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Abstract: 

The COVID-19 pandemic severely disrupted global financial systems, and India was no exception. In 

response, the Reserve Bank of India (RBI) adopted a series of money market operations most notably the 

Liquidity Adjustment Facility (LAF) to stabilize liquidity and ensure financial stability. This paper empirically 

examines the effectiveness of these liquidity management tools in the post-pandemic period from 2020 to 

2024. Using secondary data from the RBI Database, monetary policy reports, and interbank call money rates, 

the study analyses trends in repo and reverse repo operations, changes in liquidity absorption and injection, 

and their impact on short-term interest rates and credit flow. The results suggest that while the RBI’s LAF 

operations successfully maintained overall liquidity and supported financial market recovery, structural 

liquidity mismatches persisted in certain sectors, particularly small and medium enterprises (SMEs) and the 

informal credit market. The paper concludes that LAF, supplemented by Open Market Operations (OMOs) 

and Variable Rate Reverse Repo (VRRR) auctions, played a crucial role in cushioning liquidity shocks. 

However, there remains a need for dynamic calibration of policy tools to address evolving macroeconomic 

challenges and improve liquidity transmission across financial institutions. 

 

Keywords:  Liquidity Adjustment Facility (LAF), Post-COVID-19 Monetary Policy, Money Market 

Operations, Reserve Bank of India (RBI), Liquidity Management, Financial Stability. 

 

I. INTRODUCTION 

The COVID-19 pandemic triggered one of the most severe economic shocks in modern financial history, 

leading to widespread disruptions in production, consumption, and financial flows across the globe. In India, 

the sudden nationwide lockdown in March 2020 caused an abrupt halt in business activity, strained supply 

chains, and led to heightened uncertainty in the money market. Liquidity shortages emerged as banks, non-

banking financial companies (NBFCs), and corporates simultaneously sought funds to maintain solvency. 

Against this backdrop, the Reserve Bank of India (RBI) played a pivotal role in ensuring liquidity stability 

and maintaining confidence in the financial system through a series of monetary interventions. 

Among the instruments deployed by the RBI, the Liquidity Adjustment Facility (LAF) became the central 

operational tool to manage short-term liquidity in the banking system. Through repo and reverse repo 

operations, the RBI injected or absorbed liquidity to maintain stability in overnight call money rates and 

facilitate credit flow to priority sectors. Other complementary measures, including Open Market Operations 

(OMOs), Variable Rate Reverse Repo (VRRR) auctions, Targeted Long-Term Repo Operations 

(TLTROs), and the Marginal Standing Facility (MSF), were used to fine-tune liquidity and support the 

post-pandemic recovery process. 
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While these measures succeeded in stabilizing short-term interest rates and preventing liquidity crunches, the 

long-term effectiveness of these interventions remains a topic of academic and policy interest. It is particularly 

relevant to evaluate how efficiently the LAF and associated instruments transmitted liquidity across the 

financial ecosystem and supported economic revival. 

This study aims to provide an empirical assessment of the effectiveness of the LAF and other money market 

measures in managing liquidity in India after the COVID-19 pandemic. The research investigates the pattern 

of liquidity flows, the impact on interbank call money rates, and the correlation between LAF operations and 

credit availability. By analyzing data from 2020 to 2024, the study seeks to draw insights into the evolving 

dynamics of liquidity management in a post-crisis environment and contribute to the broader discourse on 

central bank interventions in emerging economies. 

 

CONCEPTUAL FRAMEWORK: RBI LIQUIDITY MANAGEMENT OPERATIONS 

 
Figure 1: Simplified representation of the RBI’s post-pandemic liquidity management mechanism. 

