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to GDP ratio can be worrisome as it is now well above levels reached in 1991 when the 
country faced a major crisis. However, the present situation is not as serious primarily due to 
the strong external sector balance that India has been successful in building up since the 
beginning of this decade.  

Figure 18: Trends in Debt to GDP Ratio, Central and State Combined 
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BE = budget estimates, RE = revised estimates. 

Source: Author’s calculations compiled from Reserve Bank of India 2009f 

 
 

Figure 19: Trends in Short Term and Long Term Interest Rates 
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Source: Reserve Bank of India 2009a. 

In sharp contrast to the fiscal policy response, the monetary authorities in India acted 
aggressively once it was clear that inflationary pressures had subsided and growth was 
beginning to slacken. Unfortunately, because of the government’s large borrowing 
requirement and the stickiness in deposit rates that keep the cost of funds high for the 
banks, the policy rate cuts have not filtered into the retail credit market. The commercial 
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