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The coronavirus epidemic in recent years and its subsequent
negative economic consequences have provided an opportunity
to conduct empirical research on its effects and implications
within the country's economic environment. This study aims to
examine investor sentiment and the reaction of the Iranian
capital market to the coronavirus epidemic using an event
research approach. The research is based on data from 204
companies listed on the Tehran Stock Exchange over an eight-
month period, from October 16, 2019, to June 17, 2020,
employing a pairwise comparison test. The findings reveal a
significant difference in investor sentiment in the Iranian capital
market before and after the spread of the coronavirus. Investor
sentiment increased following the official announcement of the
epidemic. Additionally, the study found that abnormal stock
returns were observed for up to four days after the
announcement. Due to economic uncertainty and an
unpredictable future, the capital market experienced price
fluctuations, followed by unusual changes in the volume of
stock transactions within two to five days as a response to the
volatility. By analyzing the factors influencing market stability
and the government's role in managing investor sentiment during
the pandemic, the study offers insights that may help prevent
price shocks and irregular stock fluctuations in similar future

events. It also provides recommendations for mitigating
emotional investor behaviors that lead to risky financial
decisions.
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1. Introduction

One of the essential topics in market psychology and investor
behavior is the study of investors' feelings, tendencies, and behavioral
biases. Investors' emotional inclinations reflect their optimism or
pessimism toward a particular stock, often leading to decisions based on
subjective judgments and behavioral biases due to the lack of proper
company valuation.

Based on theoretical foundations, it is crucial to consider investor
tendencies and emotions, as they can lead to overreaction or
underreaction in the capital market. Behavioral finance theories suggest
that some changes and fluctuations in the price and yield of securities,
without any fundamental basis, stem from investors' emotional
tendencies—whether optimism or pessimism regarding a particular stock.
In such cases, emotions and feelings override rational behavior, shaping
stock price direction.

In recent years, the emergence of the coronavirus phenomenon and
its rapid spread, along with the resulting social concerns and negative
economic consequences, has posed a serious challenge to investment
decision-making models. The psychological pressure created by the
conditions of the epidemic has influenced investor behavior, generating
strong sentiments. Examining and understanding the challenges faced by
organizations—while exploring feasible solutions for addressing similar
biological crises—can serve as a roadmap for future crisis management
planning.

2. Research Hypotheses

o H1: There is a significant difference between investor sentiment
in the Iranian capital market before and after the spread of the
coronavirus.

e H2: There is a significant difference in the reaction of Iran's
capital market before and after the spread of the coronavirus.

e H21.1: There is a significant difference in stock returns in the
Iranian capital market before and after the spread of the coronavirus.

e H1.2: There is a significant difference in the volume of stock
transactions in the Iranian capital market before and after the spread of
the coronavirus.

23



3. Methods

To investigate and analyze the hypotheses, data from 204 companies
listed on the Tehran Stock Exchange (TSE) were extracted for an eight-
month period from October 16, 2019, to June 17, 2020. The paired
comparison test method was applied to assess the differences in investor
sentiment and market reaction before and after the spread of the
coronavirus.

4. Results

The results of the first hypothesis indicate a significant difference in
investor sentiment before and after the spread of the coronavirus. After
the announcement of the epidemic, investor sentiment in the capital
market increased.

Additionally, the results of the second hypothesis show that there is a
significant difference in the reaction of the Iranian capital market before
and after the spread of the coronavirus. The Iranian capital market
experienced abnormal returns for four days, and due to economic
uncertainty and an unpredictable future, stock prices fluctuated.
Following these price fluctuations, the volume of stock transactions
underwent abnormal changes within two to five days in response to
market volatility.

5. Discussion and Conclusion

The findings of this study reveal a significant difference in investors'
emotional behavior and the reaction of the Iranian capital market (stock
returns and trading volume) before and after the spread of the
coronavirus. After the announcement of the epidemic in Iran, the capital
market generated abnormal returns for up to four days, and within two to
five days, stock transaction volumes experienced unusual fluctuations as
a reaction to price instability.

Based on these findings, it is recommended that shareholders and
investors analyze and predict the market's reaction to non-economic
news—particularly political and social events—as such news can
significantly influence the business environment of a country or even
have global repercussions. Furthermore, considering the capital market's
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pricing mechanism in response to news of the coronavirus epidemic, and
the market reaction observed within two to five days, capital market
analysts and investors are advised not to engage in immediate buying or
selling following major social or political events. Instead, they should
wait for the initial overreaction of the market to subside before making
investment decisions.

Keywords: Abnormal Stock Returns, Abnormal Stock Trading Volume,
Investor Sentiment, Spread of the Coronavirus
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