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$2.7 Trillions
Coronavirus could 
cost the global 
economy 

0% interest rate
In 2 weeks period the fed 
decided to lower the interest 
rate twice. 1st on Mar 3rd, 2020 
by 50 basis points and on Mar 
15th by 100 basis points to 
almost 0%
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Introduction
Due to the pandemic the world is facing, there were

certain actions taken by the FED and the US government 

to help maintain a healthy growing economy.

The action of purchasing $700 billion of assets by central 

bank was made to push money into the economy. The 

FED lowered interest rate twice in the month of 

March due to COVID-19 Outbreak and this caused interest 

rates to reach as low as 0%.



Introduction
Events timeline (Interest rates and COVID -19 Outbreak)

15th March 2020

3rd March 2020 

1st March 2020

30 Jan 2020

31 Dec 201931 0ct 2019

FED lowers interest rate FURTHER!

FED lowers Interest rates
▪ FED cuts interest rate to 1%-1.25% 

due to COVID -19 outbreak. 

UN releases millions for COVID-19
▪ UN released US$15 million from the Central

Emergency Response Fund (CERF) to WHO and
UNICEF to help fund global efforts to contain the virus.

COVID-19 Outbreak

▪ The outbreak was declared a Public
Health Emergency of International
Concern on 30 January 2020.

COVID -19 First Case
▪ A pneumonia of an unknown cause detected in Wuhan;

China was first reported to the WHO.

Fed lowered interest rates

▪ FED cut Federal fund rate by 25
BPS from September 2019

▪ Fed Fund Rate reached 1.75%

▪ This was due to Slow global
growth and muted inflation

▪ FED cuts interest rate to 0%-0.25% due to
COVID -19 outbreak.



Introduction
Terminologies 

$ SAMA: Saudi Arabia Monetary Authority, The Saudi Arabian central bank

$ Prime Rate: The rate that banks lend to their most trusted clients

$ Quantitative Easing (QE): is a monetary policy in which a central bank purchases government securities or other 

securities from the market in order to increase the money supply

$ LIBOR: is currently calculated for five currencies (USD, GBP, EUR, CHF and JPY) and for duration varying from over 

night to one year. 

▪ It is used as a gauge of market expectation regarding central bank interest rates, liquidity premiums in the money 

markets and, during periods of stress, as an indicator of the health of the banking system. 

▪ It is calculated based on every contributor bank sending the rate at which they would lend/borrow funds. 

$ LIBID: (London Interbank Bid Rate) It is the rate that banks are willing to pay for eurocurrency deposits and other bank 

funds in the London interbank market.

$ SAIBOR :Saudi Arabia Interbank Offered Rates used in Saudi Arabia and calculated by the SAR

https://www.investopedia.com/terms/e/eurocurrency.asp


$ Interest Rate:

▪ A financial tool that controls liquidity (by making more affordable debt) in a monetary system. When the

rate is low it increases liquidity and inflation and vice versa.

▪ It is a very useful tool to prosper the national financial condition; however, it’s only controlled by the FED

(or the central bank).

▪ History has proved that mistakes in using this tool can have a major role in the financial and monetary

system

▪ Lowering Interest rate is one of the strategies used by the central banks against slowing economy;

however, keeping it too low for so long can stretchen the economy to its maximum capacity which can be

risky. This was observed during the 1929Great Depression.

$ Pandemic:

▪ An outbreak of a disease that occurs over a wide geographic area and affects an exceptionally high proportion of

the population.

Introduction
Terminologies 



$ The Federal Reserve (FED) The US Central Bank

▪ Consist of twelve central regional banks

$ FED’s Goal 

▪ To keep a healthy economy

▪ Minimize unemployment

▪ Stabilize inflation

$ FOMC (Federal Open Market Committee)

▪ Responsible for adjusting the federal funds rate

$ Federal Funds Rate

▪ The rate at which depository institutions lend to other 

depository institutions on an uncollateralized basis

▪ Determine all kinds of borrowing rates in the country

Introduction
About The Fed



Introduction
Fed Rate Cut

$ On Mar 3rd 2020 the FED 

lowered the interest rate to 

1% to encounter the 

economic impact of Corona 

virus

$ Then on Mar 15th 2020 the 

FED  dropped the interest 

rates even further to a level 

close to zero%



Introduction
Effect of COVID-19 on World Economy

$ * Negative interest rate means banks would have to pay to store money in the central bank and investors would have 

to pay banks to lend them money. It works as an incentive for banks to lend money freely rather then reserving it 

The expected effect on 
global GDP

* European Central Bank 
(ECP) current interest 

rate since Sep 2019 

1-year LIBOR as of March 
2020

-4.8%

-0.50%

1.38%

2019 World GDP

Targeted US FED rate
(Decided after 2020 

March 15th emergency 
meeting)

The average inflation rate 
worldwide

USD 90 
Trillions

0.25%      
to

0.00%

3.56%



Government Bonds/Treasuries: Government debt securities that earns interest until maturity.

