=

AP

>

EA

Peer-reviewed research

Njindan lyke, B. (2020). Economic Policy Uncertainty in Times of COVID-19 Pandemic.
Asian Economics Letters, 1(2). https://doi.org/10.46557/001c.17665

Economic Policy Uncertainty in Times of COVID-19 Pandemic

Bernard Njindan lyke™

T Centre for Financial Econometrics, Deakin University, Melbourne, Australia

Keywords: covid-19, economic policy uncertainty, asia

https://doi.org/10.46557/001¢.17665

Asian Economics Letters
Vol. 1, Issue 2, 2020

We examine the impact of the novel coronavirus (COVID-19) pandemic on economic
policy uncertainty (EPU) in five leading Asian economies, namely China, India, Japan,
Korea, and Singapore. We find that the pandemic has a positive and statistically
significant impact on EPU in China and Korea. This finding survives robustness checks.

I. Introduction

This paper examines the impact of COVID-19 on EPU
in Asia. We consider five Asian economies that have data
on EPU indexes, namely China, India, Japan, Korea, and
Singapore. Besides, India, Japan, Korea, and Singapore are
leading economies in Asia and are also closest to China,
where the first COVID-19 case was recorded, according the
World Health Organization.1 Collectively, China, Korea, and
Singapore are becoming global economic powerhouses, the
so-called Asian Tigers (Iyke & Ho, 2020). Similarly, Japan
is the first industrialized Asian country (see Iyke & Ho,
2020), while India remains a global economic ‘sleeping gi-
ant’ expected to experience the next wave of industrializa-
tion after China (see Wood & Calandrino, 2000). Most man-
ufacturing activities are now located in these countries.”
Hence, rising uncertainties in these countries would not
only disrupt economic activities there but also in the rest
of world via the ever-interconnected global supply chains.
The supply shock in China in February 2020 triggered a
global demand shock due to the shutdown policies that fol-
lowed the COVID-19 outbreak and underscored the frail-
ties of the global production and supply chains.’ Similarly,
the COVID-19 outbreak caused a substantial reduction in
trade interconnectedness globally following the COVID-19
outbreak, clearly showing a negative shock to global trade.*
Therefore, considering the growing global importance of
the Asian economies, understanding how their economic
policies are influenced by extreme events like COVID-19 is
critical to policymakers around the world in their search

for resilient policies to limit negative international shock
spillovers.

The COVID-19 outbreak caught everyone by surprise.
The pandemic has been devastating, in terms of conta-
giousness and fatality, and brought economies to a halt
(see Phan & Narayan, 2020). The pandemic led to unprece-
dented policy responses—lockdowns, social distancing, and
stimulus packages—across the globe (Iyke, 2020b). The un-
certainty surrounding these policy responses is huge be-
cause policymakers and other economic agents are not cer-
tain whether the responses will be temporary or
permanent, to what extent the interventions will influence
investment and consumption activities, how long
economies will take to recover, among others (see Altig et
al., 2020). Panel A of Figure 1 shows that, other than Japan
and India, the EPU indexes in the Asian countries experi-
enced extreme upward swings during the COVID-19 pan-
demic. To put things in perspective, Panel B of Figure 1
shows that global economic policies have never been as un-
certain as they presently are—not even the global financial
crisis of 2007-2009 was able to induce this level of uncer-
tainty. We find strong empirical support that the pandemic
induced EPU upwards in China and Korea but less so in
the other countries. For Japan and India, we find consistent
evidence that COVID-19 has no impact on EPU, reflecting
the observed moderate patterns of these countries’ EPU in-
dexes in Figure 1. We show that our estimates are robust
across specifications and measures of the COVID-19 pan-
demic.
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Panel A: EPU in Asia
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Figure 1: Evolution of Asian and global EPU indexes

The figure shows the evolution of EPU indexes. Panel A shows the Asian EPU indexes, while Panel B shows the global EPU indexes. GEPU_current and GEPU_ppp denote, respectively,

global EPU at current and constant prices. The sample is from 1987M01 to 2020M09.

A growing body of literature demonstrates that the
COVID-19 pandemic affected different facets of economies
(Sha & Sharma, 2020). This literature can be distilled along
several lines, including those showing that the pandemic
impacted: corporate outcomes, such as liquidity and cash-
holdings (Fu & Shen, 2020); stock markets (Haroon & Rizvi,
2020; Salisu & Sikiru, 2020); oil markets (Devpura &
Narayan, 2020; Iyke, 2020a; Narayan, 2020b; Prabheesh et
al., 2020); foreign exchange markets (Iyke, 2020b; Narayan,
2020a); global trade and insurance markets (Vidya & Prab-
heesh, 2020; Wang et al., 2020); and global politics (Apergis
& Apergis, 2020), among others.