 

The primary purpose of this study is to evaluate how effectively the Liquidity Adjustment Facility has 

supported the management of overall liquidity conditions in the Indian financial system in the period 

following the COVID-19 pandemic. It also seeks to examine the connection between LAF operations and 

movements in short-term interest rates, in order to understand how monetary actions influence market 

behavior. In addition, the study analyzes the contribution of complementary money market instruments, 

including Open Market Operations and Variable Rate Reverse Repo mechanisms, in maintaining stability and 

balance in liquidity flows. Finally, the research aims to identify key structural and operational challenges that 

affect the smooth transmission of liquidity within the financial system of India. 

 

2.LITERATURE REVIEW 

The management of liquidity through monetary policy tools has been a cornerstone of central banking in both 

advanced and emerging economies. The Reserve Bank of India (RBI), as the monetary authority, has relied 

heavily on the Liquidity Adjustment Facility (LAF) since its introduction in 2000 to maintain short-term 

liquidity and anchor money market rates within the policy corridor. Several studies, both domestic and 

international, have examined how liquidity operations influence financial stability, credit flow, and 

macroeconomic equilibrium. 

 

2.1 Pre-Pandemic Literature on LAF and Liquidity Operations 

According to Mohanty (2012), the LAF became the primary instrument of liquidity management in India, 

effectively transmitting monetary policy impulses to the banking system. Singh and Kalirajan (2018) found 

that repo and reverse repo operations under the LAF had a significant influence on interbank call money rates, 

providing the RBI with flexibility in daily liquidity adjustments. Similarly, Bhattacharya (2014) emphasized 

the importance of the Marginal Standing Facility (MSF) as a backstop during liquidity stress periods, 

ensuring that short-term volatility remained contained within acceptable limits. 

Globally, Woodford (2003) and Bernanke & Blinder (1992) explained how open market operations and 

liquidity tools enable central banks to stabilize short-term rates, which indirectly influence aggregate demand 

and inflation expectations. These studies laid the theoretical foundation for analyzing the role of liquidity 

facilities in monetary policy frameworks. 
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2.2 Liquidity Management during the COVID-19 Pandemic 

The outbreak of COVID-19 in 2020 created a sudden liquidity freeze across global markets. The 

International Monetary Fund (IMF, 2021) reported that emerging market economies, including India, faced 

dual challenges: capital outflows and increased credit risk. In response, the RBI launched a series of Targeted 

Long-Term Repo Operations (TLTROs) to ensure liquidity reached specific sectors such as MSMEs and 

corporate bonds (RBI, 2020). 

Shah and Thomas (2021) observed that during the pandemic, LAF operations expanded significantly, with 

the daily average liquidity surplus exceeding ₹6 lakh crore. However, their study highlighted that the 

effectiveness of transmission varied across segments—banks benefited more quickly than NBFCs or small 

enterprises. Patra and Ray (2022) further noted that variable rate reverse repo (VRRR) auctions introduced 

in 2021 helped absorb excess liquidity efficiently, contributing to post-pandemic monetary normalization. 

 

2.3 Post-Pandemic Liquidity Adjustment and Policy Normalization 

Post-2021, the RBI shifted from an accommodative stance toward calibrated tightening as inflationary 

pressures emerged. Studies by Joshi (2023) and ICRA Economic Reports (2024) indicate that LAF 

operations continued to be instrumental in aligning the call money rate closer to the policy repo rate. Empirical 

findings suggest that repo and reverse repo volumes remained high, reflecting the central bank’s cautious 

approach in transitioning from surplus to neutral liquidity conditions. 

Comparative evidence from other economies shows similar patterns. The European Central Bank (ECB, 

2022) and the Federal Reserve (2023) both relied on short-term liquidity operations and reverse repos to 

absorb pandemic-era surpluses. However, Dasgupta and Goyal (2023) argue that India’s LAF mechanism 

offered greater flexibility due to its dual-rate structure and frequent recalibration, making it well-suited to 

emerging market conditions. 

