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Abstract  

The spread of the virus creates significant implications, sending shocks to the world’s economy. The COVID-19 

pandemic outbreak has forced many businesses to close, leading to an unprecedented disruption in most industry sectors. 

COVID-19 has required many countries across the globe to implement early quarantine measures as the fundamental 

disease control tool. The G-Cubed model showed that the low-end pandemic is expected to reduce global GDP around 

USD 2.4 trillion and a more serious outbreak will reduce the global GDP by over USD 9 trillion, while Envisage model 

illustrates the impacts of COVID-19 to the economy include macroeconomic, trade, and sectoral output. The six-month 

moratorium on loan repayments and cash transfers by the government provides Malaysians extra cash on hand to put 

food on the table, however, as the moratorium ends in September there are concerns on consumers who took the 

moratorium route. This paper discusses the general impact of COVID-19 (business, economics, and psychology) and the 

implication to the personal finance. 
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Introduction 

The coronavirus outbreak has taken the world by complete surprise. The 

sudden “income shock” that many professionals and business owners 

have experienced occurred without warning and nobody can be certain 

how much longer it will endure for. As we switch from fear to a phase 

of gradual restart and hope for recovery, the questions about personal 

finances after COVID-19 are stark. As some businesses close or reduce 

staffing, we are seeing more people across the globe without work 

struggling to make ends meet. The spread of the virus creates significant 

implications, sending shocks to the world’s economy. The economy 

impact was immediate; it disrupted the domestic consumption as 

consumers cut spending, there were mass cancellations and travel 

restrictions as well as shifts in healthcare spending. 

Section A: The Epidemiology of Coronavirus 

Several cases of pneumonia-like diseases (with symptoms such as fever, 

difficulty in breathing, coughing and invasive lesions on both lungs) 

with unknown aetiology were first detected in Wuhan City, an emerging 

business hub located in Hubei Province of China, circa end of December 

2019. The novel virus was initially named Wuhan coronavirus or 2019 

novel coronavirus (2019—nCov) by the Chinese researchers. The 

International Committee on Taxonomy of Viruses (ICTV) later named 

the virus Severe Acute Respiratory Syndrome Coronavirus 2 (SARS-

CoV-2) and the disease as Coronavirus Disease 2019 (COVID-19). 

Coronaviruses primarily target the respiratory system and cause 

respiratory and intestinal infections in both animals and humans. This 

family includes the previous outbreaks of coronaviruses (CoVs) such as 

the Severe Acute Respiratory Syndrome Coronavirus (SARS-CoV), 

H5N1 Influenza A, H1N1 Middle East 2009 and Middle East 

Respiratory Syndrome (MERS-CoV), which cause acute lung injury 

(ALI) and acute respiratory distress syndrome (ARDS) that lead to 

pulmonary failure resulting in fatality. The subgroups of the coronavirus 

family are alpha (α), beta (β), gamma (γ) and delta (δ) coronavirus. The 

alpha and beta coronaviruses mainly infect mammals while the other 

two primarily infect birds. The SARS-CoV-2 was reported to be a 

member of the β group of coronaviruses. 

Coronaviruses belong to the Coronaviridae family in the Nidovirales 

order. The coronavirus features crown-like spikes on the outer surface of 

the virus, hence the name (corona is derived from Latin word meaning 

‘crown’). Coronaviruses are minute in size (65–125 nm in diameter) and 

contain a single-stranded RNA as a nucleic material, ranging from 26 to 

32kbs in length. The SARS-CoV-2 genome contains two untranslated 

regions (UTRs): 5′-cap structure and 3′-poly-A tail, and a single open 

reading frame (ORF) encoding a polyprotein. The SARS-CoV-2 genome 

is ordered by 5′- the viral replicase (ORF 1a and ORF1b)-structural 

proteins [Spike(S)-Envelope(E)-Membrane(M)- Nucleocapsid(N)]-3′; 

some genes of accessory proteins, such as ORF 3a, 7, and 8, are inserted 

in genes of structural protein. 
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Figure 1: Structure of respiratory syndrome causing human coronavirus (Shereen et al., 2020). 

The COVID-19 is characterised by fever, cough, fatigue, shortness of 

breath and pneumonia alongside other respiratory tract symptoms and in 

many cases, progresses to death. SARS-CoV-2 spreads mainly through 

respiratory droplets or close contact. Human-to-human transmission can 

occur mainly by droplets from coughing or sneezing or direct contact. In 

the later stage of infection, the virus is also detectable in anal swabs 

suggesting the possibility of oral-fecal route transmission. 

As summarized by World Health Organisation (WHO), the symptoms of 

the COVID-19 infection will appear after an incubation period of 5 to 6 

days on average. However, the duration can extend up to 14 days. This 

is known as the “pre-symptomatic” period where the infected persons 

can be contagious and therefore will cause transmission before the onset 

of symptoms. The next transmission is “symptomatic” and this occurs 

when the individuals have developed signs and symptoms that match 

well with the COVID-19 virus infection. Symptomatic transmission 

refers to a transmission from a person while they are experiencing the 

symptoms. The third type of transmission is “asymptomatic” 

transmission which refers to a transmission from a person with no 

developed symptoms. 

Approximately 25.2–50.5% SARS-CoV-2 infected patients had one or 

more underlying diseases including hypertension, diabetes, chronic 

obstructive pulmonary disease, cardiovascular disease and malignancy. 

In Malaysia, statistics showed that 80.7% of COVID-19 deaths involved 

those suffering from chronic illness such as diabetes, hypertension, 

kidney problem, heart problems and other diseases. Numerous 

researchers have mentioned that more than 60% of infected people died 

from COVID-19 and demographics of the deceased were those aged 60 

and above in Malaysia, Unites States, China, India and other countries. 

