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ABSTRACT 

The purpose of this study is to examine the impact of Covid-19 on the profitability of the material 

sector firms in Sri Lanka using ROA and ROE as the profitability measures. The commendable 

performance of the material sector equity index during Covid-19 period motivates this study to 

investigate whether the profitability of the sector backs the observed performance in the equity 

index. For this purpose, this study performs both parametric and non-parametric comparison tests on 

quarterly data gathered using annual reports from 2018Q1 to 2021Q1. Further, this study employs 

panel regression models to identify whether the differential effect of Covid-19 on profitability is 

immune to other controlling effects. Additionally, this study investigates the reasons behind the 

profitability patterns by analyzing annual reports' content. The results of this study confirm that 

during the first quarter of the year 2021, the ROA and ROE are greater than the per Covid period 

ROA and ROE. The major external reason for the higher profitability is the relaxed government 

policies implemented during the Covid-19 period. Accordingly, the findings of this study imply that 

supportive government policies enhance the performance of firms during crisis periods.  

Keywords: Covid-19, Firm Performance, ROA, ROE. 

INTRODUCTION 

The impact of the Covid-19 pandemic is 

well documented on the labor market 

(Mayhew & Anand, 2020), the stock 

market (Ashraf, 2020), the financial 

sector (Baicu et al., 2020), small and 

medium-sized entities (Zimon&Tarighi, 

2021), and other sectors (Abate et al., 

2020; Song et al., 2021). Hence, the 

importance of researching how Covid-19 

shapes business operations and 

performance has attracted considerable 

attention from many global financial and 

economic researchers. According to the 

documented evidence, Covid-19 has 

impacted the economy in a negative way 

at both the macro level and the firm level. 

At the macro level, evidence suggests 

that the economic and financial crisis 

raised by Covid-19 is completely 

different from past financial crises in 

terms of range and severity (Song et al., 

2021; Ding et al., 2020). The current 

studies linked to Covid-19 find that, even 

in the early stages of Covid-19, its impact 

on the real economy has already been 

reflected (Wu & Hui, 2021).At the firm 

level, Zizi et al. (2020) show that 

businesses with low profitability fail. 

Therefore, Covid-19 can cause business 

failure as it impacts profitability. 
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However, the impact of Covid-19 is not 

always negative because it has impacted 

various business sectors in the economy 

in different ways. For example, Mazur et 

al. (2020) show that the return of 

healthcare, food, natural gas and software 

sectors are well performed during the 

pandemic. 

Covid-19 affected the Sri Lankan 

industries in several ways. Most 

industries in Sri Lanka are experiencing 

declining performance and a very few 

industries could increase their 

performance under new normal 

conditions. In this context, we are 

motivated to examine the Covid-19 

impact on the ‘Material Sector’ as it is 

one of the sectors that performed better 

during the Covid-19 pandemic. 

According to Figure 1, the material sector 

in Sri Lanka has performed well during 

the pandemic. At the end of the 4th 

quarter of 2019 (Before the Covid-19 

impact), the closing sector index of the 

material sector in the Colombo Stock 

Exchange (CSE) was 681.21 and as of 

the 1st quarter of 2021(During the Covid-

19 impact), it was 1476.82. Based on the 

sector indices, the material sector's 

performance has increased by 117% 

throughout the pandemic period (Figure 

1).  

 

However, it is unclear whether it is the 

improved profitability during the 

pandemic or other factors that back its 

equity index performance, as there can be 

many reasons other than profitability 

supporting equity index performance. 

Therefore, it is crucial to clarify how the 

profitability of the sector has been 

impacted by Covid-19, allowing a link to 

high performance in the sector equity 

index. Because profitability is a major 

determinant of the equity market's 

performance and it is still unclear what 

has made the material sector 

perform better during the pandemic. 

Accordingly, this study examines 

whether the material sector profitability 

is statistically different between pre 

Covid-19 and during Covid-19 periods 

and attempts to identify whether there is 

a differential effect of Covid-19 on the 

material sector firms’ profitability. 

Additionally, this study intends to 

identify the reasons behind the reported 

profitability during Covid-19 by 

analyzing the contents of the annual 

reports. These findings help develop 

policies for the future. Therefore, the 

contribution of this paper is significant as 

this paper uncovers another unrevealed 

aspect that Covid-19 has influenced.  