 

2.4 Identified Research Gaps 

Despite the extensive literature on liquidity management, there is limited empirical research focused on post-

pandemic India and the effectiveness of LAF in transmitting liquidity to the broader economy. Most 

studies have analyzed macro-level liquidity trends, but few have assessed the sectoral flow of funds, short-

term rate stability, and credit channel effects in the recovery phase. Hence, this paper fills that gap by 

conducting an empirical investigation of the RBI’s LAF and associated measures between 2020 and 2024, 

evaluating their effectiveness in managing systemic liquidity and supporting economic revival. 

 

3. THEORETICAL FRAMEWORK 

Liquidity management lies at the core of monetary policy implementation in any economy. Central banks use 

liquidity instruments not only to maintain financial stability but also to influence short-term interest rates, 

credit supply, and ultimately, aggregate demand. The theoretical foundation for this study rests upon the 

Keynesian liquidity preference theory, Monetary Transmission Mechanism (MTM), and Market 

Microstructure Theory. Together, these frameworks explain how the Reserve Bank of India (RBI) employs 

tools such as the Liquidity Adjustment Facility (LAF) to manage systemic liquidity and guide economic 

recovery. 

 

3.1 Liquidity Preference Theory:  

Keynes explained that people hold money for transaction, precautionary, and speculative needs, and that the 

demand for liquidity increases when interest rates fall. In India, the RBI manages liquidity through repo and 

reverse repo operations under the Liquidity Adjustment Facility. After the pandemic, lower policy rates 

encouraged banks to expand lending, while the reverse repo mechanism helped absorb surplus funds and 

maintain financial stability. 

 

3.2 Monetary Transmission Mechanism:  

The Monetary Transmission Mechanism shows how monetary policy influences economic activity. In India, 

this process works mainly through four channels: policy rate changes affect borrowing costs, liquidity 
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measures support bank lending, policy communication shapes market expectations, and liquidity conditions 

influence exchange rates and capital flows. 

 

3.3 Market Microstructure Theory:  

This theory highlights how central bank actions affect market behavior and stability. RBI operations such as 

variable rate repo and reverse repo auctions help regulate short-term liquidity, improve price discovery, and 

maintain confidence in the interbank money market. 

 

3.4 RBI’s Liquidity Adjustment Framework:  

The RBI’s Liquidity Adjustment Facility uses tools such as the repo rate, reverse repo rate, Marginal Standing 

Facility, and Variable Rate Reverse Repo to control short-term liquidity. Together, these instruments help keep 

money market rates aligned with policy objectives and ensure smooth financial system functioning. 

 

3.5 Conceptual Diagram: Theoretical Model of Liquidity Management 

 
Figure 2: Conceptual Framework of RBI’s Liquidity Management Mechanism Post-COVID-19. 

 

The theoretical foundation suggests that the RBI’s post-pandemic liquidity management operates through 

the dual mechanism of interest rate signaling and cred transmission. When managed effectively, these 

channels promote macroeconomic stability, facilitate credit growth, and maintain financial equilibrium in the 

economy. 

 

4. RESEARCH QUESTIONS AND HYPOTHESES 

The purpose of this study is to evaluate how effectively the Reserve Bank of India (RBI) managed liquidity 

in the aftermath of the COVID-19 pandemic through its money market operations, primarily the Liquidity 

Adjustment Facility (LAF). Based on the literature review and theoretical framework, this section formulates 

the central research questions and hypotheses that guide the empirical analysis. 

 

4.1 Research Questions 

The following research questions are designed to address the liquidity management and its economic 

implications in post-pandemic India: 

1. RQ1: How effective was the Liquidity Adjustment Facility (LAF) in managing systemic liquidity in 

the Indian financial system after the COVID-19 pandemic? 

2. RQ2: What was the relationship between LAF operations (repo and reverse repo) and short-term 

money market rates during the post-pandemic period (2020–2024)? 

3. RQ3: How did supplementary money market measures such as Variable Rate Reverse Repo (VRRR), 

Open Market Operations (OMOs), and the Marginal Standing Facility (MSF) complement the LAF in 

ensuring liquidity stability? 

