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ABSTRACT

The COVID-19 pandemic has brought about an unthought of catastrophe to all aspects of life and has
halted social, political, economic, religious, academic, and all other activities. The hospitality sector is
one of the worst affected. This novel study investigates whether the COVID-19 outbreak has
significantly changed the hospitality stock index sensitivity of the top two Asian tourist destinations.
Outcome states that the COVID-19 outbreak has adversely affected the hospitality sector's stock
volatility. However, while two countries displayed a significant increase in riskiness, the beta of China
remained stationary while that of Turkey was stationary. Also, a regressor trend in beta was observed
for four of five countries. Finally, the study further brings out that information absorption due to the
pandemic was triggered at different points of time for different countries. This study attempts to enquire
into the nature of stationarity of beta of hospitality industry securities and also assess the extent of
additional impact on the hospitality industry stocks because of the COVID-19 outbrealk, if any.
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INTRODUCTION

Humanity is facing an unprecedented health crisis. The COVID-19 pandemic, also known as the
coronavirus pandemic, has staggered life, the economy, employment, education, and society like
never before.

As tumbling stock markets indicate growing fears about the potential economic impact of the
coronavirus, the IGM Forum at Chicago Booth invited its panel of leading economists in the US and
Europe, which concluded that of all the industries, the hospitality industry is and will continue to remain
the hardest hit (UNWTO, 2020). Amongst the initial steps for preventing the spread of viruses, apart
from basic hygiene measures of sanitation and social distancing, another crucial step most countries
have taken is a ban or restrictions on travel, both international and domestic.

As for research work on the hospitality, tourism, travel, and leisure industries, much work has already
been done on the current state of affairs of these industries and the impact that they are facing due to
lockdowns and restrictions (Hoque et al., 2020; Zhanga, Hu & Ji, 2020; Chinazzi et al., 2020a; Kasare,
2020).

However, we could not find any work on the impact of COVID-19 on the'stocks' of the hospitality,
tourism, travel, and leisure industries. Although the common belief is that due to the sudden
slowdown/lockdown of the activities of the hospitality, tourism, travel, and leisure industries, their
stocks are also witnessing a sharp decline in prices, there is no research to support this view. There is
an urgent necessity for research to examine the impact of this pandemic and its handling mechanism
on the financial performance of hospitality, tourism, travel, and leisure industry stocks. The magnitude
of the known adverse impact on hospitality-related industries needs to be assessed and quantified on
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the basis of stock market reactions since investors in hospitality, tourism, travel, and leisure stocks are
an extremely important stakeholder in the hospitality industry and investor sentiment is a significant
driver of stock markets (Verma & Soydemir, 2006). Given the current situation, a crucial question is
what the extent of this impact has been and whether this impact has altered the fundamental nature or
the degree of riskiness of the hospitality stocks.

Hospitality stocks are presumed to be riskier than other categories of stocks (Park, 2013). Owing to
this, the extent of the fall in the prices of hospitality stocks is expected to be more than the extent of the
fall in the prices of the overall market index. This observation is expected to hold true for any
emergency, be it COVID-19 or any other crisis. However, if due to the outbreak of COVID-19, the
riskiness of the tourism stocks changes (increases or decreases), then the change in prices of
hospitality stocks would be significantly different than expected (higher or lower). An assessment of
the impact of the COVID-19 pandemic on the hospitality industry is necessary to not only understand
the nature and extent of the impact but also to gain key insights regarding the path to recovery.

The term "riskiness" mostly refers to market-related risk. The most common measure of this is the beta
coefficient (Sharpe, 2018; Babcock, 1972; Jagannathan & Wang, 2002). Conceptually speaking, beta
is a measure of the percentage price change of a stock or portfolio given a one per cent change in the
market index (Levy, 1971). Beta is widely used in financial analysis and investment decision-making.
Various empirical tests on the assessment of financial models and their applications to investment
decisions rely to a significant extent on the stationarity of volatility measurements. Hence, the
usefulness of such models depends largely on the realization of the stationarity of beta. Because if
beta is non-stationary, then beta should be adjusted for its "regression tendencies" and for expected
market trends to correctly reflect its non-stationary properties (Gooding & O'Malley, 1977).