We contribute to the literature by showing that the pan-
demic also affected EPU. Our exploit is related to Altig et al.
(2020), who find a huge surge in economic uncertainty indi-
cators in the UK and the US during the pandemic. Our study
differs from theirs because we focus on Asian economies
and measure the actual rather than the implied impact
of the pandemic on EPU via regression analysis. In other
words, we regressed EPU on various COVID-19 measures to
estimate the impact of the pandemic on uncertainty.

II. RESULTS

Our analysis uses the maximum available monthly data
on EPU for each country. The sample periods are:
1995M01-2020M09 (China); 1997M01-2020M09 (India);

1987M01-2020M09 (Japan); 1990M01-2020M09 (Korea);
and 2003M02-2020M09 (Singapore). We use monthly data
because the EPU data is available up to monthly frequency.
We access the EPU data at www.policyuncertainty.com. We
measure the COVID-19 pandemic using a dummy variable,
which assigns a value of zero to months before March 2020
and a value of one from March 2020. On 11th March 2020,
the World Health Organization declared COVID-19 as a
pandemic (see Phan & Narayan, 2020). Hence, March 2020
is chosen to coincide with this declaration. We use a
dummy variable to measure the pandemic in order to have
sufficient observations for our estimations, since the EPU
data are available in monthly but not daily frequencies.

Table 1 shows three different regression estimates of
the impact of COVID-19 on EPU. We use the heteroskedas-
tic and autocorrelation consistent standard error structure
throughout our analysis. Clearly, the pandemic has a posi-
tive and significant impact on EPU in China, Korea, and Sin-
gapore, reading the estimates in Panel A. Allowing further
lags of EPU in our specification, as in Panel B, the impact
of COVID-19 on EPU in China and Korea remains positive
and statistically significant. Similarly, allowing further lags
of EPU and considering the past instead of contemporane-
ous impact of COVID-19, we find the pandemic to retain its
positive and significant coefficient for China and Korea.

We subject these estimates to robustness checks but do
not report these results due to space consideration. In these
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Table 1: Results

Economic Policy Uncertainty in Times of COVID-19 Pandemic

China India Japan Korea Singapore
Panel A:InEPU, = a + B4InEPU; _ 4 + B,COVID; + &
Variable Coefficient Coefficient Coefficient Coefficient Coefficient
Constant 0.845***(0.187) 1.303**%(0.247) 0.900***(0.140) 1.079**%(0.161) 0.394***(0.103)
InEPU(-1) 0.821***(0.042) 0.706***(0.057) 0.804***(0.031) 0.764***(0.035) 0.918***(0.022)
CoviD 0.338***(0.089) 0.076(0.083) 0.105(0.084) 0.252***(0.060) 0.122*(0.067)
R2 0.705 0.503 0.664 0.598 0.861
Adjusted R? 0.703 0.499 0.662 0.596 0.860
Panel B: InEPU, = a+ B4InEPU, _ 1 + BoInEPU, _ 5 + B3COVID; + &
Constant 0.545***%(0.157) 1.051**%(0.240) 0.814***(0.140) 0.902**%(0.152) 0.311***(0.108)
InEPU(-1) 0.546***(0.050) 0.567***(0.057) 0.735***(0.054) 0.645***(0.054) 0.742***(0.057)
InEPU(-2) 0.340***(0.056) 0.196***(0.061) 0.088(0.054) 0.158***(0.051) 0.194***(0.060)
CcoviD 0.246***(0.078) 0.084(0.099) 0.100(0.090) 0.212***(0.059) 0.111(0.076)
R2 0.738 0.522 0.667 0.610 0.866
Adjusted R? 0.736 0.516 0.665 0.607 0.864
Panel C:InEPU; = a+ B4InEPU; _ 4 + BoInEPU, _ , + B3COVID, _ 4 + &
Constant 0.536***(0.155) 1.047**%(0.240) 0.776***(0.134) 0.891***(0.151) 0.267**(0.104)
InEPU(-1) 0.546***(0.050) 0.569***(0.056) 0.741***(0.054) 0.644***(0.054) 0.747***(0.057)
InEPU(-2) 0.341***(0.056) 0.195***(0.060) 0.090%(0.054) 0.161***(0.051) 0.197***(0.060)
COVID(-1) 0.248***(0.084) 0.042(0.086 0.007(0.034) 0.183***(0.066) 0.049(0.044)
R2 0.738 0.521 0.666 0.609 0.865
Adjusted R? 0.735 0.516 0.663 0.606 0.863