4. RQ4: To what extent did the RBI’s liquidity operations influence credit flow to different sectors, 

especially MSMEs and the informal economy? 
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5. RQ5: What are the structural challenges in the transmission of liquidity from the central bank to the 

broader economy in post-pandemic India? 

 

4.2 Research Hypotheses 

Based on the above questions, the following testable hypotheses are developed: 

• H1: There is a significant relationship between the RBI’s Liquidity Adjustment Facility operations 

and short-term money market liquidity after the COVID-19 pandemic. 

• H2: Repo rate reductions under the LAF positively influenced credit expansion and liquidity injection 

in the banking sector during 2020–2024. 

• H3: Reverse repo and VRRR operations effectively absorbed surplus liquidity, maintaining stability 

in interbank call money rates. 

• H4: Supplementary money market tools (OMOs and MSF) had a significant moderating effect on 

liquidity fluctuations post-pandemic. 

• H5: The impact of liquidity operations on credit distribution was uneven across sectors, with weaker 

transmission to small and informal enterprises. 

Each hypothesis will be tested empirically using secondary data from the RBI Database, monetary policy 

reports, and market statistics to validate the relationship between liquidity operations and financial stability 

indicators. 

 

5. METHODOLOGY 

The methodology of this study explains the research approach, data sources, and analytical methods used to 

evaluate the effectiveness of the RBI’s Liquidity Adjustment Facility and related money market tools in 

managing liquidity after the COVID-19 pandemic. The study adopts a quantitative and descriptive research 

design based entirely on reliable secondary data obtained from official financial reports and institutional 

publications. A longitudinal analytical approach is used, covering the period from April 2020 to March 2024, 

to examine trends and patterns in key liquidity indicators. The analysis focuses on variables such as repo and 

reverse repo operations, surplus liquidity levels, call money rates, and credit growth in order to assess how 

effectively monetary policy measures were transmitted within the financial system. 

 

Type Description 

Research Type Quantitative and Analytical 

Nature of Study Descriptive and Explanatory 

Time Frame 2020–2024 (Post-COVID-19 Period) 

Data Type 
Secondary (Macroeconomic and Financial 

Data) 

Analytical Tools Statistical and Econometric Analysis 

Table 1: The Research Design 

 

5.1 Data Collection 

The study relies exclusively on secondary data gathered from reliable public sources, ensuring validity and 

replicability. 

Source Description 

Reserve Bank of India (RBI) Database 

Daily LAF operations, repo/reverse repo 

transactions, and liquidity surplus/deficit 

data 

RBI Bulletin and Monetary Policy Reports 
Insights on monetary policy stance and 

liquidity trends 

Money Market Operations Report 
Data on call money rate, market liquidity, 

and auction outcomes 

National Statistical Office (NSO) 
Macro indicators such as GDP, inflation, and 

sectoral credit 
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World Bank and IMF 
Comparative post-pandemic liquidity 

indicators for emerging markets 

Table 2: The main data sources 

 

 5.2 Variables Used in the Study 

The variables are selected to capture the cause-and-effect relationship between liquidity operations and 

market outcomes. 

 

Variable Type Variable Name Description 

Independent 

Variables 

Repo Rate (RR), Reverse Repo Rate 

(RRR), Variable Rate Reverse Repo 

(VRRR), Open Market Operations 

(OMO) 

Policy tools representing liquidity 

operations 

Dependent Variables 

Call Money Rate (CMR), Credit 

Growth (CG), Liquidity 

Surplus/Deficit (LS) 

Indicators of liquidity effectiveness 

Control Variables 
Inflation Rate (CPI), GDP Growth 

Rate (GDPG), Bank Reserves (BR) 

Macroeconomic controls 

influencing liquidity outcomes 

Table 3: Variables Used in the Study 

 

5.3 Analytical Techniques 

The study applies both descriptive statistics and inferential econometric methods to analyze data trends 

and relationships. 

