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Abstract

COVID 19 has changed global financial architecture to a large extent 
and Indian banking is no exception to it. The structural changes due to 
COVID 19 are unprecedented. The Indian banking sector has been a 
major hit due to outbreak of COVID 19 and further nationwide 
lockdown announcements. The present study has used event study as 
methodology to study the impact of lockdown announcement on bank 
nifty. The study found that stock prices of Indian banking sector have 
been adversely affected by the pandemic and subsequent lockdown 
announcements.  
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Introduction

The “COVID-19 pandemic is distinctive and unprecedented in many 
aspects and has tested health care systems” to its maximum. 212 
countries around the globe have been affected by this pandemic and 
many countries are facing second wave of COVID-19 (Cyranoski, 
2020). The Indian economy wasn't in great condition even before the 
COVID-19 outbreak, which has only made matters worse. It is to be 
believed that banks may be more risk-averse to restructuring loans this 
time around, having already suffered big losses in previous 
restructuring efforts.Infact, some of the rating agencies such as 
Standard & Poor's are predicting recovery in Indian banking system 
only after year 2023. Over the last six months, the benchmark Sensex 
and Nifty regained most of the losses they had taken in February and 
March. But one key sector — banking — continues to trail 
significantly at the stock markets. 
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The two big underperformers are the bank index and Sun et al. (2020) used an event study approach to study the 
finance index, down respectively by 21% and 19% from impact of the Covid-19 on the Chinese stock market and its 
their January 31 levels. Besides, metal, power and telecom response across different industries. It found out that the 
indices too are down between 10% and 15%. event negatively impacted the Shanghai Stock Exchange 

and had a positive impact on the Shenzhen Stock 
Literature Review 

Exchange. The pandemic had a severe negative impact on 
“Alam, Alam &Chavali, (2020) studied the response of the transportation, mining, real estate, health, agriculture, 
Indian stock market to the COVID-19 pre and post construction, environment electric and heating and 
lockdown period using the market model and found out the education but it has a strong positive impact on IT, public 
existence of positive abnormal return during the lockdown management and sports & entertainment.
period as investors already predicted the lockdown 

Heyden & Heyden (2020) investigated the impact of 
situation but there was a negative abnormal return before 

COVID-19 on the stock prices of the US and Europe on a 
lockdown as the investors were in panic mode. But overall 

cross country level. The stock market had no significant 
lockdown had a positive impact on the Indian Stock 

reaction to the first virus case but reacted negatively to the 
Market.

first death. The market reaction was also different for the 
Baker et al. (2020) investigated the US stock market announcement of the monetary and fiscal policies. The 
reaction by comparing COVID-19 to other virus influenzas markets reacted negatively to the fiscal policies and 
such as Bird Flu (H5N1), SARS, Swine Flu (H1N1) and monetary policies measures have helped to pacify the 
Ebola and found out that no other diseases made a markets.
substantial impact on US market volatility than the 

Pandey & Kumari, (2020) studies the impact of the 
COVID-19.
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COVID-19 on the 49 stock market indices of the emerging  Miyajima & Yafeh (2007) studied the impact of major 
and developed economies by conducting an event study events of the Japanese banking crisis from 1995 to 2000 on 
using market model found out that developed markets have major non-financial companies by calculating the 
been hit hard in the longer window period but in the shorter abnormal rate of return found out that all the sectors were 
period, the impact is not substantial. The Asian markets not impacted equally. Sectors such as transportation 
have been considerably affected by the pandemic. Overall, equipment, electronics performed better than real estate, 
the pandemic had a negative impact on the global stock textile and construction. The crisis impacted companies, 
markets.    which had limited credit access, heavy debt, low market to 

book ratios and lower credit rating.
Sun et al, (2020) analysed the impact of the COVID-19 on 
the Chinese stock market by using event study and panel Chen, Jang & Kim (2007) investigated the impact of the 
regression found out that the pandemic had an overall 2003 SARS outbreak on Taiwanese hotel stock prices using 
negative impact on the stock prices post-event window and an event study approach and concluded that the outbreak 
the impact was also varied across different industries. Out had a significant negative impact on the performance of the 
of 37 industries only seven industries related to the Internet, stocks by generating negative returns.”
medical manufacturing, education and agricultural 

The objective of the Study 
production had a positive impact.