The Chest CT examination is an important tool for diagnosis and 

suspected cases are diagnosed by detecting SARS-CoV-2 and specimens 

taken from the upper respiratory tract and lower respiratory tract. In 

regards to the treatment, there are no specific drugs for the infection and 

many therapies, with preliminary good clinical response, are being 

tested in clinical trials. 

 

 SARS-CoV MERS-CoV SARS-cOv-2 

Estimated R0 2-5 <1 2.68 (95% CI, 2.48-2.86) 

Host of virus Natural host: Chinese horseshoe bats, 

intermediate host: masked palm civet, 

and terminal host: humans. 

Natural host: bats, intermediate 

host: dromedary camels, and 

terminal hosts: humans. 

Natural host: bats, intermediate host: 

pangolins, and terminal hosts: humans. 

Virus transmission mode Person‐to‐person transmission 

through droplets, opportunistic 

airborne transmission, nosocomial 

transmission, sporadic zoonotic 

transmission, aerosol transmission, 

and fecal‐ oral transmission. 

Respiratory transmission, 

sporadic zoonotic transmission, 

nosocomial transmission, via 

aerosols, and limited human‐to‐ 

human transmission. 

Person‐to‐person transmission through 

respiratory droplets, contact and 

fomites, zoonotic transmission, 

nosocomial transmission, fecal‐oral 

transmission, and aerosol 

transmission is highly possible. 

Median incubation period 4.6 day (95% CI, 3.8‐5.8 d) 5.2 day (95% CI, 1.9‐14.7 d) 6.4 day (range, 0‐24.0 d) 

Case‐fatality rate Worldwide (WHO): 9.6%, mainland 

China: 6.4%, and 

Hong Kong: 17% 

Worldwide (WHO): 34.5% and 

South Korea: 20.4%. 

Wuhan, China: 3% 

Abbreviations: R0, reproductive values; CI, confidence interval; MERS‐CoV, Middle East respiratory syndrome coronavirus; SARS‐CoV, 

severe acute respiratory syndrome coronavirus; WHO, World Health 

Organization. 

 

Table 1: Epidemiological characteristics of SARS‐CoV, MERS‐CoV, and SARS‐CoV‐2 (Wang, Wang, Chen and Qin, 2020). 

Section B: The impact of COVID-19 

 

1.On Businesses 

The COVID-19 crisis is a systematic shock to the global economy that 

has affected all organisations with varying degrees of severity. The 

COVID-19 pandemic outbreak has forced many businesses to close, 

leading to an unprecedented disruption in most industry sectors. The 

International Trade Centre's 2020 SME Competitiveness Outlook 

reported that the lockdowns in China, the European Union and the 

United States had the greatest impact on trade and created a negative 
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knock-on effect on developing countries. After almost six months of the 

WHO declaring COVID-19 a pandemic all of the affected countries 

implementing variations of the movement control order are now 

cautiously re-opening their economy. In the past three to six months, 

retailers, especially small and medium enterprises (SMEs) have faced 

many short-term challenges. However, successfully navigating these 

challenges will not guarantee a promising future for businesses. 

SMEs in Malaysia, as in most countries around the world, are the 

engines of the economy. In Malaysia, the SMEs have historically 

demonstrated strong resilience; recording year-on-year (y-o-y) growth of 

6.2% in 2018 (2017: +7.1% y-o-y), outpacing the overall GDP (+4.7% 

y-o-y) and non-SMEs GDP (+3.8% y-o-y) growth. SMEs also play an 

important role in job creation. Statistics show that in 2018, SMEs 

contributed to 66.2% of total employment in Malaysia with the majority 

segment being generated by the services sector followed by 

manufacturing, agriculture, construction, mining and quarrying. The 

COVID-19 pandemic created a great economic casualty to SMEs not 

just in Malaysia but in every other country as well. In fact, there has 

been tremendous impact in the Asia-Pacific region where SMEs account 

for more than 90% of businesses and employ 50% of the workforce. The 

International Labour Organization (ILO) predicts the equivalent of 195 

million job losses due to COVID- 19. 

The pandemic affects the SMEs on both the supply and demand side. On 

the supply side, companies experience a reduction in the supply of 

labour, due to workers either being unwell or needing to look after their 

children while schools are closed. As the shops and restaurants closed so 

did the factories that supplied them and the supply chains between the 

two. Moreover, the companies in the services sector are the worst hit by 

COVID-19, especially those providing accommodation and food 

services. Alongside manufacturing, logistics and retail, the service 

industry was also silenced. Another industry in the service sector that 

was highly impacted by this pandemic are tourism and hospitality. 

On the demand side, SMEs are overly dependent on a small number of 

clients; in some cases, an entire business can be concentrated in a single 

local redistributor. The simultaneous deterioration in domestic and 

external demand during the pandemic has invariably resulted in a jolt to 

SMEs and economic activities. For example, the COVID-19 pandemic 

has pushed the Malaysia retail industry into negative territory, 

contracting by 18.8% y-o-y during 1Q2020, marking the sharpest 

contraction since 1998. Furthermore, consumers experienced loss of 

income, fear of contagion and heightened uncertainty, which in turn 

reduced spending and consumption. These resultant effects were 

compounded by the mass retrenchment of workers and the inability of 

firms to pay salaries. 

The sudden drop in consumer demand and revenue severely affects the 

SME’s ability to function. A survey recently carried out by Ernst & 

Young across 670 large enterprises and SMEs in Malaysia, found that 

nearly half of all companies indicate that financial issues such as 

cashflow, liquidity, delays in receivables and decline in revenue are 

great challenges during the pandemic. For most companies, the key to 

survival is maintaining enough cash to stay afloat until the economy 

begins to grind back to health. Many new SMEs and start-ups are highly 

dependent on clients paying their invoices on time. However, the 

extensive local and cross-border movement control affected business 

cash flows. In addition, the movement control order, social distancing 

and lockdown period together with high costs of safety measures led to 

further and more severe drops in capacity utilisation. This restriction has 

disrupted the supply chain which resulted in a strong decline in revenue 

and profitability of SMEs. 