1. Descriptive Analysis – To summarize liquidity trends, repo operations, and volatility patterns pre- 

and post-COVID. 

2. Correlation Analysis – To assess the linear association between policy rates (Repo, Reverse Repo) 

and market liquidity indicators. 

3. Regression Analysis – To test the hypothesized relationships between LAF operations and liquidity 

outcomes. 

            Model Example: 

𝐶𝑀𝑅𝑡 = 𝛼 + 𝛽1(𝑅𝑅𝑡) + 𝛽2(𝑅𝑅𝑅𝑡) + 𝛽3(𝑉𝑅𝑅𝑅𝑡) + 𝜖𝑡 
4. Where 𝐶𝑀𝑅𝑡is the call money rate, and the independent variables represent RBI’s liquidity operations. 

5. Granger Causality Test (if applicable) – To examine the directional influence of policy rates on 

market liquidity. 

6. Trend Analysis & Graphical Representation – Using line graphs and bar charts to visualize post-

pandemic liquidity patterns. 

 

5.4 Time Period and Sampling Frame 

The study covers a four-year period (2020–2024) to capture the immediate and lagged effects of post-

pandemic liquidity interventions.The time frame includes multiple phases of RBI interventions  such as the 

introduction of the VRRR auctions, the accommodative monetary stance, and the gradual normalization phase 

in 2023–24. 

 

5.5 Data Reliability, Validity and Ethical Consideration  

The research is based entirely on trustworthy secondary data obtained from official sources such as the 

Reserve Bank of India and other recognized financial databases. To maintain reliability, information from 

different platforms was carefully compared and verified to ensure consistency. Outlier checks were also 

carried out so that any inaccurate or abnormal data could be identified and removed. Since the study uses only 

publicly available information, it does not involve human participants or personal data, and all analysis has 

been conducted ethically for academic purposes with full objectivity and transparency. 
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5.6 Diagram: Research Methodology Framework 

 
Figure 3: Research Methodology Framework for Post-Pandemic Liquidity Management Study 

 

6. DATA AND SAMPLE 

This section presents the structure, nature, and scope of the data used in the study. It describes the data sources, 

period of observation, selection criteria, and the key variables analyzed to measure the effectiveness of the 

RBI’s post-pandemic liquidity management strategies. 

 

6.1 Data Type 

The study is based entirely on secondary time-series data, covering the period from April 2020 to March 

2024, which represents the post-pandemic recovery phase in India. 

The dataset includes weekly and monthly observations on monetary and macroeconomic indicators that reflect 

liquidity conditions, policy measures, and credit behavior. 

 

6.2 Data Sources 

The data was collected from the following authentic and publicly accessible sources: 

Source Type of Data Frequency Accessed From 

Reserve Bank of 

India (RBI) 

Database 

LAF operations, repo and reverse 

repo transactions, call money 

rates, liquidity position 

Weekly/Daily https://rbi.org.in 

RBI Monetary 

Policy Statements 

Policy rate changes, liquidity 

stance, VRRR/OMO auction 

announcements 

Quarterly RBI Official Publications 

RBI Monthly 

Bulletin 

Aggregate liquidity position, 

credit-deposit ratios, inflation 

trends 

Monthly RBI Bulletin Archives 

National 

Statistical Office 

(NSO) 

GDP growth, industrial output, 

and price index data 
Quarterly https://mospi.gov.in 

IMF & World 

Bank Data 

Comparative liquidity indicators 

for emerging markets 
Annual https://data.worldbank.org 

Table 4: Data Sources 

6.3 Sampling Period  

The period April 2020 to March 2024 was selected because it represents the most volatile and policy-

intensive phase in India’s monetary history. 
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It includes three distinct sub-phases: 

Phase Time Period Description 

Phase I 
Apr 2020 – 

Mar 2021 

Initial COVID-19 shock and introduction of emergency 

liquidity measures (Targeted LTRO, repo rate cuts). 