The objective of the study is to examine the impact of the 
Gupta, Goyal & Sardan, (2018) studied the impact of the 

COVID-19 on the Indian banking sector and how resilient 
announcement of Indian government of recapitalisation by 

is the banking sector to shocks. 
infusing 2.11 lakh crores in the banks to shore up their 

Research Methodology capital and meet the requirements found out that it had a 
positive impact on the stock prices of the selected five 

Research Model 
banks and the event window gave an opportunity to make 

“The event study is an empirical analysis that examines the cumulative abnormal returns of 5.7%.
impact of an event. The paper studies the impact of the 

Ricci (2015) analyses the impact of the monetary policy 
COVID-19 on the banking industry through the event study 

announcements on the European bank stock prices during 
method. There are three major models for calculating the 

the financial crisis conducting an event study by 
abnormal returns: the market index adjusted return rate 

calculating abnormal return followed by a regression 
model, the average adjusted return rate model and the 

analysis concluded that banks are more sensitive to the 
market model. The market model is the most frequent 

non-conventional measures than to the interest rate 
method to study the impact of an event”.

decisions but the banks with a weak balance sheet and high 
In this paper the market model we have used which is as operating risk were more sensitive to the monetary policy 
follows:interventions.  
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The study has used T-test to observe the abnormal rate of people.
return during the window period. 

To determine whether there are any excess or abnormal 
In addition to this, a regression analysis was performed returns earned by the stockholders, the event window is 
between the Market (Nifty 50) and Nifty Bank Index to defined by combining three window periods. The event 
examine whether the market return significantly predicted window is divided into three fragments:
returns in Bank Nifty”.

Estimation Window: The 40 days before the announcement 
Event Window of the lockdown. 

“On 24thMarch 2020, the Prime Minister of India Event window: The day of the announcement of the 
Narendra Modi announced a first nation-wide lockdown lockdown. 
for 21 days. This step was taken preventive measure to curb 

Effective days post-event window: The 40 days after the 
the spread of the COVID-19. It restricted the movement of 

announcement of the lockdown”.
the 1.3 billion people creating a huge panic among the 
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Sample Selection The Nifty 50 Index consists of the blue-chip companies 
which are the most liquid and largest capitalised Indian 

“The data analysed in the paper is collected from the 
stocks. It includes 50 stocks out of 1600 listed stocks on the 

website of the National Stock Exchange (NSE). The 
National Stock Exchange and captures the 65% of its 

sample consists of the Nifty Bank Index and the Nifty 50 
floating market capitalization. It gives a true reflection of 

Index. The Nifty Bank Index comprises of India's most 
the Indian equity market. 

liquid and large capitalised banking stocks. The index 
consists of 12 stocks from the banking sector. It offers the Data Analysis 
investors with a benchmark that depicts the performance of 
Indian banking stocks. The Nifty Bank Index was selected 
to analyse the overall performance of the banking sector”. 
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“The impact of COVID-19 pandemic on the market value +20) window period was -2.7426 indicating a significant 
of the Indian banking sector can be seen in table 1”. It can impact on bank nifty. Likewise, during 0,+ 25 window 
be seen that, on the day of very next day of announcement period abnormal return was -0.01511 with at statistics of -
of lockdown by Government of India, the bank NIFTY 3.1482 indicating a significant negative impact of 
declined although not significantly. It can also be seen that lockdown announcement on bank nifty. The impact 
the value of bank nifty kept on declining significantly after worsened in 0.+30 and 0, + 35 days window period where 
15 days of lockdown announcement. However the bank the abnormal return was -0.01927 and -0.0269 
nifty increased during 10 days of lockdown announcement. respectively. The t statistics also indicated a significant 
It can be seen from the above table that, bank nifty negative impact of COVID 19 outbreak on banking stocks 
significantly declined during (0, +20) window period by as a whole. 
the abnormal return of -0.01316. The t statistics during (0, 

A linear regression analysis was performed to examine Although banking stocks appeared to be positive movers in 
whether the market return significantly predicted returns in the first place but later, they were falling like anything. As 
bank nifty. “The regression model indicated that the per the analysis, it was found that after 15 days of the 
predictors explained 0.90 of the variance and a collective lockdown banking stocks were declining significantly. 
significant effect was found”. The beta coefficient was Before and after lockdown comparison reveal the fact that 
1.425 which indicated that bank nifty is positively Indian banking stocks were mostly in increasing mode 
influenced by the market movements. The bank nifty has before lockdown with some major returns but after 
been vulnerable due to market movements in these lockdown, the banking stocks were falling all over the 
turbulent times. The R2 of 0.819 explains that around place. Post lockdown market sensitivity of 1.42 also 
81.9% of the variance in the bank nifty is explained by indicates that banking stocks were highly influenced by 
market returns. Hence it can be concluded that after the market movements. Hence it can be concluded that 
lockdown announcement market has influenced banking COVID-19 has negatively impacted the Indian banking 
stocks to a large extent.  sector and the impact will be felt for a long time.  
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