▪ Interest Rates Indicate bond attractiveness, fixed-rate bond prices, fixed-rate bond yields

Debt

▪ Interest Rate, Indicates

1. Lower adjustable rate mortgage

2. More car loans

3. Lower returns on savings

Introduction
Impact of Interest Rate 



Introduction
(LIBOR) & FED Rate

$ FED rate and LIBOR move in conjunction which can lead us to use the LIBOR to forecast FED

rate. Knowing that the FED rate is decided by the Federal Reserve Open Market Committee

(FOMC)



Introduction
Quantitative Easing (QE)

$ The fed launched a quantitative easing program on Mar 15th. The program will entail $700 

billion worth of asset purchases entailing Treasuries and mortgage-backed securities

▪ The chart shows the amount of government securities already bought by the federal reserve



Effects of Lower 
Interest Rate

Cutting rates is considered a defense mechanism against a     

slowing economy. However, the economy may reach a point 

where cutting rates will cause higher inflation and increased debt. 

Therefore, accurate measures regarding interest levels must be 

taken by the FED.



$ The primary objective for lowering interest rate, is to ease the issuance of loans. When that happens in 

an economy, debt increases considerably.

Effects of Lower Interes t R ate
Financing & Debt

Interest rates are close to zero 
since Nov 2008



Effects of Lower Interes t R ate
Financing & Debt

$ An increase of loan issuance portrays  a sign of a health economy when it is combined with higher 

consumer spending. This will most likely influence the stock market favourably. However, it can 

make firms and individuals highly leveraged which can lead them to default.



$ Interest rate ,    willingness to borrow money for purchases,    spending. 

$ This is supposed to create a ripple effect of Increased spending and healthier economic activities 

$ Interest rates is supposed to cause a rise in the prices of goods , which can drive Inflation 

$ When inflation increases, purchasing power decreases.

$ Inflation Indicators

▪ Consumer Price Index (CPI)

▪ Producer Price Index (PPI)

$ When inflation levels go above 2% or 3% , the FED usually raises interest rate to maintain it

Effects of Lower Interes t R ate
Consumer Spending



A l t h o u g h  t h e  F E D  h a s  b e e n  l o w e r i n g  

i n t e r e s t  r a t e  s i n c e  2 0 0 8 ,  i n f l a t i o n  i s  n o t  

r i s i n g  !



Effects of Lower Interes t R ate
Inflation

▪

▪

▪
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Effects of Lower Interes t R ate
Stock & Bond Market

$ The US stock market more

than doubled since the

interest rate was lowered.

$ Lowering the tax rate (by

Trump administration) also

played a major part of the

bull market



Effects of Lower Interes t R ate
Stock & Bond Market

$ As shown, earnings have not been catching up with the market capitalization growth

$ This rises the question of whether interest rates should be adjusted (increased in this case)

Shiller PE ratio for the NASDAQ Composite



Effects of Lower Interes t R ate
Stock & Bond Market

$ When Interest rates are low, people tend take loans and invest it in more risky securities (Stocks); rather 

than storing it; thus we have a weaker bonds market

$ The shaded area sheds light on the 2008 housing crisis where the bond yields reached a very low level



Effects of Lower Interes t R ate

S a u d i  A r a b i a n  I n t e r e s t  R a t e



Effects of Lower Interes t R ate
KSA Interest Rate

$ Federal funds rate is the rate at which banks lend to each other

$ Repo rate is the rate that central bank lend to other banks at

KSAUSA

Name Current Rateالنسبة الحاليةالمسمى

Federal Funds Rate1.09%%1سعر الفائدة

معدل اتفاقية إعادة 
Repo Rate0.07%%1الشراء

سايبور
LIBOR%1.37(شهر12)

(12 Months)0.9%



Effects of Lower Interes t R ate
KSA Interest Rate

$ SAMA has lowered Repo rate by 75 Bps to 1.00%

$ Later on , the cause and effect of this incident in March 2020 will be analyzed
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Effects of Lower Interes t R ate
KSA Interest Rate
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$ KSA repo rate has a very strong correlation with the FED rate



Effects of Lower Interes t R ate
KSA Interest Rate

$ SAMA slashed its Repurchase agreement by 75 Basis points to 1.00 % Interest Rate in March 2020

$ This is due to US policy makers cutting the target range by the same margin

$ *SAMA follows FED rates because the SAR follows the USD

$ This is to boost the market and overall spending to influence the country’s economy

Saudi REPO



$ Lowering Repo rate by

SAMA only influenced

the banking industry in

Saudi Arabia. As the

economy is still highly

dependent on oil and

government spending

Effects of Lower Interes t R ate
Saudi Arabia Stock Market and Repurchase Rate 



Contingencies

A provision for possible events may include

increased margin debt. According to Bloomberg, four 

possible scenarios may occur such as slow economic 

growth in china and the rest of the world, outbreaks 

causing localized disruptions, widespread contagion and a 

global pandemic. All Possible Scenarios are expected to 

decrease global growth

US economy is highly correlated with interest rate. However , 

In the  middle east , Economy is mainly correlated with 

oil prices.