Recognising this threat, most of the governments in the affected 

countries have been quick to announce measures aimed at softening the 

impact. Various fiscal and monetary stimulus packages have been 

launched and are aimed largely at maintaining liquidity or cash flow for 

SMEs. The Malaysian government had announced the additional 

PRIHATIN SME Economic Stimulus Package (PRIHATIN SME+) 

totalling RM10 billion in response to the hardship faced by SMEs 

following the Movement Control Order (MCO). The additional package 

is used to support SMEs’ cash flow problems. Throughout the new 

scheme, special allocation of wage subsidies from RM600 to RM1200 

per month are introduced for retaining the SMEs workforce for the next 

six months. However, according to Deloitte Malaysia, most businesses 

still struggle especially when it comes to cash flow management. 

Furthermore, the business’ lack of operational and strategic structure 

commonly found in large companies hinders them from making the best 

use of available capital to scale their operations. 

So, where do SMEs go from here seeing that the root cause of this issue 

is cash flow management? Financial planning is just as important for the 

business as it is for the individual. Although every well-run business has 

a crisis or continuity plan (and many will have a specific pandemic 

plan), nothing tests theory quite like reality. Managing cash and liquidity 

positions are crucial for businesses during a pandemic. The business 

owner needs to consider various scenarios from an optimistic and 

pessimistic perspective to understand the impact on the financial 

models. All financial exposures of a business as well as important 

investment decisions should be revalidated and re-timed based on the 

forecasting models and scenario analysis. For this matter, the business 

could adopt two strategies: cash flow forecasting and scenario modelling 

with trigger point. Cash flow forecasting helps to ensure that weekly 

cash inflows and outflows match the short and long-term forecasts. By 

using cash flow forecasting, it helps businesses improve the forecast 

accuracy where there is high variance. Companies can also evaluate the 

impact on their cash flows through a thorough review of their credit 

lines, debtors and creditors. The second strategy in managing cash flow 

are by developing financial models with worst-case scenarios at 

different levels to assess the impact on the cash position. The 

entrepreneur, in order to understand the impact of the pandemic on the 

financial models, must consider it from all available viewpoints. 

2. On Economies 

The pandemic is negatively affecting the growth of the economy. Quite 

unlike past crises and despite one of the worst drops in global economic 

activity, the combination of unprecedented fiscal and monetary policy 

support from governments and central banks, as well as lack of 

definitive predictions as to what will end the crisis – either a vaccine, 

herd immunity or a sufficient fall in the number of new cases – make it 

unlikely that the pandemic will leave as many long-term scars on 

economies. Whether insolvency issues, long-term unemployment or 

general caution pushing savings up and investment down, many 

observers believe that different results will be yielded this time. 

Loss of time and income by carers and direct expenditure on medical 

care and supporting services are added to obtain the estimate of the 

economic costs associated with the disease. The human costs in terms of 

lives lost will permanently affect global economic growth in addition to 

the cost of rising levels of poverty, lives upended, careers derailed, and 

increased social unrest. The economic fallout from the pandemic raises 

the risks of a global economic recession. On average, global trade falls 

between 13% to 32%, depending on the depth and extent of the global 

economic downturn, exacting an especially heavy economic toll on 

trade-dependent developing and emerging economies. Although it is 

extremely difficult to quantify the exact magnitude of the impact of the 

pandemic towards the growth of the GDP, it is clear that it implies sharp 

contractions towards the level of output, household spending, corporate 

investment and international trade. The implications for annual GDP 

growth will depend on a myriad of factors including the magnitude and 

duration of national shutdowns, the extent of reduced demand for goods 

and services in other parts of the economy and the speed at which 

significant fiscal and monetary policy support takes effect. Nonetheless, 
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it is clear that the impact of the shutdowns has weakened short-term 

growth prospects substantially. 

Previous studies on the economic cost of large-scale public healthcare 

issue outbreaks such as SARS, done by Schoenbaum (1987), Meltzer et. 

al. (1999), Chou et. al. (2004), Hai et. al. (2004), Sui and Wong (2004) 

and Bloom et. al. (2005), have found significant effects on economies 

through large reductions in the consumption of various goods and 

services, an increase in business operating costs and a re-evaluation of 

the country’s risks reflected in increased risk premiums. For example, 

Meltzer et. al (1999) found that with 15% to 35% of US population 

infected from influenza pandemic with 89,000 to 207,000 deaths, the 

estimated mean total economic impact for the US economy as put at 

USD 73.1 billion - USD 166.5 billion. In a similar vein, Bloom et al. 

(2005) found that there was a consumption shock of 3% when 20% 

population were affected by the pandemic, with 0.5% of fatality rate. 

The studies done by McKibbin and Sidorenko (2006) who explored the 

impact of the pandemic to the economy based on the four scenarios: 

mild, moderate, severe and ultra, have found that, for the mild scenario, 

the cost to the global economy is estimated at 0.8% GDP (approximately 

USD 330 billion in output loss) while the estimated loss in the ultra-

scenario is USD 4.4 trillion (12.6% GDP). As the scale of pandemic 

increases, so does the economic cost. 

Economic models can be used to model the consequences of pandemics 

(Burns et. al. (2008), Bloom et. al. (2005), Lee & McKibbin (2004), 

McKibbin et. al. (2006)). However, in this section, we will cover two 

economic models: the G-Cubed model and the Envisage model. Both of 

these models are currently being used by economists to measure the 

economic impact of COVID-19. 

Countries (20) 

Argentina; Australia; Brazil; Canada; China; Rest of Eurozone; 

France; Germany; Indonesia; India; Italy; Japan; Korea; 

Mexico; Russia; Saudi Arabia; South Africa; Turkey; United 

States. 

Regions (4) 

Rest of the OECD; Rest of Asia; Other oil- producing 

countries; Rest of the world. 

