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Abstract

The paper inquires the effect of COVID-19 on the twenty-six emerging markets of Morgan
Staley Composite Index (MSCI). No past human experience observed such disease which
outburst, as well as the Spanish Flu, has pretentious the financial exchange as strongly as
the pandemic of COVID-19 pandemic. Actually, past pandemics left just mellow follows.
Findings reveal the adverse result of pandemic on developing securities exchanges has
continuously tumbled. Regarding local order, the result of the outburst has been the most
noteworthy in Asian emerging business areas while developing business sectors in
European countries have faced the least. Likewise, the allowed reaction period and the
extent of boost bundle gave by the governments in counterbalancing the impacts of the
pandemic. The estimations of Driscoll-Kraay locate a negative and measurably huge effect
of the COVID on developing stock exchanges over the period of one year from October 1
2020 to September 30 2021 on the twenty-six emerging markets, the effect ends up being
inconsequential, that is the situation for the full sample also. Normal discourse, the
outcomes expose that the adverse result of the incidence on growing securities exchanges
by the mid-April has continuously tumbled.
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1. Introduction

The spread of Coronavirus from a local spare in the province of China to a global epidemic,
laws dove and stock market instability flewup around the world. In the March
2020U.S.level of unpredictability outpaces those that last were found in October 1987 and
December 2008 and, before that, in late 1929 and the mid-1930s (Baker et al.,, 2020). At the
end days of March 2020 instability started to draw in at the end days and, by late April,
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though remained well above pre-pandemic levels. Propelled by these insights, we look at
the COVID-19 expansions in late financial exchange conduct and attract correlations with
past alluring episodes. The World Health Organization (WHO, 2021) uncovered the data by
that the COVID-19 was spread to 216 nations, zones or domains, and has come about on 1
November 2021, there have been 246,594,191 confirmed cases of COVID-19, including
4,998,784 deaths, reported to WHO. As of 31 October 2021, a total of 6,893,866,617
vaccine doses have been administered.

Umar et al., (2021) examine how COVID-19-fueled fear affects the volatility of ESG
(environmental, social, and governance) leaders' indices that span the globe, including the
United States, Europe, China, and Emerging Markets. The Coronavirus Panic Index and the
price movements of the ESG Leaders indexes have low, medium, and high coherence
intervals, respectively. Low coherence intervals reflect the diversification potential of ESG
investments during a systemic pandemic like Covid-19. The study also looks at how
different geographical indexes exhibit different patterns, emphasizing their potential
importance in developing cross-geography hedge strategies now and in the future.

Bouri et al,, (2021) investigate the relationship between pandemic-induced market
uncertainty and herding behavior in a sample of 49 global stock markets. Market anxiety
caused by COVID-19 has a massive herding effect on emerging and European stock
markets, which include some of the pandemic's hardest-hit economies. The findings point
to a connection between the most recent pandemic and the formation of herds in global
financial markets. Furthermore, better understanding stock investors' behavior in the face
of infectious disease uncertainty should aid market participants in better understanding
price discovery and developing hedging strategies to reduce downside risk in their
investments.

Adekoya and Oliyide (2021) explore how the pandemic affects commodity and
financial market interconnections. From the perspective of the global financial cycle
channel, there are several reasons to believe that, in addition to negatively impacting
market performance, the pandemic could also be a driver of market connectedness. As a
result, the volatility spillover between commodity and financial assets is examined using
the recently developed time-varying parameter vector auto regressions (TVP-VAR)
technique. As the markets were extremely volatile, gold and the dollar were net shock
receivers, while others were net shock transmitters.

COVID-19, according to Baker et al., has had the greatest impact on the value market
in history (2020). Pandemic infections such as bird flu, SARS, swine flu, Ebola, and MERS
have previously caused significant market turbulence. COVID-19 has had a far greater
impact on GDPs, consumer spending, and stock markets than previous pandemics such as
the 1918-1920 Influenza Pandemic (Spanish Flu) that swept 48 countries (Barro, Ursua,
and Weng 2020).
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Fernandez (2020) explored the effects of COVID-19 on GDPs in 30 different
countries in 2020, discovering a 2.8 percent drop in GDP for these countries. Yilmazkudai
(2020a) analyzed the influence of COVID-19 on global financial markets, as measured by
unrefined petroleum costs, and identifies rising COVID-19 cases that have a significant
negative impact on global economies. Phan and Narayan (2020) examined and discover
that the effect of COVID-19 on emerging stock market investment behavior patterns during
the rising contamination time frame (pre-April) is not the same as its effect during the
balancing out period (post-April).The effect of COVID-19 on stock exchanges returns and
volatility has been analyzed on a large scale (Ashraf, 2020; Narayan, Phan and Liu, 2020).