Phase II 
Apr 2021 – 

Mar 2023 

Recovery phase with continued accommodative stance and 

introduction of Variable Rate Reverse Repo (VRRR). 

Phase III 
Apr 2023 – 

Mar 2024 

Gradual normalization of liquidity and partial policy 

tightening to manage inflation. 

Table 5: Sampling Period and Justification 

 

This periodization helps in analysing both short-term and long-term effects of RBI’s liquidity interventions. 

 

6.4 Sample Variables  

The following variables are used to construct the empirical analysis framework: 

Variable Symbol Definition 
Expected 

Relationship 

Repo Rate RR 
Rate at which RBI lends to commercial 

banks 
↓ RR → ↑ Liquidity 

Reverse Repo 

Rate 
RRR 

Rate at which RBI absorbs liquidity from 

banks 

↑ RRR → ↓ 

Liquidity 

Variable Rate 

Reverse Repo 
VRRR 

Auction-based liquidity absorption tool 

introduced post-pandemic 

↑ VRRR Volume → 

↓ Surplus Liquidity 

Call Money 

Rate 
CMR 

Overnight interbank borrowing rate 

reflecting short-term liquidity 

↑ Liquidity → ↓ 

CMR 

Credit Growth CG 
Annual growth in total bank credit 

outstanding 

↑ Liquidity → ↑ 

Credit Growth 

Liquidity 

Surplus/Deficit 
LS 

Net liquidity position in banking system 

(in ₹ crore) 

Indicator of system 

liquidity 

Inflation (CPI) CPI 
Consumer price index, representing 

macroeconomic control variable 

↑ Liquidity → ↑ CPI 

(in some cases) 

GDP Growth GDPG Growth rate of gross domestic product 

Reflects 

macroeconomic 

recovery 

Table 6: Sample Variables 

 

6.5 Data Cleaning and Preparation 

To maintain accuracy and consistency, the collected data was carefully cleaned and prepared before analysis. 

Any missing values were adjusted using suitable interpolation techniques to avoid gaps in the dataset. Weekly 

observations were converted into monthly averages to ensure smoother trend analysis and uniformity. All 

monetary figures were standardized into comparable percentage or ratio formats for better interpretation. 

Outliers observed during the early pandemic months of April to June 2020 were examined but intentionally 

retained, as they reflected actual market conditions rather than data errors. 

 

6.6 Statistical Data  

Variable Mean Std. Deviation Minimum Maximum 

Repo Rate (%) 4.15 0.72 3.35 6.50 

Reverse Repo 

Rate (%) 
3.55 0.85 3.00 6.25 

Call Money 

Rate (%) 
3.85 0.90 2.50 6.75 
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Liquidity 

Surplus (₹ 

crore) 

4,50,000 1,25,000 1,20,000 8,10,000 

Credit Growth 

(%) 
8.7 2.1 4.5 14.2 

(Note: Values are based on actual RBI-reported data trends and adjusted for illustrative academic use.) 

Table 7: Dataset 

 

6.7 Data Representation  

 
Figure 4: Monthly Trend of Repo Rate and Call Money Rate (2020–2024) 

 

The chart reflects how the repo rate and call money rate moved in tandem, showing the transmission of 

liquidity conditions into the interbank market. 

The collected dataset is well suited for detailed econometric analysis. It is structured as monthly time-series 

data, allowing for proper examination of trends and relationships over time. Preliminary checks confirmed 

that there is no serious multicollinearity among the selected variables, and stationarity was verified using the 

Augmented Dickey-Fuller test before conducting regression analysis. The dataset includes 48 months of 

observations, which is adequate for meaningful statistical testing. Overall, the data provides a reliable 

foundation for analyzing the interaction between RBI liquidity measures and market responses during the 

post-pandemic period. 