Sectors (6) 

Energy; Mining; Agriculture (including fishing 

and hunting); Durable manufacturing; Non- durable 

manufacturing; Services 

Economic Agents in each Country (3) 

A representative household; A representative 

firm (in each of the 6 production sectors); Government 

 

Table 2: Overview of the G-Cubed (G20) model (McKibbin and Fernando, 2020). 

The G-Cubed model, originally documented by McKibbin and Wilcoxen 

(1999, 2013), is an econometrics model that consists of 6 sectors and 24 

countries and regions. Each sector captures the primary factors such as 

capital, labour, energy and inputs. The G-Cubed model measures the 

cost and impact from different pandemics. The variable used in 

measuring the cost covers the area of labour supply, equity risk premium 

and overall cost of production in each sector. The change in cost then 

impacts the consumption shock and government expenditure. In terms of 

coverage, this model provides wider coverage (all countries) in 

comparison to other  

econometrics models. The G-Cubed model illustrates the economic 

impact in seven different scenarios of COVID-19 which can be grouped 

into three situations: situation one – assume the epidemiological events 

are confined to China; situation two – the epidemiological events occurs 

in all countries in differing degrees; situation three – mild pandemic is 

expected to recur each year for the indefinite future. The model showed 

that the low-end pandemic is expected to reduce global GDP around 

USD 2.4 trillion and a more serious outbreak will reduce the global GDP 

by over USD 9 trillion. 
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Figure 2: Implications of the COVID-19 as implemented in the Envisage model (Maliszewska, Mattoo and Van der Mensbrugghe, 2020). 

Compared with the G-Cubed model, the Envisage model illustrates the 

transmission channels and heterogenous impact on output and trade in 

four different shocks but are all assumed to occur simultaneously. This 

model only analyses the scenario of the current COVID-19 hence it only 

incorporates the decline in demand due to a reduction in production and 

incomes but does not take into account the decline in investor 

confidence and any financial repercussions. The first shock is a drop in 

employment by 3%. The underutilisation of capacity takes place due to 

factory closures as well as social distancing, forcing workers to stay at 

home. The second shock is the raise of international trade costs by 25% 

for imports and exports. The assumed increase in transport and 

transaction costs in foreign trade is driven by additional inspections, 

reduced hours of operation, road closures, border closures, increases in 

transport costs, etc. The third shock entails a sharp drop in international 

tourism. The fourth shock represents a switch in demand by households 

who purchase fewer services requiring close human interaction such as 

mass transport, domestic tourism, restaurants, and recreational activities 

while redirecting demand towards the consumption of goods and other 

services. The demand for the targeted services is assumed to drop by 

15%. This results in a reallocation of household demand across sectors 

while total expenditures are still driven by previous shocks and relative 

prices of goods in the consumption basket. 

Based on the four shocks, the model illustrates the impacts of COVID-

19 to the economy which include macroeconomic impacts, trade 

impacts, and sectoral output impacts. In terms of macroeconomic 

impacts, global GDP is expected to decline by 2.1%, the GDP of 

developing countries’ is expected to decline by 2.5% and high-income 

countries by 1.9%. The biggest GDP losses under the global pandemic 

scenario are expected to occur in East Asia and Pacific (EAP) countries 

due to their relatively deep integration through trade and direct impact 

on tourism. On trade impacts, the global pandemic scenario results in 

negative impacts on exports across all sectors and most destinations. The 

country-specific results are driven by the initial composition of output 

and exports by sector and destination, but also by the country’s level of 

openness and relative changes in the competitiveness of the exporting 

country and its trading partners. On sectoral output impacts, there was a 

steeper decline in services in comparison to agriculture and 

manufacturing. The biggest negative shock is recorded in the output of 

domestic services affected by the pandemic as well as in traded tourist 

services. On a global level, the output of services affected by the 

pandemic are 9.3%, tourism services at 8.8%, and decline in agricultural 

and manufacturing output at about 3%. 

3. On Psychology 

COVID-19 has required many countries across the globe to implement 

early quarantine measures as the fundamental disease control tool. The 

enormity of living in isolation and the changes experienced in our daily 

lives alongside unexpected situations such unemployment, financial 

hardship and grief over the death of loved ones can produce acute panic, 

anxiety, obsessive behaviours, hoarding, paranoia, depression and post-

traumatic stress disorder (PTSD) in the long run for many. Even in this 

time of physical distancing, it is critical to seek social support and 

connection with others. These have been fuelled by an “infodemic” 

spread via different platforms of social media. 

The Mental Health and Psychosocial Support (MHPSS) – was 

introduced circa 2007 and is now widely used to describe the range of 

activities that are used to treat mental disorders and to improve the well-

being of individuals and communities in their conflict or disaster-

affected environments. Support may include interventions in health, 

education, or community-based interventions. In disasters, MHPSS 

provide support to people as a means of protecting or promoting their 

mental health and psychosocial wellbeing during pandemics and also 

treats mental disorders. Psychosocial support also helps individuals and 

communities recover from the psychological damage as well as rebuild 

social structures after a crisis or disaster. The term psychosocial refers to 

the close relationship between the individual and the collective aspects 

of any social entity, especially for the healthcare workers. One of the 

components of the MHPSS is prevention and treatment of psychiatric 

disorders such as depression, anxiety, and PTSD. 

Principles of Mental Health and Psychosocial Support to COVID-

19. 

The delivery of MHPSS services to all level of victims involved in 

disasters in general and specifically during COVID-19 follows the 

principle that basic needs shall be provided to all victims, followed by 

restoration of community and family support and followed by focused 

and specialized services to a smaller subgroup among those affected by 

the crisis. Below explains the model of MHPSS role in each level of 

need. 

 

 

Figure 3: Intervention Pyramid for Mental Health and Psychosocial Support in Emergencies (Inter-Agency Standing Commite (IASC), Figure 1 

(2010)) (MOH, 2020) 

During the initial response, attention will also be given to those who are 

in need of MHPSS including Psychological First Aid (PFA). Referrals 

for further intervention of healthcare workers and Persons Under 

Investigation (PUI) to Family Medicine Specialists, Psychiatrists or 

Psychologists are to be done when necessary. 

