, +0,,ROA; , +
+0,CASH;  +0o, LEV, , +a;AGE, , +¢, ,

where CAR, [-T, +T] measures the CAR for the firm,
i, at the beginning (-t) and ending (+t) of the trading
days. This indicated that CAR, (-1, +1) is the 3 days
(-1 to +1) CAR for the firm, i, during the days of the
COVID-19 Outbreak (first case and death) and Policy
Response (Fiscal and Monetary). In addition, AR,
(T =0) is the abnormal return for the firm, i, during
the day of the COVID-19 outbreak (first case and
death) and Policy Response (Fiscal and Monetary).

RESULT AND DISCUSSION
Stock Market Reaction to COVID-19
and Policy Response
Based on Table 2, the initial case and death of
COVID-19 caused a negative market reaction before
and after the announcement in all countries. This
indicated that the reactions in Malaysia, the Philippines,
and Vietnam were highly negative, compared to
other countries. These results were in line with [1-3,
8], where the pandemic raised concerns for investors,
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leading to negative market reactions to the announced
cases and deaths. The government policy responses
used in handling the pandemic were also monetary and
fiscal regulations, which did not provide good news for
investors in the ASEAN stock market. From Table 2, this
market did not significantly react to the policy during
the initial monetary and fiscal announcement period
(0.0). Meanwhile, the new market reacted significantly
and negatively after the fiscal announcements (0, +1)
and (-1, +1). This was in line with [3] and [8], where
the government’s response to a fiscal policy caused
problematic concerns for investors.

Regarding each country, the markets in the
Philippines and Thailand reacted significantly and
positively to the government’s monetary and fiscal
announcements. The market in Vietnam also only
reacted positively to the monetary announcement.
These results were consistent with [17], where the
government’s policy response was considered positive
for investors to handle the spread of COVID-19.
Meanwhile, the Malaysian market reacted significantly
and negatively to the government’s policies before and
after the monetary and fiscal announcements. This
was in line with [8], where the COVID-19 pandemic
negatively affected the capital market. In this case,
the inadequate cooperation between countries posed a
serious threat to investors when handling this problem.

Stock Market Reaction to COVID-19
and Policy Response in Various Sectors
Subsequent analyses were carried out to determine
the industrial market’s reaction to the COVID-19
pandemic. This reaction emphasized Communication
Services, Consumer Discretionary and Staples,
Energy, Financial, Healthcare, Industrial, Information
Technology, Materials, Real Estate, and Utilities.
Based on Table 3 and Table 4, the initial death
announcement caused negative market reactions
in all sectors within the ASEAN countries. However,
the announcement of the initial pandemic case only
caused a negative reaction in the Communication
Services, Consumer Discretionary and Staples,
Energy, Industrial, Information Technology, Materials,
and Real Estate sectors. In this context, the industrial
and material sectors had the worst impacts before
and after the announcement. This was in accordance
with the results of W. Huang et al. [14], who found

that COVID-19 had a detrimental impact on the real
estate and material industries. R. Matthews et al. [15]
also found a negative impact on the industrial sector.
Then, M. Rinaldi et al. [35] found that COVID-19 has
a negative impact on consumer staples.

In the health sector, the market, however, reacted
positively to the announcement of the COVID-19 case.
This was due to the emergence of early pandemic cases,
where many people were hunting for medical devices,
such as masks and hand sanitizers, to protect against
the spread of the virus. In this case, higher health
product demand led to a sharp increase in prices. These
results were in line with Z. Dong et al. [16], where most
sectors were negatively impacted by COVID-19, except
the health field. This was due to the consideration of
health goods and service providers as compulsory and
essential substitutes.

In overcoming the pandemic, both fiscal and
monetary policies were also not positive signals for
investors. This was presented in Table 3 and Table 4,
where the markets in the consumer staples, industrial,
and information technology sectors reacted negatively
to the announcement of fiscal policy. In this case,
the financial market also reacted negatively to the
monetary policy. This was because a policy emphasizing
low interest rates generated investors’ anxiety about
the company’s performance in the financial sector,
especially the increasing systemic fiscal risk. These
results were consistent with [14], where COVID-19
influenced market and funding liquidities, as well
as default risks in the financial sector. Meanwhile,
the markets in the consumer staple, information
technology, and utility sectors reacted positively
to the announcement of monetary policy. This was
in line with J.E. Tetteh and others [36], where the
government’s policy response (fiscal and monetary)
aided organizational sustainability during the pandemic.
K.]J. Heyden et al. [3] also showed that monetary policy
was the government’s step in handling the market.

Influence of Firm Characteristics on the Market
Reaction to COVID-19 and Policy Response
Subsequent analysis was carried out regarding the
influence of firm-specific characteristics on the
market reaction to COVID-19 and Policy Response
(Table 5 and Table 6). In this process, SIZE/ROA and
SIZE/AGE had significant positive values on market
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reaction during the announcement of the initial
case and death, respectively. Meanwhile, LEV had
a significant negative market reaction during the
initial death. This indicated that companies with a
larger scale, high leverage, and good performance
capabilities promoted greater market reactions to
COVID-19. Based on the results, SIZE and ROA had
significant negative effects on the market reaction to
fiscal and monetary policies, respectively. Both CASH
and AGE also had significant positive values on the
market’s reaction to fiscal and monetary policies.
However, LEV had an inconsistent value that was
significantly negative on the market reaction to
these policies. This confirmed that the higher and
lower leverage levels positively and negatively
affected CAR before and after the announcement of
the government’s policy, respectively. It also showed
that the company with a smaller scale, higher CASH,
and AGE, as well as lower leverage and profitability
levels, stimulated greater CAR value against the
policy response of COVID-19.

CONCLUSION
This study aimed to evaluate the reaction to
COVID-19 and the policy response across various
sectors in the ASEAN stock market. The involved
ASEAN countries included Indonesia, Malaysia,
Philippines, Thailand, and Vietnam. The role of
company characteristics on the market reaction to
COVID-19 and policy response was also evaluated.
Furthermore, a Cumulative Abnormal Return (CAR)

was used to measure this reaction, using a sample
of 2349 companies in the ASEAN stock market.
Based on the results, the market significantly and
negatively reacted to the pandemic during the
announcements of the initial cases and deaths in
the ASEAN countries. In this case, the markets
in Malaysia, the Philippines, and Vietnam had
the worst reactions compared to other countries.
The market reaction also reacted negatively to
the government’s fiscal and monetary policies in
handling the spread of the COVID-19 virus. This
indicated that almost all the involved sectors were
negatively impacted by the pandemic. In this case,
even the government’s policies were not provided
with the positive sectoral values needed to overcome
the pandemic. Furthermore, the firm characteristic
of cumulative abnormal returns to COVID-19 and
policy response was analyzed, where organizational
features significantly influenced market reactions.

Based on these results, the pandemic negatively
influenced developing countries’ investors, with
the government’s policy still not being a positive
signal for them to handle the pressure of the health
crisis. These served as guidelines for policymakers
in handling the market under pandemic pressure. It
also showed that companies should consider their
characteristics when confronting this health crisis to
ensure a positive reaction from investors. Therefore,
subsequent future analyses should be conducted on
the market reaction in each sector within developed
countries.
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