
 

 

 

 

 

 

 

 
 

 

 

 

 

 
Policy Paper (17) 

 

THE COVID-19 EFFECT ON 

THE GLOBAL FINANCIAL 

SYSTEM AND EFFORTS TO 

COUNTER IT 
 

June 22nd, 2020 
 

 
 



 

About TRENDS Research & Advisory 

TRENDS Research & Advisory was founded 

in Abu Dhabi in 2014 with the objective to be 

an independent research center positively 

contributing to scientific studies. The Center 

seeks to provide a better understanding and 

deeper analyses of the developments and 

challenges impacting the Gulf and Middle East 

regions, and the world in general. While 

conducting research, it follows internationally-

acknowledged scientific standards adhered to 

by the most established think-tanks. 

The Center has been contributing effectively 

toward the process of directing Arab and 

international public opinion, especially 

concerning geopolitical, economic and security 

affairs. The Center seeks to continuously widen 

its network of researchers, academia, and 

faculties in the Arab and international 

universities. The objective behind building this 

network is to maintain the quality of research 

and diversify research methodologies. 



 

 

Views expressed in this study do not necessarily 

reflect that of TRENDS Research & Advisory 

Center 

© All publishing rights reserved 

First edition 2020 

All copyrights are owned by the publisher. 

This book or part thereof shall not be 

reproduced in any form, translated or quoted 

from without prior written permission of the 

publisher. These rights are reserved 

worldwide. All registration and protection 

procedures have been taken in accordance 

with international copyright treaties for the 

protection of literary and artistic works. 

© Trends Research and Advisory 

http://www.trendsresearch.org



5 

 

 

The Covid-19 effect on the global financial 

system and efforts to counter it 
 

June 22nd, 2020 

 

Dr. Ahmad Al-Safti 

(Non-Resident Fellow, Expert, Economic Affairs) 
 

 

Executive Summary 

 
The Covid-19 pandemic has hit the global financial system 

severely causing a sharp decline in the financial markets since 

early March 2020. These conditions have been accompanied 

by a steep drop in oil prices due to the collapse of OPEC+ 

agreement and expectations of the US economy entering into 

a recession. The pandemic has caused a sharp decline in stock 

prices and indices and increased price volatility. Risk margins 

have increased between private and public debt issuances 

within countries or advanced economies and emerging 

markets.  

The pandemic has also caused enormous financial losses to 

investors and a significant shortage of liquidity in the 

markets. Many emerging markets have experienced a huge 

outflow of foreign portfolio investments, which has 

negatively affected the credit rating and future outlook of 

several countries and increased the cost of external 

borrowing. 
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The Covid-19 pandemic has also weakened the financial 

solvency of private companies, aggravated their losses, and 

enhanced their need to borrow more. It has become difficult 

for them to meet their short-term monetary needs to serve 

their loans, pay taxes, and cover their operating expenses. 

Many emerging markets have suffered as a result of pressure 

on their foreign exchange reserves and exchange rates of their 

national currencies. As a result, many emerging economies 

and developing countries have experienced a sharp increase 

in their foreign currency financing needs, necessitating a 

strong response from supporters of international funding, 

whether financial institutions or advanced economies. 

The International Monetary Fund (IMF) has been trying to 

ensure the smooth functioning of the global financial system 

by assisting its member countries affected by the pandemic. 

The world body has done this through credit facilities and 

financing instruments such as Rapid Credit Facility (RCF) 

and Rapid Financing Instrument (RFI). Through these tools, 

the IMF has provided about US$ 100 billion in unconditional 

emergency financial assistance to its member countries. 

Financial institutions in most countries have used monetary 

and fiscal policies to protect their markets from total collapse 

and to inject liquidity into them to minimize the negative 

impact of the pandemic. Also, central banks in most countries 

have taken exceptional measures to ease monetary policies by 

reducing the official interest rates to record lows, reaching 

zero in advanced economies. Many central banks in the 

emerging markets and developing countries have also 

significantly reduced the official interest rates.  

Many central banks have provided liquidity to markets 
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through conventional tools such as Open Market Operations 

(OMO) or through unconventional programs to buy risky 

assets. This is in a way similar to what happened after the 

2008 global financial crisis. They have also used new 

methods such as special crisis facilities, corporate bond 

purchase programs, and provision of credit for private and 

family businesses at a moderate cost. 

To prevent exchange rates from collapsing and ensure a 

continued flow of liquidity into the markets, many central 

banks have agreed to boost global dollar liquidity by using 

their swap lines. Fiscal policy has stimulated some economies 

through outstanding spending on social programs and direct 

financial assistance to those affected by Covid-19, in addition 

to various tax facilities. This measure has increased 

government budget deficits and public debts. 

Despite the efforts made by global and national financial 

institutions, there are significant future challenges that may 

potentially impact the global financial system. The most 

important of these is a substantial increase in bad assets in the 

balance sheets of central banks. Then comes the high levels 

of public and private debts, the possibility of growing levels 

of non-performing loans in banks’ portfolios, a considerable 

drop in the measures and rates of risk and profitability, and 

capital solvency of these banks. 

There is also the challenge of blurred boundaries between 

public and private interests and businesses. The private sector 

supported programs have led to the acquisition of private 

sector assets by some government bodies, which may lead to 

more government influence in the future. Moreover, there are 

fears of a rising tendency to shift away from economic 
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openness and globalization to protect local industries. 

Covid-19 has also created several opportunities for members 

of the global financial system. Most notable among these are 

increased demand for digital technologies in trade and 

finance, a rising trend toward cashless societies, increasing 

opportunities to develop financial and banking services 

through mobile phones to serve societies which usually have 

no access to traditional forms of these services. There has also 

been a rise in international cooperation to safeguard the 

global financial system through the expansion of measures 

such as currency swap operations with the reserve-currency 

countries. 

 

Introduction 

 

The novel coronavirus (Covid-19) pandemic has had negative 

repercussions for both national and global financial systems. 