The table reports various estimates of the EPU regressions. In Panel A, we regress EPU (inEPU) on its first lag and the COVID-19 dummy (InCOVID). In Panel B, we regress EPU on
its first two lags and the COVID-19 dummy. In Panel C, we regress EPU on its first two lags and lag of the COVID-19 dummy. «, 31, 82, and B3 are parameters of the model, while ¢ is

the error term. In all regressions, we used heteroskedastic and autocorrelation consistent standard errors with Bartlett kernel and a Newey-West fixed bandwidth. The coefficients and
standard errors are outside and inside the parentheses, respectively. Finally, *** ** and * denote, respectively, statistical significance at the 1%, 5%, and 10% level.

robustness checks, we regress EPU on its first lag and one
of two measures of the COVID-19 pandemic, namely the to-
tal COVID-19 cases and deaths per million people.5 Data on
these two COVID-19 measures are available at a daily fre-
quency from 12/31/2019 to 9/01/2020. However, since EPU
data is only available at monthly frequency and since the
time span of the COVID-19 data is too short when con-
sidered at monthly frequency, we convert the EPU data to
daily frequency using the linear interpolation method. This
introduces measurements errors in our EPU data. Hence,
we recommend that estimates based on this data should
be cautiously interpreted. The estimates based on the total
COVID-19 cases per million people suggest that the pan-
demic positively induces EPU in China and Korea, consis-
tent with the main estimates. Using the total COVID-19
deaths per million people, we find that the pandemic pos-
itively induces EPU in China. Although the impact of the
pandemic on EPU is positive in Korea, it is not statistically
significant. Overall, we find our estimates to be robust to
different measures of the COVID-19 pandemic.

Our finding of a pandemic-induced economic uncer-
tainty in China and Korea echoes the observations that
the unprecedented nature of the COVID-19 outbreak spear-
headed equally unprecedented policy responses (Iyke,
2020b; Phan & Narayan, 2020), whose paths and impacts
are uncertain (Altig et al., 2020). Our conclusion is in line
with Altig et al. (2020), who find, using the UK and the
US data, that the implied economic uncertainty of the
COVID-19 shock is large.

III. CONCLUSION

We examine the impact of the COVID-19 pandemic on
EPU in Asian countries. We consider five leading Asian
economies (China, India, Japan, Korea, and Singapore) for
which data on EPU are available. Our regression estimates
suggest that the COVID-19 outbreak has a positive and sta-
tistically significant impact on EPU in China and Korea.
This finding survives robustness checks. Although we do
not find evidence that the pandemic induced economic un-
certainty in India, Japan, and Singapore, the visibly high
levels of the EPU indexes in 2020 cannot be a mere coin-

5 We access this data at https://ourworldindata.org/coronavirus.
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cidence. These high EPU levels have implications for the nomic activities, while implementing safety measures to
Asian economies in terms of their policy initiatives and minimize the spread of the virus.

implementations. Consumers and firms may be less opti-

mistic, and this will show in reductions in consumption, Submitted: October 12, 2020 AEDT, Accepted: October 21, 2020
investment, employment, and production, among others. AgpT

Therefore, policymakers should continue pursuing expan-

sionary policies to prevent substantial reduction in eco-

This is an open-access article distributed under the terms of the Creative Commons Attribution 4.0 International License
(CCBY-SA-4.0). View this license’s legal deed at https://creativecommons.org/licenses/by-sa/4.0 and legal code at https://cre-
ativecommons.org/licenses/by-sa/4.0/legalcode for more information.

Asian Economics Letters 4



Economic Policy Uncertainty in Times of COVID-19 Pandemic

References

Altig, D., Baker, S., Barrero, J. M., Bloom, N., Bunn, P.,
Chen, S., Davis, S. J., Leather, J., Meyer, B., Mihaylov,
E., Mizen, P., Parker, N., Renault, T., Smietanka, P., &
Thwaites, G. (2020). Economic uncertainty before and
during the COVID-19 pandemic. Journal of Public
Economics, 191, 104274. https://doi.org/10.1016,
j.jpubeco.2020.104274

Apergis, N., & Apergis, E. (2020). Can the COVID-19
Pandemic and Qil Prices Drive the US Partisan
Conflict Index? Energy Research Letters, 1(1), 13144.
https://doi.org/10.46557/001¢c.13144

Devpura, N., & Narayan, P. K. (2020). Hourly oil price
volatility: The role of COVID-19. Energy Research
Letters, 1(2), 13683. https://doi.org/10.46557
001c.13683

