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ABSTRACT

The main aim of this paper is to analyze the impact of the world pandemic COVID-19
on the efficiency of capital markets in countries of South Asia, namely, the market effi-
ciency of these stock markets in the pre and post-COVID-19 global wave. The method
includes an econometric model based on time series analysis. Information and data
come from the stock indices of Asian countries from July 2018 to July 2021. The results
confirm that despite all financial markets presenting efficient results before the global
outbreak, after the COVID-19 pandemic, all the financial markets reduced efficiency,
as expected. These results benefit the regulators of financial markets and investors to
forecast and anticipate adjusted financial measures and policy decision-makers.
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INTRODUCTION

COVID-19 was first discovered in December 2019 in China Wuhan (WHO,
2020). The virus rapidly spread worldwide and affected millions of people in
over 300 countries (WHO, 2020). The COVID-19 global outbreak has rever-
berated across the financial markets and economies and brought a dramatic
lousy influence on the performance of the monetary economies around the
globe (Okorie & Lin, 2021). The stock market is an essential part of every
country because it can impact the various sectors of the economy. During a
global shock, market efficiency in stock markets is essential because it reports
to investors about the strategic and trading activities of financial markets
regarding the outcome of profitability (Cevik et al., 2022).

In order to control the wave of the outbreak (COVID-19), businesses are
moving towards a complete lockdown worldwide. During the period of lock-
down, the overall daily operations of businesses are affected, and throughout
this spell, people need resources for sustenance (Cevik et al., 2022).

This paper aims to aim to analyze the Asian market efficiency before
and after the COVID-19 pandemic in order to provide information
to the financial investors and regulators of the global capital markets
in Asia.
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LITERATURE REVIEW

The global outbreak of COVID-19 has changed the world economy. All the
financial economies are responding to this outbreak, which results in exces-
sive loss (Liu et al., 2021). Singh et al. (2020) and Cevik et al. (2022) analyzed
the pandemic effect on the 21 leading capital markets. They used panel data
analysis and analyzed the impacts on the financial markets of developed
economies.

The global outbreak of COVID-19 has shaken the worldwide economy.
All the financial economies are responding to this outbreak, which results in
excessive loss (Aslam et al., 2020). So, testing the influence of this pandemic
globally is a hot topic for all researchers. There is fast-growing literature
about the COVID-19 impact on the economies. Liu et al. (2020) analyzed the
pandemic effect on the 21 leading capital markets. The authors used panel
data analysis, and the study proved that this pandemic badly impacted the
financial markets of the leading economies.

The impact of this outbreak has a diverse influence on different capital
markets. Numerous studies have found that this pandemic has caused a fina-
ncial crisis worldwide. During the pandemic, global capital market risks have
risen dramatically Zhang et al., (2020). Recently, Waheed et al. (2020) found
that the stock exchange of Pakistan gained significantly positive returns due
to their timely government interventions during the pandemic that secured
shareholders from an absolute disaster for the capital market. Moreover,
Baker et al. (2020) compared this outbreak to the previous 1918–1919,
1957–1958, and 1968 and concluded that no previous pandemic disturbed
the operation of financial markets as much as COVID-19 did. The study reve-
aled that the main reasons that stock markets have responded more intensely
to COVID-19 are the lockdown of businesses and social distancing.

Şenol and Zeren (2020) analyzed that the pandemic of COVID-19 has
significantly increased financial risks around the globe. In a shorter period,
the prices of the stock markets dropped, and the businesses lost their value.
Indeed, during financial crises, it is essential to investigate the efficiency of the
capital markets. Dias et al. (2020) studied the efficiency in the economies of
China, France, Italy, Portugal, Germany, South Korea, and Spain. The result
showed that the random walk hypothesis was not accepted in all market
indexes. Topcu and Gulal (2020) discovered that the developing financial
markets gradually dropped and started to fall by mid-April.

The influence of coronavirus (COVID-19) has been the greatest in the
emerging markets of Asia; however, the European emerging markets have
faced the lowest impact. The different studies showed diversified results for
different stock markets, some markets are influenced mainly, and some are
less influenced. In the Asian context, a genuine question about the COVID-19
effect on the efficiency of capital market returns has been raised. Furthermore,
the central investigating issue is which country was affected more during the
pandemic. The market efficiency in developed markets has been tested by
Rounaghi and Zadeh (2016), Sensoy and Tabak (2015), and Shirvani and
Delcoure (2016). Sensoy and Tabak (2015) revealed that all European capi-
tal markets had been affected by the 2008 financial crisis. These authors
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confirm that there was a significant impact on the economies of France, Gre-
ece, and Spain during the sovereign debt crises in European. Rounaghi and
Zadeh (2016) examined the Stock Exchange of London (LSE) compared to
the S&P 500; the result revealed that both economies were financially heal-
thy and efficient throughout the times up and down. Shirvani & Delcoure
(2016) investigated the efficiency of the 16 capital markets of the OECD.
The hypothesis of market efficiency was accepted, and all markets were effi-
cient. Hamid et al. (2017) studied the hypothesis of an efficient market in
developed and emerging markets. He tested the 14 financial markets for the
period 2004-2009. The researchers found that the RWH was not accepted in
Asia-Pacific.

Malafeyev et al. (2019) investigated the financial markets of India and
China; the authors revealed that the prices do not follow RWH, and these
markets could be more efficient. Caporale et al. (2020) dealt with the
European financial markets (France, Germany, Italy, Spain, and the Uni-
ted Kingdom). The results confirm that all European indices accepted the
weak form assumption of market efficiency. Miloş et al. (2020) studied seven
financial economies of CEE (Central and Eastern Europe). These researchers
confirm a long-term correlation between the rates of return; thus, the result
revealed that all the capital markets were inefficient.