It has caused the shutting down of economies and the 

interruption of international trade and transport, which in 

turn, has resulted in severe implications not only for financial 

institutions and markets, but also for the roles that fiscal, 

monetary and financing policies and international financial 

institutions, like the International Monetary Fund (IMF), 

usually play. 

Coinciding with the collapse of global oil markets and 

projections that the US economy will enter into a recession, 

the pandemic also led to the collapse of stock prices and 

indices. Other fallouts included an increased risk margin on 

private debt instruments and emerging-markets’ debt tools; 

the freezing of liquidity of capital markets; a large-scale exit 
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of investments from fiscal portfolios in emerging markets; 

and strong pressures facing foreign reserves and exchange 

rates in some of these markets. 

The international community has responded with swift, 

unconventional measures to address the consequences of the 

epidemic. The fiscal, monetary, and financing policies played 

unprecedented roles in the framework of efforts made to 

stabilize the national and global financial systems. This is 

evidenced by several measures, such as: lowering interest 

rates; pumping huge amounts of liquidity into economies; 

facilitating bank lending conditions and repayment of 

existing loans.  

Other indications included the acquisition by governments 

and central banks of private sector assets, providing liquidity 

at the international level through currency swap agreements, 

providing financial support to international financial 

institutions, and launching initiatives designed to alleviate the 

debt burdens of less developed countries (LDCs). 

In addition, the international financial institutions, with IMF 

at the forefront, have provided urgent financing facilities to 

their member-states to help their governments prevent the 

collapse of their financial and economic systems. 

This study provides an account of the implications witnessed 

by the global financial system as a result of the Covid-19 

pandemic, a review of the efforts made in this regard by major 

economies and the IMF; and a future view of the current 

challenges and opportunities. 
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First: The Most Important Repercussions: 

The Covid-19 pandemic has caused severe disruptions in the 

global financial system.1 Since early March 2020, the global 

financial markets have witnessed a sharp decline 

accompanied by a significant drop in the global oil prices due 

to the collapse of the OPEC + agreement meant to limit 

production and the conflict between Saudi Arabia and Russia 

to maintain and augment their market shares. This decline 

came in conjunction with expectations that the US economy 

will enter into a recession, as reflected by a decline in returns 

on the US Treasury bonds and bills and an ”inversion“ of a 

significant portion of the US yield curve. 

The main features of the crisis faced by the global financial 

system were the sharp decline in stock prices and their indices 

and the increasing intensity of the price fluctuations. This 

phenomenon was witnessed both in the developed and 

emerging market economies. Besides, within a single 

country, the margins that reflect the size of the risk have 

increased between the release of private and the government 

debt tools. The same margins have also increased between the 

releases of government debt in developed economies and 

similar releases in the emerging markets. 

The collapse of the global financial markets has also led to 

                                                
1  The global financial system is represented by the financial systems, 

regulations and institutions operating at the international level, which play 

a major role in stimulating the movement of funds transnationally in order 
to facilitate foreign investment and trade. Major international institutions, 

such as the International Monetary Fund, the World Bank as well as the 

national central banks, private financial institutions, banks and investment 

funds, play major roles in the global financial system, both in terms of its 

regulation and investments thereof.  



11 

 

 

adverse repercussions on local and international financial 

institutions, given that they have caused huge financial losses 

to financial investors and a noticeable lack of liquidity in 

financial markets. In addition, many emerging markets have 

witnessed a significant exit of foreign investments from 

financial portfolios, due to the need to cover margins 

resulting from losses in the developed countries’ financial 

markets, in particular the high financial risks for emerging 

markets, which was estimated by the IMF at about USD 100 

billion, or 0.4 percent of their gross domestic product (GDP). 

This, in turn, has harmed the credit rating and future overview 

of many countries, and may be reflected in the high cost of 

finance that these countries may face when they opt for 

external borrowing. 

The financial collapse and the consequences of the closure of 

economic activities and the ban imposed on transport and 

aviation operations also caused a sharp economic contraction 

and an unprecedented rise in unemployment rates in many 

advanced economies. This was coupled with a severe 

slowdown in the growth rates of emerging markets and 

developing countries, not to mention the severe impact on 

sectors such as tourism, aviation and housing, causing severe 

social and economic consequences. 

Concerning private companies, the Covid-19 pandemic has 

also caused the erosion of their solvency, rising losses and 

greater need to borrow, not to mention the difficulties in terms 

of meeting short-term cash needs to service their loans, pay 

taxes and cover operating expenses. These financial 

difficulties have increased their need to cut costs, including 

labor costs, to overcome the potential financial implications. 
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As a result, the unemployment rates have risen sharply and 

the family consumption has decreased substantially even as 

debt has increased and the ability to pay weakened. This, in 

turn, was reflected in the slowdown and sometimes the 

decline in consumption and private investments, which 

required government interventions to compensate for this 

economic downturn, as well as urgent international 

cooperation to limit the effects that the global economy and 

financial system would encounter. 

Finally, many emerging market countries have suffered due 

to the poor economic situation and the decline of foreign 

investments in financial portfolios, which have impacted their 

foreign exchange reserves and exchange rates. Consequently, 

many emerging economies and developing countries have 

witnessed a sharp rise in their financing needs, which has 

necessitated a strong response from international financial 

supporters, leading to an escalation in demand to alleviate the 

LDCs debt burdens and providing them with new funds. 

 

Second: Confronting the Challenges: Role of IMF 

The IMF is the main international institution specialized in 

protecting the stability of the global financial system. It 

promotes financial stability and cooperation in the monetary 

field worldwide. To protect the international monetary 

system, the IMF encourages international cooperation in the 

monetary field; tries to maintain exchange rate stability; helps 

establish a multilateral payment system; and provides 

resources and advice to member-countries facing balance-of-

payment problems. 