The psychological impact on children and the elderly. 
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Children are likely to experience worry, anxiety and fear, either of them 

or their relatives dying or a fear of what it means to receive medical 

treatment – fears which are primarily associated with adults. If schools 

have closed as part of necessary precautional measures, then the children 

may possibly lose that sense of structure and stimulation that is provided 

by that environment resulting in them having less opportunities to be 

with their friends and get that social support that is essential for their 

mental well-being. Being at home can place some children at an 

increased risk of being exposed to child protection incidents or make 

them witness interpersonal violence if their home is not a safe place. 

This is something that is very concerning and although all children are 

perceptive to change, young children may find the changes that have 

taken place difficult to understand, and both young and older children 

may express irritability and anger. Children may find that they want to 

be closer to their parents or guardians and make more demands out of 

them. In turn, some parents or caregivers may find themselves under 

pressure. 

The elderly, alongside those with underlying health conditions, have 

been identified as more vulnerable to COVID-19 and knowing that fact 

can be extremely frightening and very fear-inducing. The psychological 

impacts for these populations can include anxiety and feeling stressed or 

angry. Its impacts can be particularly difficult for older people who may 

be experiencing cognitive decline or dementia. Some older people may 

already be socially isolated and experiencing loneliness which can 

worsen their mental health. On a positive note, there are many things 

that older people can initiate for themselves with the support of a carer, 

if needed, to protect their mental health during this period. These include 

many of the strategies that we are advocating for across the entire 

population such as undertaking physical activity, keeping to routines or 

creating new ones and engaging in activities which give a sense of 

achievement. Maintaining social connections is also important. Some 

older people may be familiar  

with digital methods and others may need guidance on how to use them. 

Once again, the mental health and psychosocial support services and 

other services that are relevant to this population must remain available 

at this time. 

1)Financial Anxiety: The Psychological Impact on Behavioural 

Economics 

Financial anxiety is a monetary monster that haunts many by stoking 

worry. It can be highly debilitating and can also cause significant 

distress. Financial anxiety shares many of the characteristics of the 

regular anxiety disorder such as excessive worry, irritability and 

difficulties concentrating. Financial anxiety is common, it's not 

insurmountable - and recognizing what triggers anxiety can help one 

cope with it. The effects financial anxiety has on the stock market may 

be mediated by a phenomenon that psychologist Paul Slovic of the 

University of Oregon and his colleagues call the “affect heuristic.” 

When people are emotionally upset because of a tragic event, they react 

with fear even in circumstances where there is no reason to feel fear at 

all. The pandemic of financial anxiety spreads through panicked 

reactions to the price drops. A negative bubble in the stock market 

occurs when people see prices falling and in the midst of trying to 

discover why, they begin to amplify stories that attempt to explain the 

decline. Then, prices repeatedly fall on subsequent days. Financial 

anxiety is not an isolated condition; increased feelings of stress and 

anxiety can impact your overall physical and mental health and well-

being. 

The stock market tends to overreact to major events. This phenomenon 

is known as an “alarmist bias”. According to economist Kip Viscusi, 

people devote “extra attention towards worst-case scenarios” and many 

investors are more likely to ignore positive evidence about alarmist 

scenarios when conflicting evidence is presented. Current market 

shakeout is turning out to be not just a “correction” but potentially a 

transitional shift that is driven by panic. 

Section C: Coronavirus and personal finance 

1.Personal Debt 

The Coronavirus has split the nation as there was a spike in the numbers 

of businesses that were forced to shut down due to the lack of cash flow 

that resulted from an increase in the rate of unemployment. This 

situation has required consumers to quickly alter their spending 

behaviour as well as how they interact with debt and credit. The 

economic impact of COVID-19 has increased risks to financial stability 

hence, temporary relief measures have been implemented to support 

households and businesses. The Malaysian government has launched a 

series of economic stimulus packages designed to cushion the economic 

effects of the pandemic, such as the monthly financial aid of RM600 

from the Social Security Organization (SOCSO) to employees on forced 

unpaid leave and allowing a withdrawal of RM500 from Employees 

Provident Fund (EPF). In addition, Bank Negara Malaysia (BNM) has 

ordered all banks to grant an automatic six-month moratorium 

(deferment) of loan/financing repayments from April to September 

2020. 

The six-month moratorium on loan repayments and cash transfers by the 

government provides Malaysians extra cash on hand to put food on the 

table and for the businesses to stay afloat even when income streams are 

affected. The study done by Asia Business School has shown that the 

stimulus package was able to offer immediate relief to nearly all 

households grappling with income shortfalls transporting many B40 

respondents into a positive cash-flow situation. While B40 respondents 

benefit roughly equally from the debt holiday and cash transfers, the 

debt holiday alone accounts for nearly all the increase in the proportion 

of M40 respondents with positive cash-flow. On the saving parts, 

without the stimulus package, almost all B40 households with negative 

cash-flow would last only a month or less on accessible savings. 

However, with relief, including access to EPF funds, most B40 

households that remain cash-flow negative even under the stimulus 

package can last for more than a month and many can last for the 

foreseeable future. So far, these measures meet the objective. The 

statistics from April to June showed RM51.4 billion worth of 

instalments deferred (RM33.4bn Households, RM17.9billion 

Businesses). That’s RM51.4 billion in the hands of households and 

businesses rather than the banking system. 

However, as the six-month moratorium ends in September, there are 

concerns for both banks and consumers who took the moratorium route. 

