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Table 7: Actual/Potential Release of Primary Liquidity Since Mid-September 2008  
1 CRR Reduction 32.7 

2 MSS Unwinding 12.9 

3 Term Repo Facility 12.2 

4 Increase in Export Credit Refinance 5.2 

5 Special Refinance Facility for SCBs (Non-RRB) 7.9 

6 Refinance Facility for SIDBI/NHB/EXIM Bank 3.3 

7 Liquidity Facility for NBFCs through SPV 5.1 

Total (1 to 7) 79.2 

Memo: SLR Reduction 8.2 

CRR = cash reserve ratios, EXIM = export import, MSS = market stabilization scheme, NBFCs = non-banking 
financial companies, NHB = national housing bank, RRB = regional rural banks, SCBs = scheduled commercial 
banks, SIDBI = small industries development bank of India  SLR = statutory liquidity ratio, SPV = special purpose 
vehicle. 

Note: Values are in US$ billion. 

Source: Compiled from Reserve Bank of India (2009d). 

As a result of the policy rate cuts, the prime lending rates of commercial banks have come 
down from 13.75–14.0% in October 2008 to 12.0–12.5% January 2009. The call money 
rates have also remained stable at low levels and the overnight money market rate has 
remained within the liquidity adjustment-facility corridor. 

Apart from the above-mentioned initiatives, the RBI has also liberalized the ECBs and FII 
related norms. To attract the foreign portfolio investors, the FII limit on corporate bonds has 
been increased from US$6 billion to US$15 billion. At the same time, in an attempt to boost 
the construction sector, developers have been permitted to raise ECBs for integrated 
townships projects, while NBFCs dealing exclusively with infrastructure financing have also 
been allowed to access ECBs from multilateral or bilateral financial institutions. 

It could be argued that the three fiscal stimulus packages, in conjunction with the transfer of 
purchasing power to the rural economy through increased budget outlays on the rural sector 
and the hike in minimum support prices of various crops, have saved aggregate demand and 
prevented GDP growth from plummeting in to negative territory. This has also been helped 
by the quick monetary policy response discussed above. In fact, in hindsight, our shock-
augmented leading indicator model that some experts at ICRIER have been using to 
forecast GDP growth for India17 verifies this hypothesis. With the full impact of the external 
shock, we were expecting a growth rate of 5.3% in the fourth quarter of FY2008–2009. 
Nevertheless, with an actual growth rate of 5.8%, our calculation suggests that the fiscal 
stimulus has neutralized nearly 20% of the impact of the external shock. If we go with this 
line of argument, it seems that the growth will pickup marginally in the coming quarters 
because the monetary policy measures taken so far are expected to come in to play. Despite 
this, any hope for a major revival of economic growth in FY2009–2010 looks unrealistic as 
the positive impact of fiscal measures, such as the implementation of 6th Pay Commission, is 
bound to taper off. According to our revised forecast, in a best-case scenario GDP would 
grow by 6.0% in FY2009–2010 while in the worst-case scenario it would only manage a 
growth rate of 5.0%. Other agencies like the IMF, World Bank, and ADB have also estimated 
Indian GDP growth in FY2009–2010 at similar levels in their latest forecasts released in 
March 2009. Thus, the Indian economy will come down from the 9.0% level that it had 

                                                 
17 For details see Kumar et al. (2009). 
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