The IMF has taken urgent steps to provide support to 
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member-states affected by the Covid-19 pandemic through 

several financing facilities and tools. These steps include:2 

 Providing Emergency Financing: The IMF has 

made available to member-states the tools of Rapid 

Credit Facility (RCF) and Rapid Financing 

Instrument (RFI) to provide approximately USD 100 

billion in emergency financial assistance and not 

conditional on reform programs. These tools ensure 

that loans are disbursed quickly to help these 

countries adopt appropriate policies to address 

emergencies resulting from the pandemic. 

 

 Enhancing the Ongoing Lending Programs: The 

IMF can, when needed, make adjustments to its 

existing programs to enable the countries concerned 

to address the urgent new needs arising from health 

emergencies such as Covid-19" pandemic. Through 

these modifications, the IMF helps member-states 

provide resources in their government budgets to meet 

the needs of essential health areas. 

 

 Debt Relief Grants: The IMF can provide the 

necessary support to reduce the debt burdens of the 

poorest countries with the highest outstanding 

                                                
2  See: The IMF's Response to COVID-19 ،

https://www.imf.org/en/About/FAQ/imf-response-to-covid-19. 

https://www.imf.org/en/About/FAQ/imf-response-to-covid-19
https://www.imf.org/en/About/FAQ/imf-response-to-covid-19
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liabilities to the Fund through the Catastrophe 

Containment and Relief Trust (CCRT). 

 

 New Financing within the Framework of Current 

Facilities: The IMF can also support by providing 

funding in the framework of its existing facilities, 

such as Stand by Arrangement and Extended Fund 

Facility. However, the provision of such financing is 

linked to an agreement on an economic reform 

program to be implemented by the borrowing country 

under the supervision of the Fund. 

 

List of countries that benefited from the Fund’s 

support to encounter Covid-193 

 
Rapid Credit 

Facility (RCF) 

Rapid 

Financing 

Instrument 

(RFI) 

Stand by 

Arrangement 

Extended Fund 

Facility 

Catastrophe 

Containment 

and Relief Trust 

(CCRT) 

Bangladesh 

Maldives Islands 

Nepal 

Papua New 

Guinea 

Samoa 

Solomon Islands 

Moldova 

Afghanistan 

Djibouti 

Kyrgyz Republic 

Mauritania 

Bangladesh 

Mongolia 

Solomon 

Islands 

Albania 

Bosnia and 

Herzegovina 

Kosovo 

Moldova 

Macedonia 

Egypt 

Jordan 

Kyrgyzstan  

Pakistan 

Armenia 

Egypt (Initial 

agreement) 

Georgia 

Barbados 

Afghanistan 

Benin 

Burkina Faso 

Central African 

Republic 

Comoros 

Congo 

Ethiopia 

The Gambia 

Guinea 

Guinea-Bissau 

Haiti 

Liberia 

                                                
3  Source: https://www.imf.org/en/Topics/imf-and-covid19/COVID-

Lending-Tracker. 

https://www.imf.org/en/Topics/imf-and-covid19/COVID-Lending-Tracker
https://www.imf.org/en/Topics/imf-and-covid19/COVID-Lending-Tracker
https://www.imf.org/en/Topics/imf-and-covid19/COVID-Lending-Tracker
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Rapid Credit 

Facility (RCF) 

Rapid 

Financing 

Instrument 

(RFI) 

Stand by 

Arrangement 

Extended Fund 

Facility 

Catastrophe 

Containment 

and Relief Trust 

(CCRT) 

Tajikistan 

Uzbekistan 

Burkina Faso 

Cap Verde 

Cameroon 

Central African 

Republic 

Chad 

Comoros 

Congo  

Côte d'Ivoire 

Gambia 

Ghana 

Kenya 

Liberia 

Mali 

Malawi 

Mozambique 

Niger 

Rwanda 

Sao Tome and 

Principe 

Senegal 

Sierra Leone 

Uganda 

Dominica 

Grenada 

Santa Lucia 

Haiti 

Saint Vincent 

and the 

Grenadines 

Tunisia 

Uzbekistan 

Comoros 

Côte d'Ivoire 

Ethiopia 

Gabon 

Senegal 

Seychelles 

Bahamas 

Bolivia 

Costa Rica 

Dominican 

Republic 

Ecuador 

El Salvador 

Jamaica 

Panama 

Paraguay 

Madagascar 

Malawi 

Mozambique 

Nepal 

Rwanda 

Sao Tome and 

Principe 

Sierra Leone 

Solomon Islands 

Tajikistan 

Togo 

Yemen 

 

 

Third: Efforts by Major Economies to Counter the 

Challenges Facing the Global Financial System: 

Local financial authorities in most countries have used 

monetary and fiscal policies to protect markets from total 

collapse and to pump concessional liquidity into the markets 

to mitigate the negative impacts of Covid-19. 

To maintain the stability of the global financial system and 
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provide support for their economies, the central banks of most 

of the countries have taken exceptional measures to facilitate 

the implementation of their monetary policy, including 

reducing official interest rates to record levels, reaching zero 

in the case of developed economies. Many central banks in 

emerging markets and developing countries have also 

significantly reduced official interest rates. 

Also, several central banks have provided liquidity on an 

exceptional basis to the markets, whether in terms of their 

traditional tools such as open market operations, or through 

unconventional programs for buying up risky assets similar 

to measures taken in the wake of the global financial crisis of 

the year 2008. Besides, other innovative steps have been 

taken, such as providing special crisis facilities and programs 

for the purchase of corporate bonds, and making credit 

available to the private business and family sectors at a 

moderate rate. 

To avoid the collapse of exchange rates system and ensure the 

flow of liquidity to the markets, many central banks have 

agreed to increase the supply of dollar liquidity by creating 

channels for currency exchange between these banks. The 

actual liquidity resulting from these measures exceeded USD 

6 trillion, with expectations of more monetary facilities in 

many countries if the Covid-19 pandemic continues to wreak 

havoc.4 

At the same time, financial policies have sought to stimulate 

                                                
4  Tobias Adrian and Fabio Natalucci, “COVID-19 Crisis Poses Threat 
to Financial Stability”, IMF Blog, April 14, 2020, 

https://www.imf.org/ar/News/Articles/2020/04/14/blog-gfsr-covid-19-

crisis-poses-threat-to-financial-stability. 
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economies through exceptional spending on social programs 

and to provide direct financial assistance to those affected by 

the pandemic. This is in addition to providing multiple tax 

concessions, which increase government budget deficits and 

raise levels of public debt. 

