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Ordinance on SLR – Impact 
on Indian Banks 
 

Quick Comment: Newspapers today have reported 
that the cabinet has given its approval to pass an 
ordinance to remove the bands within which the RBI was 
allowed to set the Statutory Liquidity Ratio (SLR) (see, 
“Cabinet unshackles RBI on SLR” in today’s Economic 
Times).  We believe that this move will be a long term 
positive, but in the short run it’s likely to be neutral.  This 
is because the RBI has been tightening liquidity in the 
last few months in India (see our note, “CRR Hike – 
Negative for Indian Banks”, dated 10 December 2006), 
and is unlikely to take a step back and lower the SLR 
requirement from 25% currently.  Hence, it is just an 
enabling provision, in the near term.  

SLR is the proportion of net liabilities, which banks have 
to invest in government bonds in India.  The ratio is 
currently at 25%.  Until now, the RBI was allowed to set 
the ratio within a band of 25-40%.  However, now it 
appears the government has removed this band to 
enable the RBI to conduct monetary policy more 
effectively. 

This amendment was a part of Banking Regulation Act, 
which government had presented in early 2006 in 
parliament.  But, that amendment included a provision to 
increase voting rights in private banks – which, it seems, 
was not supported by a majority in parliament.  Hence, 
the government has now passed this provision to 
remove the SLR band as an ordinance (this needs to be 
passed by the parliament in the next 12 months or the 
ordinance becomes void).  They are still discussing the 
provision on voting rights with their partners. 

We do not think the RBI will immediately reduce 
SLR levels – We believe that the ordinance is just an 
enabling provision.  In fact, in early 2006, the 
government had removed the floor on Cash Reserve 
Ratio (prior to that, the RBI could not lower CRR below 
3%).  However, since then rather than lowering CRR the 
RBI has actually increased it. 
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We believe that given the strong credit growth (which is much 
higher than the RBI’s target of 20%), the RBI is unlikely to go 
back on its tightening mode.  Hence, while the removal of SLR 
bands is a long-term positive (as more resources can move 
towards loans rather than government bonds), it’s unlikely to 
impact near-term fundamentals for banks.  In fact, if the RBI 
wanted to inject liquidity it could theoretically take CRR down to 
0 from the current 5.5%.  But it is actually increasing the CRR 

requirement – implying that it’s unlikely to reduce SLR 
immediately.  

Hence, we do not expect any positive impact on our 
earnings for F2007.  
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  Coverage Universe Investment Banking Clients (IBC) 

Stock Rating Category Count % of Total Count
% of Total 

IBC
% of Rating 

Category
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