 

 

Figure 1: Material Sector Stock Index 

Source:CSE
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For this purpose, this study uses quarterly 

data from 2018Q1 to 2021Q1 and 

employs parametric and non-parametric 

comparison tests. Additionally, this study 

employs a panel regression model while 

controlling for documented other effects. 

The study's findings suggest that 

profitability is higher in 2021Q1, during 

the Covid-19 pandemic, and low interest 

rates and relaxed tax policies largely back 

it. The remainder of this paper is 

organized as follows. Section 2 reviews 

the literature and develops the 

hypotheses. Section 3 explains the 

methods used for analysis, section 4 

uncovers and discusses the study's results 

and finally, section 5 highlights the 

study's conclusions. 

 

LITERATURE AND 

HYPOTHESIS DEVELOPMENT 

Covid-19 has impacted the business 

environment in many ways. Recent 

research reveals that Covid-19 has 

negatively impacted the real economy 

even at the very outset. Its negative 

impact has spread across many sectors, 

such as trade, transportation and tourism 

(Wu & Hui, 2021). The rapid 

transformation of this health crisis to an 

economic crisis has injured the economy 

at a considerable rate. For example, Sri 

Lanka’s Gross Domestic Product (GDP) 

is expected to grow at a level of 2.2% due 

to the pandemic, which is far below the 

previous expectation of 4.5% to 5% 

growth rate following the 2019 Easter 

Sunday attack (Amaratunga et al., 2020).  

Further, consumer behavior is another 

aspect influenced by the pandemic that 

changes the spending patterns of 

consumers (Yuen et al., 2020).   

Weerathunga and Samarathunga (2020) 

show that the impact of Covid-19 will 

vary from industry to industry due to the 

heterogeneous consumer buying patterns 

during the pandemic. Furthermore, the 

lockdowns have negatively impacted the 

firms' revenue (Devi et al., 2020). The 

business supply channels are restricted by 

the slowdown in the logistics sector 

(Kökény et al., 2022). Therefore, the 

turbulent environment created by the 

pandemic has made it difficult for 

businesses to achieve the profitability 

they had prior to the pandemic (Shen et 

al., 2020). For example, Weerathunga et 

al. (2020) show that the pandemic has 

negatively impacted services sector firms 

such as travel and tourism.  

Covid-19 weakens the firm performance 

by damaging investment and income 

(Makni, 2023). Further, the 

interconnection among the sectors 

worsens the situation, causing one sector 

to suffer due to the poor performance in 

the other linked sector. Recent studies 

show that the sectors such as construction 

have been impacted negatively by the 

pandemic (Ayat et al., 2021). This 

situation makes sectors such as the 

material sector vulnerable as these firms 

provide supplies to the construction 

sector. However, developments such 

as technological adaptation could curtail 

the negative Covid-19 impact on 

profitability (Qadri et al., 2022). 

Therefore, the real Covid-19 impact on 

material sector needs to be examined.    

Based on the above arguments, this study 

proposes the hypothesis below. 

H1: The profitability of listed material 

sector companies is statistically different 

between before Covid-19 and during 

Covid-19.   

Further, there are several factors affecting 

the profitability of firms. By taking 

evidence from Indonesian manufacturing 

firms, Susilo et al. (2020) show that 

working capital and firm size are 

positively associated with profitability. 

Regarding the Sri Lankan context, 

several studies have identified different 

factors affecting the profitability of 

different sectors. For example, Dias 

(2021) shows that liquidity ratios and 
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leverage ratios impact the profitability of 

real estate firms in Sri Lanka. Anojan 

(2016) findings confirm that the liquidity 

position of listed manufacturing firms in 

CSE was negatively correlated with 

profitability. This study covered 32 listed 

manufacturing firms in CSE. However, 

Hamsagini, (2021) shows a positive 

 association between liquidity and 

profitability by taking a sample from 

2016 to 2020 of 15 listed manufacturing 

firms. Further, Ramasamy et al. (2005) 

find that size negatively impacts the 

profitability of the Malaysian palm oil 

industry. In this study, 30 companies 

have been used as the sample. However, 

Besong (2017) shows that firm size 

measured as the natural logarithm of 

sales has a statistically significant 

positive relationship with ROA. In Sri 

Lankan context, Pratheepan (2014) 