The developed economies as well as the Gulf Cooperation 

Council (GCC) countries have taken steps to maintain the 

stability of local and global monetary and financial systems. 

The monetary, fiscal, financing and exchange rate policies 

they have adopted are as follows:5 

 

1. Developed Economies: 

The United States of America 

 Financial Policy Procedures: 

- An amount of USD 483 billion was made 

available as part of a program designed to protect 

salaries and wages and to promote healthcare 

activities, in addition to a sum of USD 321 billion 

offered to cover additional loans and guarantees 

for small business that retain their workers. 

Moreover, three packages, worth USD 62 billion, 

USD 75 billion and USD 25 billion, were 

allocated, respectively, to provide grants and 

loans to small businesses; to support hospital 

                                                
5 IMF, Policy Response to COVID-19, 

https://www.imf.org/en/Topics/imf-and-covid19/Policy-Responses-to-

COVID-19. 

https://www.imf.org/en/Topics/imf-and-covid19/Policy-Responses-to-COVID-19
https://www.imf.org/en/Topics/imf-and-covid19/Policy-Responses-to-COVID-19
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activities; and to expand testing and examination 

measures related to Covid-19. 

- A support package of approximately USD 2.3 

trillion was provided, including: USD 293 billion 

to provide one-time tax deductions for 

individuals; USD 268 billion to expand 

unemployment benefits, USD 25 billion to 

provide a food safety net for the most vulnerable 

groups, USD 510 billion to prevent corporate 

bankruptcy by providing loans and guarantees 

and supporting the Federal Reserve Program. 

Another sum of USD 349 billion was provided in 

loans and guarantees for running and helping 

small businesses that keep their workers, USD 

100 billion to support hospital activities, USD 

150 billion in financial transfers to state and local 

governments, and USD 49.9 billion to cover 

international assistances (including 28 billion 

Special Drawing Rights (SDR) for the new IMF 

borrowing arrangements). 

 Monetary and Financing Policies: 

- The United States Federal Reserve announced 

the reduction of the interest rate on federal funds 

by 150 basis points, the cost of lending discount 

window, and the current cost of swap lines with 

banks. It also expanded the dollar swap lines to 
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include more central banks and offered a 

temporary repurchase facilities to foreign and 

international monetary authorities. The Fed also 

provided facilities to support the flow of credit to 

the markets. 

- The financial institutions that accept demand 

deposits were also encouraged to use the reserves 

and liquidity capital for lending purposes, and to 

work constructively with borrowers affected by 

the Covid-19 pandemic. 

 

Eurozone: 

 Financial Policy Procedures: 

- The European Commission has provided a 

financial package of approximately EUR 540 

billion, allowing the European Stability 

Mechanism to provide epidemic crises support of 

up to 2 percent of the 2019 GDP to each of the 

Eurozone countries to support financing health 

spending. The Commission also provided the 

European Investment Bank with EUR 25 billion 

in government guarantees to support corporate 

finances with a focus on small and medium-sized 

enterprises (SMEs). Backed by guarantees from 

the European Union’s member-states, a 
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temporary credit instrument of up to EUR 100 

billion was created to protect workers and jobs. 

- The key measures taken in the framework of the 

European Union (EU) budget (a package of about 

EUR 37 billion) included: the creation of the 

Investment Initiative to address the consequences 

of Covid-19 to support public investment for 

hospitals, SMEs, labor markets and regions in 

stress, and extending the scope of European 

Union Solidarity Fund to cover resources needed 

to confront the public health crises, to mobilize 

them, if necessary. The EU also took measures 

for its most affected countries redirecting EUR 1 

billion of the EU budget as a guarantee to the 

European Investment Fund to motivate banks to 

provide SMEs with liquidity, offering credit lead 

times for crisis-affected debtors, and providing a 

total financial assistance package worth EUR 3 

billion to 10 neighborhood partners to help them 

alleviate the economic challenges. 

- The European Commission has also activated the 

general exit clause from the EU’s fiscal rules, 

which suspend financial adjustment 

requirements for countries that do not reach their 

targets in the medium term and allow them to run 

a deficit of more than 3 percent of GDP. 
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Moreover, the European Commission has 

instructed member-states to compensate 

companies for the damages directly caused by 

pandemic, including, for example, air transport 

and tourism sectors. 

 

 Overall Monetary and Financing Policies: 

- The European Central Bank ECB) decided to 

provide monetary policy support through the 

purchase of additional assets worth EUR 120 

billion until the end of 2020 and to set up 

additional auctions of temporary liquidity 

allocations at a flat rate. The Bank has also 

introduced a new liquidity facility, namely the 

long-term refinancing operations to be 

implemented at a low interest rate. The ECB 

subsequently made available an additional 

program worth EUR 750 billion for asset 

purchases of public and private sectors’ 

securities. 

 

France 

 Financial Policy Procedures: 

- The key measures taken by the French authorities 

were aimed at increasing the financial allocations 

to address the Covid-19 crisis, providing a 
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package of EUR 315 billion in the form of bank 

loan guarantees and credit reinsurance schemes, 

simplifying and strengthening health insurance 

for patients or their caregivers besides increasing 

spending on health supplies and support liquidity 

by postponing social security and corporate tax 

payments. They were also meant to speed up the 

recovery of tax exemptions, support worker 

wages as well as offering direct financial support 

for microenterprises, self-employed and 

independent workers, postponing lease payments 

and utilities to micro-enterprises and SMEs, and 

allocating additional funds for investments in 

shares of companies facing financial difficulties.  