Our study adds to existing research by examining the impact of COVID-19 on
financial markets. Unlike previous studies that looked at the impact of COVID-19 on stock
markets in developed and developing countries separately, our analysis looks at the
Coronavirus' impact on financial exchanges in developing business sectors as well.

1.1  Why COVID-19 is different from other epidemics

Why have COVID-19 enhancements had such far-reaching implications for the stock
exchange by the end of February? Obviously, the current pandemic has serious
consequences for public health. As a result, part of the necessary response without a doubt
in the seriousness of the pandemic arose because of the evident reason for how the
infection spreads, as well as the high death rate among those who get it. Whatever the case
may be, this response is woefully inadequate. The COVID-19 pandemic's abundance death
rate is now only 1/25th that of the Spanish Flu epidemic and the daily movement of 2.5
percent or more in the stock market, while advances identified with Coronavirus.

The impact of the COVID-19 epidemic on the term structure of interest rates is
investigated in this research. We show that the disease's spread has a considerable impact
on sovereign bond markets using data from industrialized and emerging countries. The
increase in confirmed cases expands the term spreads on government bonds significantly.
The effect is unaffected by government policy and monetary responses to COVID-19, and it
is resistant to a variety of factors.

Zaremba et al., (2021)explore the impact of the COVID-19 epidemic on the term
structure of interest rates is investigated in this research. We show that the disease's
spread has a considerable impact on sovereign bond markets using data from
industrialized and emerging countries. The increase in confirmed cases expands the term
spreads on government bonds significantly. The effect is unaffected by government policy
and monetary responses to COVID-19, and it is resistant to a variety of factors.

Velde (2020) investigates how the present epidemic differs from the Spanish Flu in
terms of social, political, and financial context. He reasoned that manufacturing and
farming employed 61 percent of the workforce at the time, compared to 10% currently.
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The initial outbreak of the Spanish Flu occurred in the spring of 1918, and the second wave,
which occurred from September 1918 to February 1919, coincided with the end of the war
and the departure of troops. Concurrent advancements muddle efforts to assess the
Spanish Flu's economic consequences. Halfway through addressing this test using a variety
of high-recurrence data to examine the monetary impact of the Spanish Flu in the United
States. "The epidemic contributed to a mild dip, from which the economy quickly
recovered." As a result, the inquiry into the Spanish Flu simply sharpens the distinction
between the minor monetary consequences and the massive constriction that follows the
significantly less lethal Coronavirus.

Regardless of the all-around foreseen impacts until March, we despite everything
don't think a lot about how COVID-19 experimentally influences developing financial
exchanges. Furthermore, the expanding number of nations managed spread of infection by
mid-April may prompt an equivocalness with regards to what impact the pandemic has on
rising financial exchanges. The objective of this examination is along these lines to
experimentally explore the effect of COVID-19 on developing securities exchanges.

2. Literature Review

Investigations that analyze the effect of COVID-19 on financial development and securities
exchanges are arising quickly. Yilmazkudai (2020a) inspected the effect of COVID-19 every
day cases on worldwide financial exercises dependent on items' every day dispatching
(transportation).Al-Saifi et al,, (2020) estimated that so far the pandemic has trigger
various channels, including for instance, work markets, worldwide flexibly chains,
utilization practices, all of which can influence worldwide economy. Among these channels,
one of the most significant segments is certainly the financial exchanges.

Ramelli & Wagner (2020) investigated that by early March 2020 despite the fact
that the general monetary effects are not yet straight, money related business sectors have
just responded to COVID-19. It was found that by early January to end of March three
stages started beginning. Gormsen & Koijen (2020) found that by the end of March the level
of the danger for all nations expanded significantly when COVID-19 spread to in excess of
200 nations. In the proper investigations of Carlsson - Szlezak et al.,, (2020) it has observed
that nonetheless, administrations and central banks have received a wide scope of financial
strategies so as to hinder the effect of the lockdown and the starting trepidation brought
about by the pandemic.