shows that manufacturing sector 

companies’ ROA is positively associated 

with firm size. Recent studies focused on 

Indian firms also confirm that firm size 

and profitability are positively associated 

(Al-Homaidi, 2021). Regarding leverage, 

there are two views concerning its effects 

on the firm’s profitability. Decemrie 

(2011) claims that leverage positively 

impacts the firm’s profitability showing 

that debt financing forces managers to 

use resources more efficiently, thus not 

wasting them on unprofitable 

investments. On the other hand, Besong 

(2017) and Rahman et al. (2020) find a 

negative impact of leverage on the firm’s 

profitability. They concluded that the 

need of continuing servicing the debt 

would reduce the ability to invest, 

reducing profitability. Further, Ravindran 

and Kengatharan (2021) show that 

financial leverage negatively impacts the 

profitability of non-financial firms in Sri 

Lanka. The next important factor is the 

tangibility of the firms. Tangibility acts 

as a significant catalyst in reducing 

financial distress and increases financial 

performance (İltaş & Demirgüneş, 2020). 

Pratheepan (2014) shows that Sri Lankan 

manufacturing companies with higher 

tangible assets tend to have lower 

profitability and the impact is statistically 

significant.  

Accordingly, it is clear that there are 

various other factors that impact the 

profitability of firms. Therefore, 

controlling for the effects mentioned 

above is essential in testing whether the 

Covid-19 impact is stable. Accordingly, 

this study proposes the hypothesis below 

based on the above arguments. 

H2: The differential effect of Covid-19 

on profitability is statistically significant 

after controlling for Liquidity, Firm Size, 

Leverage and Tangibility.    

The section below presents the 

methodology followed to test these 

hypotheses.   

 

METHODOLOGY  

Data and Sample 

The population of this study is the 

companies listed in the CSE under the 

material sector. Accordingly, the total 

population of this study consists of 21 

companies. The sample is selected based 

on the availability of interim financial 

statements. Based on this provision, the 

sample is limited based on the 

availability of the interim financial 

statements from 2018Q1 to 2021Q1. 

Accordingly, the sample consists of 18 

companies. The data are gathered from 

the published quarterly financial 

statements.  

This study considers both the first and 

second waves of Covid-19 as the sample 

period. According to the World Bank 

data, the first wave in Sri Lanka began in 

January 2020 and the second wave ended 

close to April 2023. 
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Methods 

Comparison tests  

This study uses comparison tests to 

identify whether the profitability is 

statistically different between pre Covid-

19 and during the Covid-19 period. 

Further, this study uses the sample t-Test 

as a parametric test and Wilcoxon Rank 

Sum Test as a nonparametric test for 

hypothesis testing. The test statistic of the 

sample t-Test is as follows. 

𝑍 − 𝑠𝑡𝑎𝑡5,𝑖
𝑚𝑒𝑎𝑛 =

𝜇1 − 𝜇𝑖

 𝜎1
2 𝑛1 + 𝜎𝑖

2 𝑛𝑖  
 

where, 𝜇1, 𝜎1
2 and 𝑛4are the mean, 

variance and number of observations in 

sample 1 and 𝜇𝑖 , 𝜎𝑖
2 and 𝑛𝑖are the mean, 

variance and number of observations in 

sample i. 

The test statistic of Wilcoxon Rank Sum 

Test is as follows. 

 

𝑍 − 𝑠𝑡𝑎𝑡 =  
𝑇1 −  

𝑛1𝑛2+ 𝑛1  𝑛1+1 

2
 

 
𝑛1𝑛2 𝑛1+𝑛2+1 

12

 

where the 𝑇1is the sum of the ranks of the 

group 01 and 𝑛1and 𝑛2 are the number of 

observation in the group 01 and 02. The 

Mean is represented by 
𝑛1𝑛2+ 𝑛1  𝑛1+1 

2
 and 

 
𝑛1𝑛2 𝑛1+𝑛2+1 

12
  represents the Standard 

Deviation.  

 

The Wilcoxon Rank Sum Test is 

performed using RStudio and the sample 

t-Test is performed using MS Excel.  

Regression Model 

This study uses STATA for panel 

regression estimation. First, the Hausman 

Test is performed to identify whether to 

go with the fixed or random effect 

models. Then, Breusch and Pagan 

Lagrangian Multiplier test is carried out 

to identify whether Pooled OLS model is 

preferred. Finally, the diagnostics tests 

are performed to identify whether 

remedies for autocorrelation and 

heteroscedasticity are required. 