 

Germany 

 Financial Policy Procedures: 

- The federal government has approved a 

supplementary budget of EUR 156 billion to 

cover spending on healthcare equipment, 

hospital capacity building and financing research 

and development programs to provide a vaccine 

to treat patients of the Covid-19 pandemic. Other 

steps included expanding support for short-term 

opportunities to maintain jobs and income for 

workers, increasing childcare benefits for low-

income parents, facilitating access to the basic 
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income of self-employed workers, offering small 

grants to business owners and self-employed 

persons severely affected by the pandemic, and 

deferring interest-free taxes until the end of the 

year. The budget also made provisions for 

financing investment capital for startups and 

extending the period of temporary 

unemployment insurance. 

- Also, the government has enhanced access to 

general guarantees for credit insurance 

companies in particular and various companies in 

general. The government has also announced an 

additional fiscal stimulus package of EUR 130 

billion aiming at reducing value added tax (VAT) 

temporarily, providing support for family 

income, offering grants for severely affected 

SMEs, granting financial support and subsidies 

to local governments, and increasing investments 

into green energy and digitization areas. In 

addition to the federal government’s financial 

packages, several local governments (states and 

municipalities) have announced their subsidy 

measures of approximately EUR 141 billion in 

direct support and EUR 63 billion in the form of 

state-level loan guarantees. 
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The United Kingdom 

 Financial Policy Procedures: 

- The UK has taken several measures in the areas 

of taxes and spending, including additional 

funding of £ 14.7 billion for national health 

services, public services and charities, and 

financial support for businesses (£ 27 billion) that 

included property tax waivers. Grants were also 

provided directly to small companies and 

enterprises in the most affected sectors. A 

package of about £ 7 billion has been allocated to 

cover sick-leave compensations and 

strengthening the social safety net to support the 

most affected individuals and expand other 

benefits by increasing payments under the 

Universal Credit System. 

- In cooperation with the British Business Bank, 

the British government has launched three 

separate loan plans to facilitate access to credit. 

Firstly, the stop-work loan system to support 

SMEs. Secondly, the business-interruption loan 

program to support larger companies, provided 

that the government guarantees to lenders about 

80 percent of the value of loans amounting to £ 5 

million for SMEs, and up to £ 200 million for 

larger companies. Thirdly, a quick loan program 
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for SMEs with a government guarantee for 

borrowers of 100 percent of the loan amount. 

- During the period from March to May 2020, the 

government also paid 80 percent of the profits of 

self-employed workers and laid-off employees 

earning up to a maximum of £ 2,500 per month. 

Moreover, the government announced its 

contribution to supporting innovation and 

development initiatives by providing transferable 

loans and grants. 

- VAT payments for the second quarter of 2020 

were postponed until the end of the fiscal year. 

Income tax payments for freelancers have been 

deferred for six months.  

 Monetary and Financing Policies: 

- Major monetary measures included the reduction 

by the Bank of England (the Central Bank) of the 

interest rate by 65 basis points to 0.1 percent 

expanding the Central Bank’s ownership of 

British government and non-financial corporate 

bonds worth £ 200 billion, and the introduction 

of a new temporary financing scheme to enhance 

the transmission of interest rate cuts, with 

additional incentives for lending to the real 

economy, especially SMEs. 
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- The British Department of Treasury and the Bank 

of England have agreed to temporarily extend the 

use of the overdraft government account in the 

Bank of England to provide a short-term source 

of additional liquidity to the government, where 

necessary. The Department has also activated 

temporary repurchase facilities to complement 

the Central Bank’s existing liquidity facilities 

with its counterparts in Canada, Japan, the 

Eurozone, the United States, and Switzerland to 

provide more liquidity through the standing 

arrangements for the liquidity swap line in US 

dollars. 

 

2. The Major Emerging Market Economies 

People’s Republic of China 

 Financial Policy Procedures: 

- Financial packages worth around Chinese Yuan 

(CNY) 3.6 trillion were announced, including 

increased spending on epidemic prevention and 

control, production of medical equipment, 

accelerating disbursement of unemployment 

insurance, and providing support for migrant 

workers. 

- Tax exemptions as well as the waiver of social 

security contributions were provided. 
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 Monetary and Financing Policies: 

- The major monetary measures taken in this 

respect included pumping CNY 4.2 trillion in the 

banking system through open market operations, 

expanding facilities of re-lending and re-discount 

by CNY 1.8 trillion to support the manufacturers 

of medical supplies and essential commodities, 

the SMEs and the agricultural sector at low 

interest rates. Also, the interest rates of 

repurchase operations (repo) and the medium-

term lending facilitation rate have been reduced 

for one year. Besides, other steps were taken such 

as reducing interest on excess reserves, 

expanding bank credit line for private companies 

and the SMEs, introducing new tools to support 

lending to the SMEs, and including a plan to 

provide financing against interest-free lending to 

finance new unsecured loans by local banks and 

motivate them to extend repayment time-out for 

eligible loans. 

- The Chinese authorities have also sought to 

encourage lending to SMEs, including unsecured 

loans; to raise the goal of growth of large bank 

lending to SMEs from 30 percent to 40 percent 

and delay loan payments to ease restrictions on 

the size of online loans and show leniency about 



28 

 

 

non-performing loans, to reduce the needed 

allocations for bad loan coverage, to support the 

issuance of bonds by financial institutions to 

finance loans presented to SMEs, to support 

additional corporate finance by increasing bond 

issuance by companies, and to increase financial 

support for credit guarantees. 

 

The Russian Federation 

 Financial Policy Procedures: 

- The majority of the adopted measures were 

aimed at increasing compensations for front-line 

health and safety workers and inspectors, 

offering sick-leave benefits for quarantined 

individuals, granting an unemployment benefit 

equal to at least three-month minimum wage and 

providing interest rate subsidies for SMEs and 

institutions of systemic importance. Measures 

also included postponing the payment of most 

taxes incurred to most affected companies as well 

as the social contributions of SMEs in the 

affected sectors for six months, offering a tax 

deadline for the second quarter for all taxes 

(excluding VAT) and social contributions for 

SMEs, sole proprietors and NGOs providing 

social services, exempting the SMEs in the 
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affected sectors from payment of rents of all 

federal government buildings for three-month, 

providing grants to SMEs in the affected 

industries to cover salaries at the rate of one 

minimum salary per employee for two months in 

addition to supported loans to all companies in 

the affected industries to pay the minimum wage 

for six months, granting secured loans and 

subsidies to affected SMEs and industries such as 

airlines, airports, automakers, etc. 

