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economy, which began overheating over the past three years with the actual growth rate 
exceeding its potential growth rate. As a result the growth rate began to slow down from the 
middle of FY2007–2008.  

Figure 16: Monetary Policy Changes, March 2004–January 2009 
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Source: Reserve Bank of India (2009e). 

In the wake of global financial crisis and its potential adverse effects on the Indian economy, 
monetary policy shifted gear and became expansionary from October 2008. The rapid 
decline in Wholesale Price Index (WPI) inflation, which has come down from its peak level of 
around 13% in August 2008 to less than 1% in April 2009, allowed the RBI to completely 
shift its focus from inflation to growth. Since October 2008, the RBI has injected a 
considerable amount of liquidity into the economy through a series of policy rate cuts. The 
cash reserve ratios of banks has been brought down from 9% to 5%, while the repo rate15 
has been slashed by 425 basis points. Further, in order to discourage the banks from 
parking overnight funds with the RBI, the reverse repo rate16 has been gradually reduced 
from 6.0% in November 2008 to 3.25% in April 2009. The statutory liquidity ratio (SLR) has 
been lowered by one percentage point. Apart from this, some special refinancing schemes 
have also been announced to improve the liquidity for certain sectors (Table 7). The cash 
reserve ratios reduction of 400 basis points since September 2008 alone has led to an 
injection of US$32.7 billion. In addition, another sum of US$12.9 billion has been injected 
through unwinding the market stabilization scheme. As of April 2009, a cumulative amount of 
nearly US$80 billion has been pumped in to the system (RBI 2009d).   

                                                 
15 The repo rate is a rate at which the RBI offers overnight liquidity to banks. 
16 The reverse repo rate is the rate that RBI pays on overnight funds deposited with it.  
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