Table 1 shows the variables in the panel 

regression model that are used to capture 

the impact of Covid-19 on the 

profitability of material sector firms 

while controlling for the other effects. 

This method confirms whether the 

Covid-19 impact is statistically strong. It 

can be concluded that the Covid-19 

impact is weak if the Covid-19 

coefficient becomes statistically 

insignificant after controlling for other 

effects. 

This study uses the following equation in 

the panel regression model and uses the 

parameters in Table 2. 

𝑅𝑂𝐴𝑖𝑡  𝑜𝑟  𝑅𝑂𝐸𝑖𝑡 = β0 + β1𝐶𝑜𝑣𝑖𝑑𝑖𝑡

+  β2𝐿𝑖𝑞𝑖𝑡 + β3𝐹𝑠𝑖𝑧𝑒𝑖𝑡

+ β4𝐿𝑒𝑣𝑖𝑡 + β5𝑇𝑎𝑛𝑔𝑖𝑡

+ 𝜀𝑖𝑡  

Additional Analysis 

This study investigates the external 

reasons behind high performance during 

the Covid-19 period by analyzing the 

content in the annual reports of material 

sector firms. For this purpose, the 

Management Reviews in the firms' 

annual reports are identified. We screen 

firms that have reported above-average 

profitability in the group of 18 material 

sector firms during the pandemic period. 

Next, we identify the keywords related to 

profitability and count the frequency of 

mentioning them in the reviews.   
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Table 1: Variables and Measurements 

Variable Type 
Variable 

Name 
Measurement Source 

Dependent 

variable 

Financial 

Performance 

Return on Assets Devi et al. (2020) 

Return on Equity Qadri et al. (2022) 

Control 

Variables 

Liquidity 

position 
Current ratio                             Devi et al. (2020) 

Firm Size 
Natural Logarithm 

of Sales 
Shen et al. (2020) 

Leverage 
Debt-to-total assets 

ratio                             
Shen et al.  (2020) 

Tangibility 
Fixed assets-to- total 

assets ratio           

(İltaş&Demirgüneş, 

2020) 

Independent 

Variable 
Covid  

Time period dummy 

variable that equals 

1 in 2021Q1 and 

zero otherwise.  

Shen et al. (2020)
1
 

Source: Authors Complied 

Table 2: Description of the parameters 

𝑅𝑂𝐴𝑖𝑡  Return on Assets of the company i in quarter t. 

𝑅𝑂𝐸𝑖𝑡  Return on Equity of the company i in quarter t. 

β0 Intercept 

𝐶𝑜𝑣𝑖𝑑𝑖𝑡  Time period dummy variable of the company i. 

𝐿𝑖𝑞𝑖𝑡  Current ratio of company i in quarter t. 

𝐹𝑠𝑖𝑧𝑒𝑖𝑡  Natural logarithm of sales of company i in quarter t. 

𝐿𝑒𝑣𝑖𝑡  Debt to assets ratio of company i in quarter t. 

𝑇𝑎𝑛𝑔𝑖𝑡  Fixed assets to total assets ratio of company i in quarter t. 

𝜀𝑖𝑡  Error term of company i in quarter t. 

                                                           
1A dummy variable is considered as the independent variable to incorporate the Covid-19 impact. Pre Covid-19 period is between 

1st quarter of 2018 to 4th quarter of 2019 and the Covid-19 pandemic period is from 1st quarter of 2020 to 1st quarter of 2021 

( (Shen et al., 2020). Further, prior analysis of this study shows that the Covid dummy from 2020Q1 to 2021Q1 is insignificant, 

indicating no differential effect in profits during this period. However, the comparison tests clearly show higher profitability during 

2021Q1. Therefore, in the panel regression model, this study considers 2021Q1 for the Covid dummy variable to identify whether 

this effect is still significant after controlling for the other effects. This statistical application is further explained in the results 

section.       
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RESULTS 

 

 