 

 

 Monetary and Financing Policies: 

- The Central Bank of Russia lowered interest rates 

by 50 basis points to become 5.5 percent and 

began selling foreign currency reserves from the 

National Welfare Fund to pave the way for the 

government to buy Sber Bank. The Russian 

Central Bank also increased its activities in 

foreign exchange swaps and temporarily 

introduced a long-term refinancing tool and 

temporary regulatory facilities for banks that aim 

to assist corporate borrowers. 

- The Central Bank has introduced new facilities 

worth 500 billion rubles to finance loans to 

SMEs, with another 50 billion rubles set aside for 
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similar purposes to assist borrowers other than 

SMEs. The Bank reduced the interest rate on its 

loans that are meant to support lending to SMEs 

to support and maintain employment plans. 

- The Central Bank has approved measures aimed 

to ease liquidity regulations for important credit 

institutions and has taken a series of measures to 

protect individual borrowers suffering from the 

Covid-19 pandemic. The Russian Parliament 

approved a law guaranteeing that affected 

citizens and SMEs can be allowed the 

opportunity to postpone loan payments for up to 

six months. 

 

India 

 Financial Policy Procedures: 

- A stimulus package estimated at 0.8 percent of 

the GDP was announced. It includes in-kind 

support (food and cooking gas), cash transfers for 

low-income families, insurance coverage for 

healthcare workers, and financial support for 

low-wage workers. Several other measures were 

announced to reduce the tax burden on a range of 

sectors, including postponing tax returns and 

other deadlines for tax compliance. 
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- A large number of state governments have 

announced measures to support the health and 

livelihood of low-income families mainly in the 

form of direct transfers (free food rations and 

cash transfers). 

- Steps have been announced to support affected 

companies, expand support for poor families and 

the agricultural sector, and scale out existing 

programs that provide job opportunities for low-

wage workers. 

 

 Monetary and Financing Policies: 

- The Reserve Bank of India reduced the interest 

rates of repurchase and reverse repurchase (repo) 

operations by 75 and 90 basis points. The Bank 

also announced certain measures aimed at 

providing liquidity of up to 3.7 trillion rupees 

through three facilities, including creating a long-

term repurchase (repo) operation, reducing the 

cash reserve ratio by 100 basis points and 

increasing marginal facilities. 

- All retail trader loans were exempted from 

liquidity ratios to reduce financing costs. Firms 

were allowed a three-month pause in loans 

payments. Standards of paying down debts on 

rated instruments were temporarily mitigated and 
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facilities aimed to help state governments meet 

the short-term liquidity needs were created. 

- The Indian Securities and Exchange Board 

reduced both the average market value required 

for public contributions and the minimum period 

needed for listing. Special liquidity facilities of 

500 billion rupees for investment funds were also 

announced. 

- The Indian government also announced several 

steps aimed at supporting affected companies, 

including a loan program without guarantees and 

secondary loans for non-performing micro, small 

and medium enterprises (MSMEs) with partial 

guarantees. This was in addition to a partial credit 

guarantee scheme for public sector banks to help 

them cover loans from non-bank financial 

institutions, housing finance companies and 

microfinance firms. 

- The government also pointed out that a Fund will 

be set up to pump financing into shares of 

MSMEs, in addition to a fully guaranteed 

mechanism to purchase short-term debts incurred 

to qualified non-bank financial companies and 

housing finance companies. These debts are to be 

managed by a public-sector bank. 
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Brazil  

 Financial Policy Procedures: 

- Temporary support for income of the most 

vulnerable families, including the provision of 

pension payments to retirees, the expansion of 

the social support program to more than a million 

additional beneficiaries, providing cash transfers 

to informal, unemployed and low-income 

workers, and granting partial compensations to 

workers who have been temporarily suspended 

or whose working hours have been reduced. 

- Temporary tax exemptions and lines of credit are 

offered to companies that do not fire their 

workers. Besides, taxes and customs on the 

imports of essential medical supplies were 

reduced. 

- New transfers from the federal government were 

provided to state governments to support their 

health spending in particular and their resources 

in general against the expected drop in revenue, 

the payment of governments’ debts were 

temporarily delayed. 

- A government program amounting to 1 percent 

of GDP was announced to support SMEs as 

credit lines to cover the costs of salaries, working 

capital and investments. 
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 Monetary and Financing Policies: 

- The Central Bank has reduced the base interest 

rate down to a historic low of 3 percent, while 

certain measures were taken to increase liquidity 

in the financial system by reducing obligatory 

reserve requirements from 25 percent to 17 

Percent. The Central Bank also created the 

necessary facilities to provide loans to financial 

institutions which are secured by private 

corporate bonds. 

- The US Federal Reserve has provided up to USD 

60 billion to the Brazilian Central Bank through 

swap facilities for the next six months. 

- The top five banks in Brazil agreed to consider 

applications presented by individuals and SMEs 

to extend the repayment period of their due debts 

for 60 days. 

 

 Exchange Rate Policy: 

- Since mid-February, the Central Bank has 

intervened on several occasions in the foreign 

exchange market to maintain the stability of the 

exchange rate. For this purpose, it contributed a 

total of USD 45 billion, representing more than 

10 percent of the total reserves. 
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3. Gulf Cooperation Council Countries 

Kingdom of Saudi Arabia 

 Financial Policy Procedures: 

- The Kingdom of Saudi Arabia declared a support 

package for the private sector worth Saudi riyals 

(SAR) 70 billion. The package includes the 

suspension of payment of government tax, fees 

and the like to maintain liquidity to the private 

sector and increase the available funds provided 

by the National Development Fund. 