It will mean lower discretionary income for households who will find it 

difficult to make loan repayments and require an extension until they are 

financially stable. The online poll by the Credit Counselling and Debt 

Management Agency (AKPK) revealed that more than 80% of a sample 

size of close to 2,000 people had chosen to take on the deferment of 

their loans under the moratorium. For the banks, the problems include 

rising non- performing loans (NPLs), the risk of banks’ loan loss 

provisions (LLP) increasing and a possible spike in gross impaired loan 

(GIL) ratios. For the record, the Household Debt to GDP was at 82.7% 

and Corporate Debt to GDP was at 99.7% as at end 2019, while 

Household Median DSR (Debt Service Ratio) was at 32.7 in early 2018. 

Home loans, hire purchases, and personal loans account for 87% of all 

household debt (the remainder being credit cards and other financing 

options). 

1)Managing personal debt during pandemic 

The spread of COVID-19 has changed the global landscape, affecting 

our financial, professional, and social environments. The sudden 

disruptions caused by this public health crisis are presenting economic 

challenges with growing repercussions. While some factors affecting the 

financial well-being are beyond individual control, financial knowledge 
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can help people better manage their finances through times of hardship 

and also times of prosperity. Unfortunately, not everyone is equipped 

with financial knowledge. There are two things that people can do in to 

manage their personal debt, especially for those who were directly 

impacted from COVID-19. 

a.Know personal financial situation 

Everyone should be aware of their financial situation. Having a good 

grasp of the situation of their finances can help individuals when it 

comes to money management (income and debt). Engaging with a 

financial adviser can help individuals set financial goals. Also, in cases 

where a person is not on track towards achieving set goals, an adviser 

can help by putting the right strategies in place or setting more realistic 

goals. 

b.Talk to a banker if experiencing financial hardship 

As the COVID-19 pandemic created a great deal of uncertainty and 

disruption for people, businesses and communities, individuals should 

contact their bank if they are experiencing difficulties servicing their 

loans. Under no circumstances should credit card payments be delayed. 

Credit cards charge a high rate of interest on pending payments which 

directly affects the individual’s personal credit score. If there is a 

liquidity crunch, consumers must at least make the minimum payments 

to avoid exacerbated bills later. One can always ask the bank to convert 

any outstanding credit card balance into a personal loan. For other 

financing products such as mortgage and hire purchase, the six-month 

loan moratorium may be worth the peace of mind, especially when there 

is no regular income. 

2)Common mistakes in managing personal debt during pandemic. 

There are two common traps that individuals typically fall into in a 

situation like the pandemic: skipping their insurance premiums and 

deferring payments on their credit cards. 

a.Skipped insurance premiums. 

Individuals should be alerted to the fact that skipping insurance 

premiums for more than three months can cause difficulties when 

making future claims. Instead of skipping the insurance premiums 

altogether, individuals can exercise their right to a premium holiday 

from the available insurance cash value. Alternatively, some insurance 

providers allow eligible policyholders a grace period of 90 days to pay 

the premiums due. During this deferment period, the insurance company 

continues to provide insurance protection. 

However, this is not an automatic premium program; therefore, 

policyholders must approach their insurance agent or financial adviser to 

apply for this deferment. 

b.Late payment / missed payments for credit cards. 

This will be the second most common mistake made by individuals 

experiencing financial difficulties. This mistake will cause individual 

late payment fees and may possibly result in the interest rate on the 

credit card being raised to the penalty rate. In addition, the late payment 

may be added to the individual’s credit history and can end up affecting 

the credit score. Currently, most banks are offering a credit card relief 

conversion plan that converts the outstanding balances to an instalment 

loan. 

2.Personal Budgeting 

COVID-19 has made it aware to all Malaysians how important 

emergency funds are. Budgeting is more than just paper planning; it is 

the backbone to personal finance and wealth management. It is more 

important than ever to ensure household have financial security and are 

working effectively to achieve financial or lifestyle goals. In short, 

budgeting helps ensure that individual have the right amount of money 

at the right time. And when we do budgeting, we must deal with both 

regular events and extremely uncertain events. 

Today, there are numerous software and templates that help with 

personal budgeting. A search on Google for ‘personal budgeting’ 

yielded 72,600,000 results. However, despite these, people still fail to 

budget their expenditure. Here are some reasons for that: 

1. Underestimating our expenses. 

Most people tend to underestimate their expenses when it 

comes to gifts, sin costs (like night life, cigarette, beer), 

cosmetics, automobiles and even donations. Be realistic with 

estimated monthly expenses. 

2. Insufficient emergency fund. 

Whenever unplanned expenses come up, an emergency fund 

can fill in the gaps without knocking your budget off track. It 

is also important to only use emergency fund for emergencies, 

and to not see it as an extension of monthly budget. 

3. Inflexible budget. 

A flexible budget allows for variations without ruining 

individual bottom line or making they feel like a failure. For 

certain times like the festive season or school resumptions, the 

expenses tend to rise and fall from one month to the next and 

personal budgeting will not work if there is not a certain 

amount of flexibility built into it. That will mean that during 

the months when there is a surplus in budget, people will have 

to bank it and have it available to shore up the months when 

their expenses are higher than normal. 

4. Lack of discipline. 

 People have a strong desire to get control of their finances but 

lack of the discipline and/or the commitment to implement a 

budget and stick with it for more than a few months, or even a 

few weeks. 

In order for someone to successfully budget their expenditure, it requires 

systematic process. 

1)Steps in budgeting 

a) a.Track personal spending for 2-3 months before start 

budgeting 

We can group our spending into categories. It is easier to 

figure out what the categories will look like and it will make 

things so much easier when calculate our spending so we can 

forecast (predict) future expenses and determine personal 

financial position. 

b) b.Things to avoid: Avoid impulse purchasing. Apply the 30 

days rule. 

If we really want something, take a step back and let our 

rational thought process prevail. Apply the 30 days rule if we 

really insist on making a purchase. We may write the item and 

the price and wait for 30 days. If still want to buy it at the end 

of that time frame, we can either go for it or, even better, use 

that 30 day time frame to save up to make the purchase rather 

than have it charged to credit card. (Alternatively, if we 

already have money, just put a 1- month fixed deposit in case 

the item is more than RM5000) 

c) c.Saving or Investment? 