Table 3: Descriptive Statistics 

 LEVERAGE LIQUIDITY LNSIZE TANGIBILITY ROA ROE 

 Mean  0.048244  3.637854  20.5932  0.459075  0.0250  0.03702 

 Median  0.016327  1.523715  20.5986  0.432073  0.0151  0.02723 

 Maximum  0.357985  51.71802  23.3474  1.065852  0.7570  0.91039 

 Minimum  0.000000  0.107026  16.2017  0.120164 -0.0510 -0.271610 

 Std. Dev.  0.067911  6.636891  1.57475  0.175711  0.0575  0.08196 

 Skewness  1.677298  4.165159 -0.214773  0.509223  9.0672  5.00978 

 Kurtosis  5.302374  23.14929  2.64382  3.028164  113.57  57.9581 

 Jarque-Bera  161.4039  4635.034  3.03583  10.12073  12242  30427.7 

 Probability  0.000000  0.000000  0.21916  0.006343  0.0000  0.00000 

 Sum  11.28909  851.2579  4818.81  107.4235  5.8625  8.66258 

 Sum Sq. Dev.  1.074570  10263.26  577.807  7.193745  0.7712  1.56517 

 Observations  234  234  234  234  234  234 

Source: Authors Complied 

Table 3 shows the descriptive statistics of 

the variables employed in this study. The 

sample includes 234 observations. ROA 

and ROE mean values are 2.5% and 

3.7%, respectively. The mean values of 

LEVERAGE, LIQUIDITY, LNSIZE and 

TANGIBILITY are 4.82%, 3.63, 20.59 

(LKR. 878 million) and 45%, 

respectively. Further, ROA and ROE are 

not normally distributed. Therefore, this 

study considers the non-parametric 

Wilcoxon Rank Sum Test and the 

parametric sample t-test when comparing 

the pre Covid-19 and during Covid-19 

ROA and ROE. Moreover, all the control 

variables, except LNSIZE, are also not 

normally distributed.        

The Table 4 presents the ROA 

comparison results.   

Panel 01 in Table 4 shows the 

comparison tests’ results linked to ROA. 

Panel 02 shows the descriptive statistics 

of different groups. Further, panel 02 

indicates that Pre Covid, 2020Q1 and 

2021Q1 groups are not normally 

distributed with significant J.Bera 

statistics. Therefore, this study employs 

parametric and non-parametric tests to 

obtain the results.    

The results presented in panel 01 in Table 

4 confirm that, under both comparison 

tests, the ROA is statistically different 

between pre Covid period and 2021Q1. 

However, the notion that the ROA in 

other quarters is greater than the pre 

Covid ROA has weak support as t-Test 

results are insignificant though the 

Wilcoxon Test results are significant.   
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Table 4: Comparison test results of ROA during and pre Covid-19 

Panel 01 

 2020Q1 Vs. 

Pre Covid  

2020Q2 Vs. 

Pre Covid 

2020Q3 Vs. Pre 

Covid 

2020Q4 Vs. 

Pre Covid 

2021Q1 Vs. 

Pre Covid 

t-Test 

t stat -0.15902 -1.53903 0.70831 1.33109 1.90057 

P val One tail 0.43739 0.06406 0.24159 0.09386 0.03350 

P val  two tail 0.87479 0.12812 0.48318 0.18773 0.06700 

Wilcox 

P val      

greater 0.53500 0.73090 0.01135 0.00078 0.00031 

two tail 0.93420 0.54170 0.02271 0.00156 0.00062 

Panel 02 

 Mean Variance Observations J-Bera  

Pre Covid  

(2018Q1 - 

2019Q4) 

0.02314 0.00462 144 53642.10***  

2020Q1 0.02124 0.00197 18 21.21586***  

2020Q2 0.01147 0.00046 18 1.41858  

2020Q3 0.03007 0.00115 18 0.47746  

2020Q4 0.03352 0.00052 18 0.10045  

2021Q1 0.04430 0.00165 18 14.98417***  

Note: The comparison is based on the t-Test and Wilcoxon test. Both tests are used due to 

the non-normality reported in panel 02. Panel 01 compares ROA between the Pre-Covid-19 

period and the five quarters during the Covid-19 period.  

Source: Authors Compiled 

Table 5: Comparison test results of ROE during and pre Covid-19 

Panel 01 

 2020Q1 Vs. 

Pre Covid   

2020Q2 Vs. 

Pre Covid 

2020Q3 Vs. Pre 

Covid 

2020Q4 Vs. 

Pre Covid 

2021Q1 Vs. 