In the ‘90s, the Efficient Market Hypothesis (EMH) gained importance
and was developed separately by Professor Paul A. Samuelson and Profes-
sor Eugene Fama. Emerging economies became a hot topic at that time. The
emerging economies included the South Asian markets after the crises of the
currency of Asia. The eminence of these emerging markets revealed that the
assumption of an efficient market was not factual for the South Asian capital
markets. Therefore, the investment risks were higher. The theory suggests the
comprehensive and quick flow of the available information in the market.
EMH guarantees efficient performance and procedure in the financial mar-
kets, which in turn impacts the operations and procedures of the working
economy.

Fama and French (1988) proposed that the market is efficient if the prices
of stocks reflect all available data in the capital markets. This information
covers not only the information available in the financial reports but also
reveals the social and political news, economic affairs, and other financial
data. The EMH idea considers how quickly the market reacts to the newly
available data and impacts the security prices.

When investors make decisions regarding investment in securities, they
use the information they own. Stock market information is disturbed by the
environment’s condition, whether economic or not (Syifaudin et al., 2020).
The stock market efficiency is affected by many events, and every event has
different features. The COVID-19 outbreak has crushed all sectors around
the globe, whether it is the health sector or the economy. It is an unusual
event that drastically disturbs the efficiency of the global capital markets.

The EMH describes the reaction of security prices to the new information.
Dias et al. (2020) tested COVID-19’s influence on Europe, China, and the
US capital markets and found mixed results regarding the hypothesis of an
efficient market. The random walk assumption was not accepted in the case
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of Belgium, China, France, Germany, Greece, Portugal, and the USA, but it
was accepted in the case of Ireland and Spain. The finding also displays that
stock prices only reveal some of the data and that the fluctuations in the stock
prices are not identically circulated.

So et al. (2021) analyzed that the pandemic of COVID-19 has significan-
tly increased financial risks around the globe. In a shorter period, the prices
of the stock markets dropped, and the businesses lost their value. Indeed,
during financial crises, it is essential to investigate the efficiency of the capital
markets. Dos Santos & Henriques (2019) and Dos Santos (2017) analy-
zed the efficiency in the Portuguese sectorial economy and concluded a low
level of sectorial efficiency. Indeed, Dos Santos & Diz (2018) analyzed the
sustainability in the European agricultural sector and obtained similar results.

METHODOLOGY

Information and data come from the stock indices of South Asian countries.
According to Dos-Santos (2021) and Fonseca et al. (2016), the model includes
an econometric autoregression (AR) for each capital market. The model was
developed in EVIEWS econometric program, as referred.

The tests used to analyze the efficiency of stock markets include the unit
root rank-variance ratio that estimates if stock prices follow a random walk.
The stability test was applied through an autoregression (AR) model for
each capital market. The hypothesis of an efficient market has been analyzed
through these tests and is presented in equation 1.

ni : set of historical prices on all asset

To analyze the return was used;

r = lnYt − lnYt−1

The Unit Root was applied to analyze the order series of integration. Diffe-
rent methods have been established for this purpose; one widely used method
in ADF (Augmented Dickey-Fuller) requires that the unit root (Ho) null hypo-
thesis is not accepted, in benefit of the stationarity alternative hypothesis. The
formula of the ADF test shows in the following equation:

1yt = αo + α1yt−1 +

n∑
i=1

α1yt + et

Where: 1 = 1st difference operator, y = data time series, t = time period,
αo = constant value, n = number of lags, and e = random error. Another
method that is also suggested for the test of unit root is PP (Phillips & Perron,
1988), which is shown in the following equation:

1yt = αo + α1yt−1 + et

The variance ratio is applied to test the randomness in the return series,
and it is used to assess the autocorrelation between returns.

Xt = µ + Xt−1 + ∈t
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Where Xt = logarithm, µ = arbitrary motion parameter, Pt = price of
an asset, and ∈t = random error. The method of variance ratio test is
implemented the same as described by Lo and Mackinlay (1988), which is
consistent with the estimator heteroscedasticity. For example, nq+ 1= obse-
rvations, in which q is a numeral higher than 1. The following equation can
be defined as:

µ̂ ≡
1
nq

nq∑
k=1

(Xk −Xk−1) =
1

nq
(Xnq −X◦)

σ 2
a ≡

1
nq

nq∑
k=1

(Xk −Xk−1 − µ̂)2

σ 2
c (q) ≡

1
m

n∑
k=1

(Xqk −Xqk−q − qµ̂)2

Then:

m = q
(

nq− q + 1
) (

1−
q
nq

)
The following equation gives the variance ratio test:

V̂R(q) =
σ 2

c (q)

σ 2
c

.

RESULTS AND DISCUSSION

The stock market of India presents a declining trend. The Sri Lanka stock
market was down in 2019 due to the country’s economic collapse. Pakistan
follows the same trend due to the international economic openness with the
other southeast Asian countries. The results from all the referred countries
also present volatility in the results. The results indeed present that all the
capital markets present a low efficiency. Therefore, all the capital markets
do not follow the assumption of random during the pre-COVID-19 period.
The returns of the four capital markets also present a low-efficiency level.
The model’s results also prove the absence of serial correlation in the four
referred stock markets.

CONCLUSION

The main results conclude that there was a significant decline in all capital
markets during the global lockdown in 2020.

That confirms the expected negative attitudes from investors in chal-
lenging situations like this. The present paper could give insights to the
policy decision-makers and the financial sector investment, not just in future
pandemic times but also in challenging times due to climatic change.
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