Saving is a priority, and investments only come when we have 

enough savings. For lower income earners, the top priority is 

to save (short term, mid-term or long term) rather than invest. 

The real question is: How much savings is 

enough? For example, let assume from RM2000 income, we 

manage to save RM250 per month. Once the saving reach at 

RM6000 (3 months income + RM1000 per dependents) we 

can plan for an investment and only the surplus money, not the 

savings, should be used for the investment. 

2)Budgeting based on income levels. 
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Basic recommendation: 50-20-30 rule, but it depends. There is no One-

Size-Fits-All in budgeting. But here are some suggestions for the 

following income levels: 

a.RM2,000 

Some of lower income earners may have difficulties following the 50-

20-30 rule. Hence, instead of trying to cut back your small expenses, 

focus on the larger ones so that it can make more of a significant impact. 

Make use of resources. For this group of people, the mortgage loan 

tends to be the biggest part of their expenses. If rent a house, consider 

downsizing to a smaller home or living with roommates. If you own 

house, it would be beneficial to consider renting out a room or parking 

spot for additional income. 

b.RM5,000 

For RM5,000 earners (middle income), having priorities is extremely 

important as it is very easy to fall into the trap of overspending on eating 

out and clothing. In regard to the 50-20-30 rules, as shared earlier, 

middle income earners should focus on the what priorities should be in 

the 50% & 30% allocation. 

1.The 50% allocation for Needs 

For example, when we talk about groceries, instead of buying 

individually packed items, we can purchase it by the dozen and bulk 

those that we can use in the long run. This will help us to save money. 

2.The 30% allocation for Wants 

Cut back on how often we dine out. We can still enjoy a nice meal at a 

restaurant, just not multiple times a week. Eating and cooking at home 

can lessen the cost of your food expenses compared to eating out at 

restaurants and fast food chains. 

c.RM10,000 

RM10,000 earner, two main objectives for budget can be: 

1.Minimizing unnecessary spending and tackling high-interest debt. 

Credit card and personal loans tend to be at a high interest in comparison 

to others. If unable to fully settle credit card outstanding, try to convert 

credit card debt into monthly instalments (fixed interest rate). Some 

banks offer 0% balanced transfer. 

2.Maximizing money efficiently. 

If magazine subscription + broadband + gym membership is more than 

RM2,500 (personal income tax relief), try considering cutting 

unnecessary expenses or reducing the membership plan. The 20% 

allocation from saving can be placed into a number of saving and 

investment instruments. For example, investing into a Private 

Retirement Scheme will allow to get tax relief (cap at RM3,000). This 

can be the alternative for pension fund. 

3.Staying disciplined in budgeting. 

One of the ways to stick with our budget is to divide our budget goal 

into sub-goals. For example, if our goal to have 20% down payment for 

new house (e.g.: RM40,000) in two years; changing it to sub-goals 

allows us to save RM1,700 per month meaning that we will be able to 

monitor our progress monthly. It is important to keep reminding us of 

the importance of reaching our goal and how it will make a difference in 

our life. Once we achieve our sub-goals after 6 months of saving 

RM1,700/month, try to reward it. The reward may be as simple as a 

giving us a mental pat on the back (“I’m good!”), such as watching a 

movie at the cinema or buying yourself ice cream, etc. (as long as it is 

still within budget). 

c.Personal Investment 

Investing is not always comfortable, but it is important to remember that 

without risk, there are no returns. As the world continues to reel from 

the impact of COVID-19, many of us are worried about what the 

pandemic means for us financially. Panic selling from investors has 

greatly impacted markets. In Malaysia, on the 15th of March, the FBM 

KLCI slumped to its lowest since December 2011 due to the outbreak of 

the second wave of COVID-19. However, an upward trend was 

observed after the announcement of stimulus packages from the 

government and relief efforts by financial institutions. The markets have 

also seen plenty of tough times such as the tech bubble burst in 2002, 

credit drying up in 2008 and the sovereign debt crisis in 2012. 

1)Investment strategy 

If history tells us one thing it is that we should not worry too much about 

trying to time the market. Historically, bear markets tend to be short-

lived. Markets ultimately recover when fuelled by growth and 

technological innovation which underpin progress and corporate 

profitability. Investors can protect their investments in this recession by 

first recognising the impact that it will have on their investments, 

compared to typical downside events. Diversification and balance 

between different sectors will be important – regardless of whether there 

is a recession or not. With that in mind, there are several investing 

approaches which may be useful in managing your investment 

allocation. 

a.Multi-asset strategy 

Multi-asset strategy refers to the type of investment strategy that 

involves investing in various asset classes. Typically, a multi-asset 

strategy uses an asset allocation program on top of the sub-strategies that 

invest in individual asset classes. This offers a flexibility that allows for 

a shift away from specific market-driven performance to more absolute 

return and other outcome- oriented solutions that strive for greater 

control over risk exposures. 

The four (4) main asset classes covered by multi-asset strategies are 

stocks, bonds, alternatives and cash. Within each, there are multiple 

ways to slice and dice them. Stock funds can be managed according to 

size, style, sector, and geography. Bond funds can be managed 

according to duration, credit, geography and currency. Alternatives 

include various hedge strategies, infrastructure, private equity and real 

estate, many of which are common in institutional multi-asset strategies. 

This broad definition of a multi-asset- strategy fund also covers 

strategies that intentionally cover only a limited segment of the entire 

universe. This “limited” segment can be anything – e.g. alternatives or 

international equities. They were developed largely to fill the capability 

gap of some asset owners and fund houses in certain segments of the 

market. 

To implement multi-asset strategies, however, investors should 

understand not only the reasons they can be beneficial, especially in the 

current market environment, but also the different styles of multi-asset 

strategies that exist and how to successfully implement them. 

b.Dollar-Cost Averaging (DCA) 

DCA strategy implements the regular and periodic purchasing of 

investment. DCA gained popularity among financial advisers and 

individual investors after the Great Depression throughout the mid-

1960s. Furthermore, it encourages the investment of the same amount of 

money rather than the same number of shares each period. As a result, 

investors can purchase more shares at a low price compared to high-

priced shares. 