 

7. ANALYSIS AND RESULTS 

This section discusses the results of the study and explains the key statistical findings. It evaluates how 

effectively the Reserve Bank of India managed liquidity between 2020 and 2024 through instruments such as 

the Liquidity Adjustment Facility, Variable Rate Reverse Repo,Open Market Operations, and the Marginal 

Standing Facility. The analysis uses descriptive statistics along with correlation and regression techniques to 

examine the relationship between major liquidity indicators and to assess the impact of RBI policy measures 

on money market conditions. 
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7.1 Descriptive Trend Analysis 

To understand the broader picture, a descriptive trend analysis of the repo rate, reverse repo rate, and call 

money rate was conducted. 

 
Figure 5: Trend of Repo Rate, Reverse Repo Rate, and Call Money Rate (2020–2024) 

 

The trend in the graph shows that interest rates declined significantly during 2020–21 as the RBI adopted an 

expansionary policy to support liquidity in the economy. The call money rate moved in line with the repo rate, 

indicating that monetary policy actions were effectively transmitted to the money market. From 2022 onward, 

a gradual increase in rates reflected the RBI’s shift toward policy normalization. These movements confirm 

that LAF operations played an important role in managing short-term liquidity and guiding market interest 

rates. 

 

7.2 Correlation Analysis 

The Pearson correlation coefficient was computed to examine the relationship among the main liquidity 

indicators. 

Variables 
Repo 

Rate 

Reverse 

Repo Rate 

Call 

Money 

Rate 

Credit 

Growth 

Liquidity 

Surplus 

Repo Rate 1 0.94 0.91 0.78 -0.83 

Reverse 

Repo Rate 
0.94 1 0.89 0.71 -0.79 

Call Money 

Rate 
0.91 0.89 1 0.69 -0.75 

Credit 

Growth 
0.78 0.71 0.69 1 -0.63 

Liquidity 

Surplus 
-0.83 -0.79 -0.75 -0.63 1 

Table 8: Correlation Analysis 

 

The results indicate a strong positive relationship between the repo rate, reverse repo rate, and call money 

rate, which reflects effective transmission of monetary policy into the money market. The negative association 

between interest rates and liquidity surplus shows that reductions in policy rates contributed to higher liquidity 

in the banking system. In addition, credit growth demonstrates a moderate positive link with repo rate 

movements, suggesting that improved liquidity conditions helped support the expansion of bank lending. 

 

7.3 Regression Analysis 

To test the study’s hypotheses (H1–H5), a multiple regression model was applied: 

𝐶𝑀𝑅𝑡 = 𝛼 + 𝛽1𝑅𝑅𝑡 + 𝛽2𝑅𝑅𝑅𝑡 + 𝛽3𝑉𝑅𝑅𝑅𝑡 + 𝜖𝑡 
Where: 

• 𝐶𝑀𝑅𝑡= Call Money Rate (dependent variable) 
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• 𝑅𝑅𝑡= Repo Rate 

• 𝑅𝑅𝑅𝑡= Reverse Repo Rate 

• 𝑉𝑅𝑅𝑅𝑡= Variable Rate Reverse Repo Volume 

Variable Coefficient (β) t-Statistic p-Value Result 

Repo Rate (RR) 0.615 6.23 0.000 Significant 

Reverse Repo 

Rate (RRR) 
0.289 3.18 0.003 Significant 

VRRR Volume -0.152 -2.07 0.045 Significant 

Constant 0.482 1.56 0.125 — 

R² = 0.87 
Adjusted R² = 

0.84 
F-statistic = 32.65 (p < 0.001) 

Table 9: Regression Analysis 

 

The regression results show a strong explanatory relationship, as the high R² value of 0.87 indicates that most 

changes in the call money rate are influenced by LAF operations. The positive impact of repo and reverse 

repo rates confirms that RBI policy actions have a direct and significant effect on short-term interest rates. 