We look at the effect of COVID-19 on financial exchange returns, unpredictability,
furthermore, exchanging volume during the rising disease time frame from October 1 2020
to September 31 2021 on the twenty-six emerging markets of Morgan Staley Composite
Index (MSCI). We likewise inspect the effect of COVID-19 on the developing nations' stock
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markets. Further investigations conceded by Eichenbaum, Rebelo, and Trabandt, 2020; Mc
Kibbin and Fernando, 2020) conclude that the Coronavirus flare-up carried critical
worldwide interruptions.

3. Procedure and Conclusions
This paper has taken stock indices as dependent variables whereas exchange rates and

COVID-19 cases are dependent variables:
P P
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Where the timeframe is signified with nations are indicated by the addendum (I = 1,... ,N);
agrefers to consistent term; and ¢;, is error term. For the period March 10, 2020 to the July
15, 2020 the information of every day movement of for 26 emerging financial exchanges
recorded by Morgan Stanley Capital International (MSCI). Stock exchanges indices, foreign
exchange rate and deaths caused by COVID-19 were gotten. The developing business
sectors in the examination incorporate the accompanying emerging nations Securities
exchange returns are spoken to day by day stock returns comparative with a benchmark
preceding COVID-19. Trade rates are depicted as public cash units per U.S. dollar.
Coronavirus is caught by contaminated populace as a portion of all out populace.
Information on securities exchange records and the trade rates were gotten from Yahoo
Finance Database (2020) and Investing (2020) separately. Information on COVID-19 and
populace were removed from World dometer Statistics (2020).

The IPS test proposed rejection of null hypothesis of unit root at 5% significance level.

Table No. 1- The estimation of unit root results.

Time Period SE EXCH | COVID
Sub-sample- First <0.05| <0.05 | <0.01
(October 1 - January 31)
Sub-sample- Second <0.01 | <0.05 <0.05
( February 1 - May 31)
Sub-sample- Third <0.01 | <0.01 <0.01
(June 1 - September 30)
Complete Sample <0.02 | <0.02 <0.02

SIC is based on lag length.

For the 1st sub-sample the 5 lags are used in maximum number,6 lags for the 2nd and 3rd6
and 7 lags for the full sample.

1753 | Mazhar Farid Chishti The Advent Of COVID-19 And The Case Of
Emerging Financial Markets



For the slope coefficients presented in Eq. 1 the estimations are conducted with the help of
Driscoll-Kraay (1998) is used is estimated. In this method the error structure is robust to
heteroscedasticity, cross-sectional dependence and serial correlation. And in this process
the errorstructure is powerful to heteroscedasticity, sequential relationship, and cross-
sectional reliance. The standard errorsare valuable in any event and by the by the time
measurement and when the quantity of cross-areas is much higher.

Table 2 present the regression results dependent on Driscoll-Kraay system. We locate that
an upsurge in exchange rates influence financial exchanges contrarily crosswise four
example phases. On the opposite side, one-unit increment in disease rate diminishes
financial exchange execution by 0.153% during the time of October 1 - September 30 while
the effect tumbles to 0.087% when we stretch out the examination time frame. Despite the
fact that the assessed coefficients are as yet negative and generally smaller as far as
absolute values, further period augmentations don't give measurably noteworthy outcomes
given the effect that the pandemic has on developing financial exchanges.

Table 2. Regression results

Variables | First Sub-sample | Second Sub-sample Third Sub Complete
(October 1 - (February1-May sample Sample
January 31) 31) (Junel-
September 30)
EXE -0.128a -0.115a -0.119a -0.113a
COVID -0.154a -0.089b -0.075 -0.042

Note: In the first sub-sample in the serial correlation 5 lags to be measured,6 lags are the
second sub-sample and for the third sub-sample and for full sample 7 lags are estimated.
Significance at 1% and 5%, represented a and b respectively.

Regressions contain a constant.