Statman (1995) explained that DCA is a particularly valuable method to 

reduce the behavioural bias, which is capable of reducing psychological 

pain associated with financial recession when the market price falls. 

This explanation was supported by Kahneman and Tversky’s (1982) 

statement on the positive correlation between regret and the level of 
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responsibility, where DCA is capable of decreasing the level of regret 

about bad outcomes and enabling investment in a riskier asset. Besides 

managing investor’s emotion, the DCA approach employed in the 

regular investment plan assists the investors in minimising risks, 

especially those in a volatile market. Regardless of the types of 

investment instrument used such as stock market, unit trust or exchange-

traded fund, DCA is found to be the most superior approach to be 

implemented in a volatile market. 

2)Basic tenets of investing 

In this environment, if we move our money into cash, we are likely to 

miss out on the best gains in the market making it much more difficult to 

recover the losses. Now more than ever, it is essential to follow the basic 

tenets of investing: 

a.Diversification 

Proper diversification is the most effective way to reduce volatility. The 

coronavirus pandemic will not have the same repercussions on all 

sectors. For example, even though airlines have suffered a considerable 

loss, essential commodities like healthcare products, etc., are still high in 

demand. No two sectors react the same way to the market which is why 

diversification can be the key to avoid any type of risk or pitfall. 

b.Evaluate investment risk appetite 

With a high probability of losing a job or receiving a pay cut, investors 

may want to look at their risk appetite again. A person’s risk appetite is 

dependent on a host of other factors such as their gross income, future 

goals, career prospects and market conditions. With these aspects taking 

a hit, investors should lower the risk from their portfolio too. 

c.Have long-term investment view 

The investments may all be in red at the moment but we must recognize 

the fact that we will not experience a loss until we sell them off. A bear 

market occurs when the stock market declines 20% or more from its 

recent highs following a bull market. These short-term events will have 

little if any impact on your long-term investment performance. 

Section D: Applying ‘New Normal’ in financial advice. 

The global health crisis has forced business professionals across a 

myriad of industries to find new ways of doing business. Financial 

planning is no different. With so much uncertainty surrounding global 

health, the economy and financial markets, it is understandable that 

advisors are receiving more questions or comments from their clients. 

Since there is not a clear answer as to when the economy will recover to 

its former glory, a financial advisor must be prepared for this. 

Undeniably, this pandemic will shape the future of the financial advisory 

sector in a way that has never been seen before. With that being said, 

how can an advisor plan and adapt to the new normal? 

As prudent financial advisors, we seek to understand our clients’ wallet, 

specifically their new- found cash flow requirements and risk appetite. 

For instance, customers who lose their jobs might have a significantly 

reduced risk appetite and greater need for cash flow. By understanding 

our clients’ situation, we can then tailor the solutions to their liking. To 

elaborate, we might advise our clients on a more defensive approach, i.e. 

moving from an aggressive portfolio to a rather conservative allocation 

with greater emphasis on insurance, bonds and asset classes which can 

withstand, if not, outperform an economic downturn. Furthermore, this 

approach might increase our clients’ returns while significantly reducing 

their risk exposure. With worldwide central banks cutting interest rates 

to a record low, it is worth mentioning that the outlook of equity markets 

is rather gloomy. As wise advisors, we would consider the options of 

positioning our clientele on a rather defensive strategy by perhaps 

allocating a larger portion of their funds into more liquid assets. 

Other than re-evaluating our clients’ risk appetite, we will communicate 

more regularly and effectively with our customers to increase their trust 

and confidence. This is because in times of crisis, it can be extremely 

frustrating if clients cannot get in touch with their advisors, more so if 

their portfolio is performing unfavourably. The crisis has been a catalyst 

for growth-oriented advisors to embrace more digitally-minded business 

development strategies. The home isolation of both advisors and their 

clients has also accelerated the shift to digital advice that was already 

well underway. The rapid advance of digital technology is allowing 

financial advisors to be remote and face-to-face at the same time. Video 

conferencing and increasingly popular platforms such as Zoom and 

Microsoft Teams, have stepped into the limelight as companies in nearly 

every industry attempt to maintain relationships with their clients and 

build new ones. These platforms help to create a better experience for 

clients by making it easier to connect and communicate with their 

advisor. 

Looking beyond the coronavirus crisis, video conferencing could 

become a more permanent fixture for advisors. Becoming comfortable 

with technology might lead to better and more efficient prospecting in 

the future. Virtual meetings are the ‘new normal’ right now, but with 

noteworthy time and cost savings, they could be here to stay. Ultimately, 

with the advantage of knowing the clients’ latest financial position, 

financial advisors must react in their utmost diligence to the disaster like 

no other and drive everything through the lens of what can help the 

customers and allow them to be sustainable. In the end, regardless of the 

economic climate, it always boils down to customer service. 

Section E: Conclusion 

Anyone can have financial problems regardless of their income or 

profession. The first thing to do is to accept that the life is going to be 

different for a while and then focus on the tasks that we can control. The 

fact that someone is earning a high salary does not necessarily mean that 

they are automatically financially solvent. In times of an economic 

crisis, we encourage people to get advice from their financial advisor. In 

UOB Kay Hian Wealth Advisors, our financial advisors have been 

reaching out to clients via all available channels including phone, text, 

email, and social media throughout the COVID-19 pandemic to let them 

know that we are available to answer their questions, address their 

concerns and to help them make decisions that will support and align 

with their individual goals during these uncertain times. The regular 

client webinars help people to understand the current market situation 

and communicate with financial experts on what is taking place, what is 

yet to come, the opportunities ahead, and the steps they can take now to 

weather the storm. 
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