Fu, M., & Shen, H. (2020). COVID-19 and corporate
performance in the energy industry. Energy Research
Letters, 1(1), 12967. https://doi.org/10.46557
001c.12967

Haroon, O., & Rizvi, S. A. R. (2020). Flatten the curve
and stock market liquidity—An Inquiry into emerging
economies. Emerging Markets Finance and Trade,
56(10), 2151-2161. https://doi.org/10.1080
1540496x.2020.1784716

Iyke, B. N. (2020a). COVID-19: The reaction of US oil
and gas producers to the pandemic. Energy Research
Letters, 1(2), 13912. https://doi.org/10.46557
001c.13912

Iyke, B. N. (2020b). The disease outbreak channel of
exchange rate return predictability: Evidence from
COVID-19. Emerging Markets Finance and Trade,
56(10), 2277-2297. https://doi.org/10.1080
1540496x.2020.1784718

Iyke, B. N., & Ho, S. Y. (2020). Consumption and
exchange rate uncertainty: Evidence from selected
Asian countries. The World Economy, 43(9),
2437-2462.

Narayan, P. K. (2020a). Has COVID-19 changed
exchange rate resistance to shocks? Asian Economics
Letters, 1(1). https://doi.org/10.46557/001¢c.17389

Narayan, P. K. (2020b). Qil price news and COVID-19-Is
there any connection? Energy Research Letters, 1(1),
13176. https://doi.org/10.46557/001¢.13176

Phan, D. H. B., & Narayan, P. K. (2020). Country
responses and the reaction of the stock market to
COVID-19-A preliminary exposition. Emerging
Markets Finance and Trade, 56(10), 2138-2150.
https://doi.org/10.1080/1540496x.2020.1784719

Prabheesh, K. P., Padhan, R., & Garg, B. (2020).
COVID-19 and the oil price—stock market nexus:
Evidence from net oil-importing countries. Energy
Research Letters, 1(2), 13745. https://doi.org/
10.46557/001¢.13745

Salisu, A. A., & Sikiru, A. A. (2020). Pandemics and the
Asia-Pacific Islamic stocks. Asian Economics Letters,
1(1). https://doi.org/10.46557/001¢.17413

Sha, Y., & Sharma, S. S. (2020). Research on pandemics
special issue of the journal Emerging Markets
Finance and Trade. Emerging Markets Finance and
Trade, 56(10), 2133-2137. https://doi.org/10.1080
1540496x.2020.1795467

Vidya, C. T., & Prabheesh, K. P. (2020). Implications of
COVID-19 pandemic on the global trade networks.
Emerging Markets Finance and Trade, 56(10),
2408-2421. https://doi.org/10.1080
1540496x.2020.1785426

Wang, Y., Zhang, D., Wang, X., & Fu, Q. (2020). How
does COVID-19 affect China’s insurance market?
Emerging Markets Finance and Trade, 56(10),
2350-2362. https://doi.org/10.1080
1540496x.2020.1791074

Wood, A., & Calandrino, M. (2000). When other giant
awakens: Trade and human resources in India.
Economic and Political Weekly, 4677-4694.

Asian Economics Letters


https://doi.org/10.1016/j.jpubeco.2020.104274
https://doi.org/10.1016/j.jpubeco.2020.104274
https://doi.org/10.46557/001c.13144
https://doi.org/10.46557/001c.13683
https://doi.org/10.46557/001c.13683
https://doi.org/10.46557/001c.12967
https://doi.org/10.46557/001c.12967
https://doi.org/10.1080/1540496x.2020.1784716
https://doi.org/10.1080/1540496x.2020.1784716
https://doi.org/10.46557/001c.13912
https://doi.org/10.46557/001c.13912
https://doi.org/10.1080/1540496x.2020.1784718
https://doi.org/10.1080/1540496x.2020.1784718
https://doi.org/10.46557/001c.17389
https://doi.org/10.46557/001c.13176
https://doi.org/10.1080/1540496x.2020.1784719
https://doi.org/10.46557/001c.13745
https://doi.org/10.46557/001c.13745
https://doi.org/10.46557/001c.17413
https://doi.org/10.1080/1540496x.2020.1795467
https://doi.org/10.1080/1540496x.2020.1795467
https://doi.org/10.1080/1540496x.2020.1785426
https://doi.org/10.1080/1540496x.2020.1785426
https://doi.org/10.1080/1540496x.2020.1791074
https://doi.org/10.1080/1540496x.2020.1791074

	Economic Policy Uncertainty in Times of COVID-19 Pandemic
	I. Introduction
	II. RESULTS
	III. CONCLUSION
	References