No Multicollinearity problem in VIF

Because of regional makings, the effect of COVID-19 is probably going to shift across
securities exchanges so that suffering all nations in a relapse may prompt conglomeration
predisposition. We in this manner gauge the effect of the episode on developing securities
exchanges ordered by districts for the primary sub-test. The results of regression given in
table 3, demonstrate that the most influenced developing business sectors by COVID-19 are
business sector of Asia, which is trailed by the Middle East and South America. This finding
is somewhat amazing given the helpless securities exchange execution by South America
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because of its exacting reliance on worldwide monetary movement and products. Then
again, the countries of Europe’s Central and Eastern where the primary measures were
taken quickly, is discovered to be the least influenced area.

Table 3. Region-wise Results.

Regions-wise EXE COVID
distribution
Europe 0.608a -0.068c
Middle East -1.446a -0.136b
South America -0.553a -0.146a
Asia -0.039a -0.302a

In the serial correlation structure 5Snumbers of lags are taken.

The significance level at 1%, 5% and 10%, are represented as a, band c respectively
Regression part is represented as A.

No Multicollinearity problem was reported during the VIF value of each sub-group.

So as to take the impacts of COVID-19 measures into thought, we additionally separate
developing business sectors in 2 gatherings. The relapse results of table 4 by nation bunch
concerning reaction time just as the upgrade bundles gave by the legislatures. In The effect
of COVID-19 is generally littler on the securities exchanges Panel A of table 4 where
required measures are actualized expeditiously. The nations with higher boost bundle are
influenced by the flare-up not exactly those with moderately littler bale in Panel B of table
4.

Section A Table 4. : Results gathered by reaction time.

Section B Table 4: Results gathered by the size of stimulus sets.

Sections Country EXE COVID
Groups

Section A Primary -0.280a | -0.267a
Response

Secondary | -0.140a | -0.406a
Response

Section B Bigger 0.121a | -0.289a
Package

Minor -0.207a | -0.339b
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‘ Package ‘ ‘ ‘

Note: The determined number of lags to be measured is 5 in the serial correlation
structure.

The significance is indicated by a, band c at 1%, 5% and 10%, respectively.

No Multicollinearity problem identified in the VIF values for each sub-groups.

4. Policy discussion

In the early phases of the outbreak Strict public health measures taken by the emerging
countries hindered economic commotion by confining movement, supply chains and
marketable activities, etc. Tough general wellbeing estimates taken by the developing
nations hindered monetary movement by confining versatility, flexibly chains and business
exercises, and so forth in the beginning stages of the episode (Eichenbaum et al., 2020). A
free fall situation immediately spread to money related business sectors(Zhang et al,,
2020). An extraordinary number of financial approach specialists of Federal Reserve
positioning the top, have received broad arrangement measures so as to support the
business sectors. Our exact outcomes uncover the results of such arrangements have
started to counterbalance the mutilating effect of epidemic by mid-April in the developing
securities exchanges.

Zhang et al,, (2020) contend that foreordained strategies so as to hinder the spread of the
infection may work in the present moment by halting the frenzy of financial specialists.
Moreover, Gormsen and Koijen (2020) declare that these arrangements may prompt an
irregularity between financial specialists' short-and long haul desires. Consequently, future
analysts test either the outcomes stay irrelevant or a more extended time skyline. During
these extraordinary occasions of high vulnerability, running a few reenactments will
likewise help policymakers to manage the monetary and budgetary outcome of epidemic.

5. The Conclusion

We analyze the effects of COVID-19 on emerging stock exchanges over the epoch from
October 1 2020 to September 30 2021 on the twenty-six emerging markets to comprehend
the altering effect of the contagion. The sample period is separated into three sub-tests
close by the full example. The Driscoll-Kraay estimations locate a negative and measurably
huge outcome of the COVID-19 on developing securities exchanges by the mid of April, by a
largely complex scale throughout March. Nonetheless, when we stretch out the period to
December, the effect ends up being unimportant; this is the situation for the full example
also. Generally, the findingsexpose that the adverse outcome of the flare-up on developing
securities exchanges has gradually tumbled and underway to stiffen by the end of April. At
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the point when the states are measured as for regional Asian developing business sectors
are exposed to be inclined the most exceedingly terrible though the outcome as compare to
Europe.
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