$ As Interest rates decrease

it is favourable for

investors to buy stocks on

margin (Margin

debt is debt a brokerage

customer takes on by

trading securities

on margin)

$ This increases the effects

of traders’ defaults and

steepens the downturn

on stocks

Contingencies
Interest Rates & Operating on Debt



$ The middle east in 

general depends 

highly on energy 

prices, especially oil.

$ Interest rates had 

not had as much 

effect as lower oil 

prices

Contingencies
Saudi Arabia: Oil and Government Spending



$ Saudi Arabia’s economy depends both on production and oil price as 85%  of its GDP still depends 

on oil  

Contingencies
Saudi Arabia: Oil production and GDP
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$ China is expected to experience slow economic growth which will eventually spread to the rest of the

world

▪ For the rest of the world, China matters as a source of supply and a focus of concern for financial markets
▪ If that happens, a severe shock in the first half would be followed by recovery in the second.

Introduction
Scenario 1

For full article 
click here

https://www.bloomberg.com/graphics/2020-coronavirus-pandemic-global-economic-risk/


$ Outbreaks will cause local chaos

▪ In scenario two, the assumptions is that China takes longer to return to normal—a ‘U’-shaped recovery
instead of a ‘V’

▪ This takes global growth for 2020 down to 2.3%—some way below the pre-virus consensus forecast of 3.1%.

Introduction
Scenario 2

For the article 
click here

https://www.bloomberg.com/graphics/2020-coronavirus-pandemic-global-economic-risk/


$ Widespread contagion

▪ In scenario three, Bloomberg layered on a more severe shock to Japan, South Korea, Italy, Germany, and
France

▪ an expected smaller shock to rest of the world’s 10 biggest economies
▪ In this scenario, global growth for 2020 slides to 1.2% and increased unemployment

Introduction
Scenario 3

For the article 
click here

https://www.bloomberg.com/graphics/2020-coronavirus-pandemic-global-economic-risk/


$ Global pandemic

▪ According to Bloomberg, The economic impact of a global pandemic may cause a severe shock the
world’s biggest economies and If that happens, global growth for the year goes to zero

▪ Worldwide, GDP would lose about $2.7 trillion

Introduction
Scenario 4

For the article 
click here

https://www.bloomberg.com/graphics/2020-coronavirus-pandemic-global-economic-risk/


Summary To sum it up, lower interest rates highly correlate with a 

favorable stock market in the US except in the case of 

CORONA virus; however, this does not apply to Saudi 

Arabia. Reducing interest rates increases spending, causing 

increased prices meaning higher inflation; thus, causing 

weaker purchasing power and weaker currency.



$ Historically in the US lowering the interest rate have been correlated with stock market

growth; however, in Saudi Arabia there isn’t any correlation (expected growth) between the

stock market and reduced interest rates

Summary
Expected Effect of Reducing Interest Rates on The Stock Market



$ Since changing interest rates on March 3rd, TASI have changed -11.46% and S&P500 have

changed -14.54%

Summary
Change in Saudi & US Markets’ After Adjusting Interest Rates

DATE
TASI S&P500

Change% Change%

03/03/2020 2.82% -2.81%

04/03/2020 -0.42% 4.22%

05/03/2020 -0.76% -3.39%

08/03/2020 -8.32% -1.71%

09/03/2020 -7.75% -7.60%

10/03/2020 7.07% 4.94%

11/03/2020 -3.10% -4.89%

12/03/2020 -2.98% -9.51%

15/03/2020 -1.10% 9.29%

TOTAL CHANG % -14.54% -11.46%

DAYLY AVERAGE % -1.62% -1.27%



Summary
Reducing Interest Rates

To sum up lower interest rate effects: 

$ Makes bonds less attractive and stocks more 

attractive (higher investment: lower saving)

$ Increases level of debt in the economy due 

to the low rates on loans

$ Increased level of spending in personal and 

retail loans 

$ Higher risk of bankruptcies , when interest 

rates rise 

$ Companies tend to operate on debt when 

interest rates are low

Advantages

• Creates economic expansion

• Ease borrowing and lending

• Higher GDP due to higher spending

Disadvantages

• Weak purchasing power

• Causes inflation

• Weaker currency

• No ammo  for central bank when the 

economy is slowing



Summary
Recommendations

As a financial advisor we are trying to recommend businesses to take certain precautions against the upcoming 
period: 

I. Start using online services, online products offerings, offer discounts to your customers and be

“business as usual”

II. Make a proper use of debt since it is getting cheaper than before

III. Hedge your currency risk if you have international transactions

IV. Make a proper multiple scenarios financial plan that to incorporate the uncertainty

V. Offer online training to your employees (specially the ones who cannot be occupied during the

quarantine period)

VI. Don’t make a “high risk” investment decision in the next month.



Disclaimer 

This report is intended for general and public information to inform on
the latest economic development. All the information prepared by
ATHMAN Financial Advisory were based on public information
provided by reputable sources information. Since these information are
prone to change due to the dynamics of the economy and markets,
ATHMAN does not hold any responsibility on anyone who is acting on
this information. And this report should not be taken as future promise
or an investment recommendation
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