- The government has re-allocated SAR 47 billion 

in the budget to augment the Ministry of Health’s 

resources needed to combat the Covid-19 

pandemic. The government also announced a 

reduction in spending in non-priority areas to 

accommodate some of these new initiatives 

within the budget framework. 

- The Saudi government authorized the use of the 

insurance scheme against unemployment 

(SANED) to provide support to private-sector 

companies that retain their Saudi employees. The 

government also eased restrictions on the 

movement of migrant workers and their 

contractual arrangements. Additional measures 

were also announced to mitigate the pandemic 

effects on the private sector, including a 

temporary support to ensure stable supply of 
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electric power to the commercial, industrial and 

agricultural sectors. 

- To rationalize expenditures, a series of cuts and 

delays in capital spending were also announced. 

The cost of living allowances for public-sector 

employees were abolished and the value-added 

tax was increased from 5 percent to 15 percent. 

Also, the Saudi Customs Authority announced an 

increase in customs duties imposed on a wide 

range of imported goods. 

 

 

 

 Monetary and Financing Policies: 

- The Saudi Arabia Monetary Agency (SAMA) 

has lowered its policy rates and reduced the rates 

of repurchase (repo) and reverse repurchase 

operations. The Agency made it clear that it is 

ready to provide the economy with liquidity, if 

necessary. Besides, it announced a package 

worth SAR 50 billion to support the private 

sector, especially SMEs, by providing financing 

to banks to enable these enterprises to postpone 

existing loan payments and to increase lending 

facilities to companies in general. 

- SAMA plans to cover fees, which are usually 

paid by private sector stores and points of e-
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commerce transaction, for three months. The 

Agency also issued instructions to banks to 

postpone the payment of loans granted to all 

Saudi employees for three months without 

imposing additional fees. SAMA also seeks to 

provide the funding needed by clients who have 

lost their jobs and exempt them from various 

bank charges. 

- The Agency announced the infusion of SAR 50 

billion into the banking sector to support bank 

liquidity and private sector credits. 

 

The United Arab Emirates 

 Financial Policy Procedures: 

- The UAE government announced an AED 26.5 

billion financial package to support the private 

sector by reducing various government fees, 

speeding up the current infrastructure projects 

and simplifying work procedures. 

- The Abu Dhabi government announced a series 

of measures to support the water and electricity 

sector. It offered credit guarantees and liquidity 

support for SMEs and reduced or suspended 

various government fees and punitive measures. 

Payments of commercial buildings rental in the 
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tourism and hospitality sectors were also 

reduced. 

 Monetary and Financing Policies: 

- The UAE Central Bank cut the policy interest 

rate twice by 125 basis points and announced a 

package of measures worth AED 256 billion, 

which includes reducing banks’ requirements of 

obligatory reserve from 14 percent to 7 percent. 

The Bank announced the provision of guaranteed 

interest-free loans to banks and allowed the use 

of banks’ excess capital reserves and a 15-25 

percent reduction in loan allocations for SMEs. 

Also, the Bank decided to increase the loan-to-

value ratio for home buyers by 5 percentage 

points to fix bank charges for SMEs and to waive 

all payment service fees charged by the Central 

Bank for six months. The maximum exposure of 

banks to the real estate sector has also been 

increased, and banks have been allowed to 

postpone loan repayment until the end of 2020. 

 

The Kingdom of Bahrain 

 Financial Policy Procedures: 

- A fiscal stimulus package worth Bahraini Dinar 

(BD) 560 million was announced. The package 

includes several measures such as paying the 
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salaries of Bahrainis working in the private sector 

through the unemployment fund, paying 

electricity and water bills for Bahraini 

individuals and companies and exempting 

commercial entities and tourist facilities from 

municipal and tourism fees. The package was 

also aimed at exempting industrial and 

commercial facilities and agencies from paying 

the government buildings rentals, doubling the 

size of the liquidity fund to support SMEs, 

reorienting Tamkeen programs to support the 

affected companies, and rescheduling all debts 

provided under the Tamkeen program. 

- The Bahraini Council of Ministers authorized the 

Minister of Finance and National Economy to 

withdraw up to BD 177 million from the General 

(Public) Account. Additional funding of BD 5.5 

million was subsequently announced to provide 

social support to low-income families. 

- Bahraini authorities also announced the 

reduction of spending by non-priority 

government agencies by up to 30 percent and the 

postponement of some capital expenditures to 

address the consequences of low oil revenues. 
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 Monetary and Financing Policies: 

- The Central Bank of Bahrain has expanded its 

lending facilities to banks by up to BD 3.7 billion 

to facilitate postponed debt payments. The Bank 

reduced interest rates by a percentage equivalent 

to the cut made by the US Federal Reserve. The 

one-week deposit rate was lowered from 2.25 

percent to 1.0 percent, while overnight deposit 

rate and overnight lending rate were reduced 

from 2.0 percent to 0.75 percent and from 4.0 

percent to 2.45 percent, respectively. 

- In addition, the Central Bank instructions aimed 

at reducing the banks’ cash reserve ratio from 5 

percent to 3 percent, decreasing the ratio of loan-

to-value for new residential mortgages, and 

cutting down debit-card fees. Banks are 

instructed to allow their customers to defer loan 

repayments for six months without imposing 

additional interest or any other penalties, and to 

refrain from closing the customer’s account in 

the event of a job loss. 

 

The State of Kuwait  

 Financial Policy Procedures: 

- The Kuwaiti government approved the allocation 

of Kuwaiti Dinar (KWD) 500 million as 
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additional funding to support efforts made to 

combat the Covid-19 pandemic. The authorities 

decided to postpone the social security 

contributions of private sector companies for six  

months to cancel government fees for selected 

sectors, to continue to provide full 

unemployment benefits to citizens, and to 

provide loans on concessional and long term 

basis to SMEs through joint financing from local 

banks and the SMEs Kuwait National Fund. 

 

 Monetary and Financing Policies: 

- In cooperation with commercial banks, the 

Central Bank of Kuwait seeks to ensure long-

term access to financial services, including 

online banking services, automated payment, 

settlement and clearing house systems, and 

sterile banknotes. 

