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However, the indirect impacts of the crisis have affected Indian banks quite badly. The 
liquidity squeeze in global markets following the collapse of Lehman Brothers compelled 
Indian banks and corporations to shift their credit demand from external sources to the 
domestic banking sector. This move exerted a lot of pressure on liquidity in the domestic 
market and consequently short-term lending rates shot up abnormally. The inter-bank 
call money rate spiked to 20% in October 2008 and remained high for the next month 
(Figure 5). This credit crunch, coupled with the loss of confidence that followed the 
Lehman Brothers episode, increased the risk aversion of Indian banks and eventually 
hurt credit expansion in the domestic market. Contrary to the trend, non-food credit 
expansion started declining in November 2008 and became negative in January 2009 
(Figure 6). The magnitude of the impact of the crisis can be understood from the fact that 
non-food credit expansion during last five months of FY2008–2009 has declined by more 
than 68% as compared with the same period in previous financial year.  

Figure 5: Daily Weighted Call Money Rate 
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Source: Reserve Bank of India (2009a). 
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