Pre Covid 

t-Test 

t stat -0.50265 -1.44810 1.06242 1.63739 1.90177 

P val One tail 0.31021 0.07977 0.14872 0.05552 0.03518 

P val two tail 0.62043 0.15954 0.29745 0.11104 0.07037 
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Wilcox 

P val      

greater 0.66220 0.80380 0.01029 0.00075 0.00020 

two tail 0.67960 0.39530 0.02058 0.00151 0.00041 

Panel 02 

 Mean Variance Observations J-Bera  

Pre Covid 

(2018Q1-

2019Q4) 

0.03386 0.00757 144 30667.17***  

2020Q1 0.02202 0.00904 18 18.19341***  

2020Q2 0.00961 0.00410 18 53.91611***  

2020Q3 0.05075 0.00361 18 0.91776  

2020Q4 0.05574 0.00227 18 13.99288***  

2021Q1 0.07228 0.00640 18 6.755734**  

Note: The comparison is based on the t-Test and Wilcoxon test. Both tests are used due to 

the non-normality reported in panel 02. Panel 01 compares ROE between the Pre-Covid-19 

period and the five quarters during the Covid-19 period.  

Source: Authors Complied 

Further, panel 02 in Table 4 clearly 

shows that the mean ROA ascends from 

2020Q1 to 2021Q1. Moreover, the mean 

ROA in 2021Q1 is 4.43% and it is 

greater than the mean of pre-Covid ROA 

of 2.32%. Therefore, the statistical 

evidence suggests that the ROA in 

2021Q1 is greater than pre-Covid ROA 

because the mean difference between 

pre-Covid ROA and ROA in 2021Q1 is 

significant. 

Table 5 presents the ROE comparison 

results.  

Panel 01 in Table 5 shows the 

comparison tests’ results linked to ROE. 

Panel 02 shows the descriptive statistics 

of different groups. Further, panel 02 

indicates that Pre Covid, 2020Q1, 

2020Q2, 2020Q4 and 2021Q1 groups are 

not normally distributed with significant 

J.Bera statistics.  

The results in panel 01 in Table 5 show 

that the difference between 2021Q1 ROE 

and pre-Covid ROE is significant under 

both tests. Further, the descriptive 

statistics in panel 02 in Table 5 show that 

ROE has gradually increased from 

2020Q1 to 2021Q1. Moreover, the mean 

ROE in 2021Q1, 7.22%, is greater than 

the mean pre-Covid ROE of 3.28%. This 

finding indicates that ROE in 2021Q1 is 

greater than pre Covid ROE.  

The notion that ROE in other quarters is 

different or greater than pre Covid ROE 

has weak support as the two comparison 

test provides different conclusions.   

According to the results presented above, 

it is clear that ROA and ROE are greater 

in 2021Q1, which falls between January 

2021 to March 2021. However, it is 

unclear whether the positive Covid-19 

impact on the profitability of material 

sector firms is immune to other 

controlling conditions. Therefore, this 

study estimates a panel regression model 

while controlling for other effects 
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considering 2021Q1 as the Covid-19 

period. Further, two samples are 

identified in this process as the pre Covid 

and full samples. This method helps to 

identify whether the significance levels 

of the controlling variables have changed 

with the pandemic. The pre Covid sample 

prefers a fixed effect model under the 

Hausman Test.  

This study uses the Full Sample to 

examine the stability of the positive 

Covid impact in 2021Q1. Further, this 

study uses FE/RE/Pooled OLS approach 

as both T and N are less than 25 in the 

panel. Accordingly, the Hausman Test is 

performed to choose between the fixed 

effect model and the random effect 

model. The results of the Husman Test 

confirm that both the ROA and ROE 

models should go with the Random 

Effect model. Next, Breusch and Pagan 

Lagrangian Multiplier (LM) test is 

carried out to identify whether Pooled 

OLS or Random Effect models are 

preferred. The results of the LM test 

confirm that the Random Effect model is 

preferred. Finally, this study performs the 

diagnostics test to check the assumptions 

and the results reveal that autocorrelation 

and heteroscedasticity are present. 

Further, the VIF test confirms the 

absence of multicollinearity. However, 

Pesaran's test of cross-sectional 

independence shows a significant P-

value. Therefore, this study estimates the 

Panel Regression Models using Driscoll-

Kraay standard errors to obtain the 

results.  

The results of the panel regression model 

are presented in Table 6 below.  

The results in Table 6 show that the 

differential effect of Covid-19 on ROA 

and ROE is positive and significant. 

Further, the firm size is negative and 

significant during pre Covid period. 

However, it loses its significance under 

the Full Sample estimation.    