An analysis of the existing literature on beta stationarity does not reveal any work focused on industry
specific beta analysis. All of the research focuses on the beta of diversified portfolios and/or the beta of
individual securities. The findings of this research work are essentially skewed towards the existence
of strong evidence of stationarity of portfolio beta across different market phases (bear, bull, and
neutral). Regarding the stationarity of beta of individual securities, there is mixed evidence. Another
prominent finding is that the beta of high-risk and low-risk portfolios has a tendency to regress to their
average value (s) with time.

Research objectives

The purpose of this study was to explore the multi-faceted effects that the coronavirus pandemic had
and is having on various sectors of the economy. We have especially looked into the hospitality sector
by focusing on the top two tourist destinations in Asia and assessing the stock price reactions in the
hospitality industry of these two countries. We specifically assess whether there has been any
significant change in the sensitivity (i.e., riskiness) of the hospitality, tourism, travel, and leisure stocks
of the two Asian countries that are among the world's top international tourist destinations as a result of
the COVID-19 outbreak.

However, instead of assessing the beta stationarity of individual hospitality stocks, we have assessed
the beta stationarity of the hospitality index (which can be considered as a portfolio of hospitality
stocks). We have chosen two Asian tourist destinations (on the basis of international tourist arrivals) in
the world (World Tourism Organization, 2016), namely China and Turkey. Also, since the national stock
exchanges of these countries have travel and tourism indices, that would be an appropriate basis of
comparison with an overall market index. In addition, these two countries are within the top 20 worst
affected countries due to the COVID-19 outbreak as per the total number of affected cases
(Worldometer, 2020).

Research questions

This study has clearly investigated the impact of Covid-19 outbreak on the different aspects of living
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and economy. It has also studied the sensitivity of hospitality, tourism, travel and leisure stock indices
of the top two tourist destinations of Asia that are also the most affected by Covid-19 pandemic. Based
on the above-mentioned scope, our paper tried to answer the following research questions:

x How the different sections of existence were affected due to Covid 19?

x Was the stationarity of the beta of the hospitality index for selected top two Asian tourist
destination countries impacted due to Covid 19 pandemic?

x Were the time points of impact on hospitality stocks same across both the countries selected?

x Do any of the key events signalling Covid-19 outbreak lead to any structural breaks in the
relationship between hospitality index and marketindex returns.

This study is expected to be exemplary in nature, since this work, to the best of our
understanding, is a novel attempt in performing an enquiry into the nature of stationarity of
beta of hospitality industry securities.

Effect of Covid-19 outbreak on the hospitality sector

A quick analysis of the movement in hospitality indices for 2020 of two top Asian tourist destination
(China and Turkey), two top European destinations( Italy and Spain) and the most travelled USAit was
observed that Turkey showed a 50% annualised growth while China registered a modest 2%
annualised loss. United States registered the second lowest drop in returns i.e. -22% while the two
European countries, Italy and Spain, listed significant drop in returns: -58% and -70% respectively.
(See Table 1 below)

The relative rankings of these five countries regarding returns generated by the hospitality indices in
2019 had been a bit different compared to 2019. Although Turkey had been the top performing country
(much like 2020), Italy was the second-best performing country followed by China, Spain and United
States. (See Table 2 below)

Table 1: Annualized Returns of Hospitality and corresponding Broad-Based Market Indices for
2020

SL No Country Continent (Hospﬁaﬁgflndex) (Maligﬁsdex)
1 Spain Europe -710% -39%
2 United States North America -22% -13%
3 China Asia -2% 3%
4 Italy Europe -58% -31%
5 Turkey Asia 50% -9%

Source: https://www.investing.com/

Table 2: Annualized Returns of Hospitality and corresponding Broad-Based Market Indices for

2019
SL No Country Continent (Hospgsi(ff Index) (Marclz(ﬁﬁr?dex)
1 Spain Europe 18% 12%
2 United States North America 16% 26%
3 China Asia 20% 17%
4 Italy Europe 25% 28%
5 Turkey Asia 77% 31%

Source: https://www.investing.com/
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