- The Central Bank of Kuwait announced its 

commitment to provide liquidity, if necessary, 

and to reduce interest rates on all monetary 

policy tools after the US Federal Reserve decided 

to lower interest rates to zero. The Central Bank 

instructed the commercial banks to postpone loan 

payments of affected companies for six months, 

to finance the affected SMEs at a maximum 

interest rate of 2.5 percent, to reduce the risk 
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weights for SMEs in the accounts of  risk-

weighted assets to determine the capital 

adequacy, to decrease the requirements for bank 

capital solvency, liquidity basic ratio, and 

liquidity ratio, and to increase the limits of loan-

to-value ratio for lands purchased for housing 

construction projects and existing houses.  

 

Sultanate of Oman 

 Financial Policy Procedures: 

- Omani authorities have announced a 10 percent 

cut in the 2020 budget spending. It has taken 

several measures to support the national 

economy, including suspending municipal and 

other government taxes and fees, paying the rent 

of company premises in the industrial areas, 

reducing port and air freight charges, and 

postponing loan services for borrowers from the 

Oman Development Bank and the SMEs 

Development Fund for six months. 

- The Omani Tax Authority has also announced a 

set of measures that include exemption from 

fines and penalties for overdue tax declarations, 

allowing taxpayers to pay their taxes in 

installments, and the exemption of donations 

made to fight the Covid-19 pandemic from taxes. 
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 Monetary and Financing Policies: 

- The Central Bank of Oman announced a set of 

measures aimed at supporting the financial 

sector, including the reduction of interest rate on 

buy-back operations by 75 basis points and 

extending the period of repurchases to three 

months, reducing interest rates for other money 

market instruments, approving affected 

borrowers’ requests to postpone loan 

installments for the next six months without 

being exposed to negative impacts on risk rating 

of these loans, and postponing the classification 

of risks of loans related to government projects 

for six months. 

Conclusions 

 

Challenges and Opportunities Facing the Global 

Financial System: A Future View 

Despite the measures taken and efforts made by both national 

and international financial institutions to counter the negative 

effects of the Covid-19 pandemic on the components of the 

global financial system, it is most likely that this system 

would face major challenges as a result of the above-

mentioned exceptional measures. Indeed, it is widely thought 

that these challenges will be exacerbated if the adverse effects 

of the pandemic persist for a relatively longer period, which 
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may require more interventions by governments and central 

banks through the established financial, monetary and 

financing policies. 

On the other hand, Covid-19 has created future opportunities 

for the global financial system as a result of the emergence of 

new models of businesses and enterprises. These 

opportunities can contribute to alleviating existing 

challenges. Hence, the main challenges facing the global 

financial system can be summarized as follows: 

  

1. A possible significant increase of bad assets on central 

banks’ balance sheets (budgets) due to the private-

sector’s risky assets that these banks have acquired in 

its efforts to inject liquidity into the markets, 

 

2. Significantly high levels of public and private debts. 

Financial policies in many countries have employed 

incentive measures that have caused the government 

to reduce revenues and increase spending, which led 

to an escalation of the fiscal deficit and the need to 

borrow to cover this deficit. The crisis has created 

unfavorable financial conditions in several economic 

sectors, which prompted several private companies 

and businesses to obtain large loans to be able to 

pursue their activities. Although facilitated, these 

unplanned loans would lead to future repayment 

problems, especially if the crisis’ negative economic 

effects persist. 
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3. The possibilities of escalating amounts of non-

performing loans in the banks portfolios, in addition 

to a significant deterioration in both the risk and 

profitability measures and rates, as well as the capital 

adequacy of these banks. This may happen due to 

lower priority given to ensuring safety standards in 

dealing with loans versus a higher priority that would 

be given to pumping liquidity into the economy. 

 

4. The possibility that the worse financial conditions of 

banks, companies and governments might create 

negative repercussions on local economies, which 

may consequently hinder efforts exerted to improve 

economic growth and employment rates. 

 

5. The intertwining of public and private interests and 

businesses. Plans and programs designed to support 

the private sector may lead to the acquisition by some 

governments of assets originally belonging to the 

private sector. Such a situation would bring about a 

future expansion of government influence over the 

private sector works and activities as well as the 

acquisition by governments of a larger economic 

spheres that the private sector should usually occupy. 
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6. A growing tendency toward economic closure and to 

turn away from economic openness and globalization 

to protect local industries and to revitalize the national 

economy by protecting it from external competition. 

Against these challenges, the Covid-19 pandemic has created 

several opportunities for the global financial system. The 

most important opportunities are as follows: 

1. An increased demand for digital technologies in the 

areas of trade and finance, and a tendency to develop 

them as alternative channels to the traditional 

channels of cash and trade in their traditional forms 

that require providing a physical location where 

buyers meet sellers. 

 

2. A growing tendency toward building societies whose 

members opt for employing electronic payment 

means instead of cash, thus contributing to mitigating 

risks and combating illegal activities such as crime 

financing, terrorism and money laundering. 

 

3. Increased opportunities for developing financial and 

banking services via mobile phones to serve those 

societies that usually cannot access these services 

through traditional ways. This will allow them more 

opportunities to contribute to accelerating the pace of 

economic growth, reducing the size of informal 
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economies and achieving sustainable and inclusive 

economic growth for all classes of society. 

 

4. Expanding the level of international cooperation to 

protect the global financial system by increasing the 

adoption of systems based on currency swap 

agreements with countries of major reserve 

currencies, such as the United States of America and 

the People’s Republic of China. 

Finally, the consequences of the Covid-19 pandemic have 

undoubtedly contributed significantly to exploring the 

strengths and weaknesses of national financial systems, in 

particular, and the global financial system in general. These 

consequences have emphasized the need to tackle weaknesses 

in a manner that requires wider international cooperation, as 

well as review, and, hopefully, strengthening various aspects 

of organizational systems and processes in the face of any 

future adverse shocks. 
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