Accordingly, the results of comparison 

tests and panel regression confirm the 

existence of a positive Covid-19 impact 

on material sector firms’ profitability in 

2021Q1. Further, Mazur et al. (2020) 

show that the performance of the 

healthcare, food, natural gas and software 

sectors is also commendable during the 

pandemic. 

Next, this study investigates the external 

reasons behind high performance during 

the Covid-19 period by analyzing the 

content in the annual reports of material 

sector firms. For this purpose, this study 

identifies that 13 firms have reported 

above-average profitability in 18 material 

sector firms during 2021Q1. This study 

excluded the internal reasons as they do 

not impact the sector as a whole. 

Therefore, only seven annual reports 

effectively contributed to finding an 

external reason. Further, some firms 

attribute more than one reason for the 

higher performance during the pandemic. 

Table 7 summarizes these findings. 

Table 7 shows the number of firms 

(frequency) that have stated the 

corresponding reason. For example, five 

firms have attributed low interest rates to 

better performance. According to Table 

7, the major contributing external reasons 

are low interest rates which reduce the 

cost of finance and relaxed corporate tax 

policies. Therefore, it is clear that relaxed 

government policies implemented during 

the Covid-19 period have contributed to 

the higher profitability of material sector 

firms during the pandemic.    
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Table 6: Panel regression model results for ROA and ROE  

 Pre Covid sample Full Sample with Driscoll-Kraay 

standard errors 

FE - ROA FE- ROE ROA ROE 

Covid 
- - 0.0213104***   

(0.0026007) 

0.038473***   

(0.0063718) 

Liquidity 
-0.0011363   

(0.0016072) 

-0.001249    

(0.001982) 

-0.000333 

(0.0003965) 

-0.0007312 

(0.0008362) 

lnsize 
-0.0935924***   

(0.0202357) 

-0.1121488***   

(0.0249546) 

-0.0055399 

(0.0123164) 

-0.0045225 

(0.0238508) 

Tangibility 
0.0601052   

(0.1096013) 

0.0404119   

(0.1351602) 

0.037955 

(0.0901185) 

0.0233697 

(0.130979) 

Leverage 
-0.3438631   

(0.2207601) 

-0.3567544   

(0.2722411) 

-0.0962193 

(0.0983713) 

-0.0868111 

(0.1353119) 

cons 
1.944544***   

(0.4345376) 

2.347635***   

(0.5358714) 

0.1259283 

(0.2257639) 

0.1233122 

(0.4549073) 

R
2
 0.0479 0.0198 0.0321 0.0123 

Note: robust standard errors are in ( ) and *** denotes the significance level at 1%. FE 

denotes the Fixed Effect Model. Due to the cross-sectional dependence issue, the full sample 

regression uses the Driscoll-Kraay standard errors. 

Source: Authors Complied 

Table 7: External reasons attributed to high financial performance 

External Reason Frequency Per cent 

Low interest rates 5 36% 

Relaxed tax policies  3 21% 

Relaxed travel restrictions  2 14% 

Reduced imported material cost 2 14% 

Increasing demand with import restrictions  2 14% 

Total 14 99.9% 

Note: Table 7 shows the frequency of mentioning the keywords that explain a reason for 

profitability in the Management Reviews of the annual reports. 

Source: Authors Complied 
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CONCLUSION 

The impact of Covid-19 on different 

business sectors is different. Further, it is 

interesting to investigate the undelaying 

reasons that have resulted in positive or 

negative circumstances. Accordingly, this 

study aims to uncover the impact of 

Covid-19 on the profitability of the listed 

material sector firms that have performed 

well in the CSE during the pandemic. For 

this purpose, this study examines whether 

the ROA and ROE of listed material 

sector firms are statistically different 

between the pre Covid-19 and during the 

Covid-19 periods under the study's first 

hypothesis. Under the second hypothesis, 

this study attempts to identify whether 

the differential effect of Covid-19 on 

profitability is stable. The results of the 

study reveal that adequate statistical 

support prevails for the notions that the 

ROA and ROE of material sector firms 

are higher and stable during the Covid-19 

period, particularly in the 2021Q1. 

 

Moreover, the management of the 

material sector companies attributes this 

success to the relaxed government 

policies that prevailed during the 

pandemic period as the major external 

reason. These findings imply that 

supportive government policies enhance 

the firms’ performance during crises. 

Pianta et al. (2021) confirm the same but 

highlight the importance of those policies 

to be futuristic.  
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