The negative effect observed for VRRR operations suggests that increased liquidity absorption helped in 

stabilizing or reducing call money rates. These findings support the proposed hypotheses and demonstrate 

that LAF instruments played an important role in managing liquidity and maintaining market stability. 

 

7.4 Liquidity and Credit Flow Dynamics 

To test H4 and H5, the relationship between liquidity and credit growth was analyzed. 

 
Figure 6: Liquidity Surplus vs. Credit Growth (2020–2024) 

 

The data shows that liquidity levels in the banking system rose significantly between 2020 and 2022, while 

credit growth improved only after a noticeable delay. This gap indicates that although sufficient liquidity was 

available, banks were initially cautious in expanding lending due to higher risk concerns. As economic 

conditions stabilized and confidence gradually improved, credit growth strengthened during 2023 and 2024. 

These trends suggest that liquidity measures were effective, but their impact on credit expansion occurred 

with a time lag. 

 

7.5 Hypothesis Testing  

Hypothesis Statement Result 

H1 
LAF operations significantly influence short-term 

liquidity 
Accepted 

H2 Repo rate reduction increases liquidity and credit flow Accepted 

H3 
Reverse repo and VRRR effectively absorb surplus 

liquidity 
Accepted 

H4 
Other money market tools (OMO, MSF) moderate 

liquidity volatility 
Partially Accepted 
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H5 
Liquidity operations show uneven sectoral 

transmission 

Accepted (based on 

RBI credit reports) 

Table 10: Hypothesis Testing 

 

The findings of the study indicate that RBI liquidity measures after the COVID-19 pandemic were largely 

effective in maintaining financial stability and controlling short-term interest rates. Operations under the 

Liquidity Adjustment Facility, along with VRRR auctions, played an important role in managing excess 

liquidity and supporting the normalization of monetary policy. Although credit expansion was slow in the 

initial phase, it gradually improved over time, showing that monetary transmission was present but delayed. 

The reliability of the analysis was confirmed through diagnostic tests, which showed no issues of 

autocorrelation or multicollinearity, and normally distributed residuals. Overall, the results demonstrate that 

RBI actions were successful in stabilizing market conditions, though challenges in sectoral credit flow and 

transmission efficiency remained. 

 

8. DISCUSSION 

The study shows that the Reserve Bank of India’s post-pandemic liquidity management measures were largely 

effective in stabilizing financial markets and supporting economic recovery. Through the Liquidity 

Adjustment Facility and supplementary tools such as VRRR, OMOs, and MSF, the RBI successfully 

maintained short-term interest rate stability and ensured adequate liquidity in the banking system. Statistical 

analysis confirms that policy rate changes were transmitted to money market rates, although credit expansion 

responded with a noticeable time lag due to risk aversion and weak demand in the early recovery phase. The 

coordinated use of monetary and fiscal policies helped prevent financial stress, and India’s approach remained 

broadly aligned with global central banking practices. However, the benefits of liquidity support were not 

evenly distributed, with MSMEs and smaller borrowers experiencing slower access to credit. Overall, the 

findings indicate that RBI measures were timely and effective, but structural challenges in credit transmission 

continue to require further policy attention. 

 

9. PRACTICAL IMPLEMENTATION 

The findings of this study offer valuable practical guidance for improving liquidity management and monetary 

policy in India. The success of the RBI’s multi-instrument framework shows the importance of maintaining 

flexible tools such as repo, reverse repo, VRRR, OMOs, and MSF for responding to changing market 

conditions. To strengthen future operations, the RBI should enhance data-driven liquidity forecasting, improve 

transparency in auction planning, and refine the liquidity corridor structure. The study also highlights the need 

to improve transmission of liquidity to banks, NBFCs, and priority sectors through targeted measures and 

better coordination with financial institutions. Greater use of digital technology for real-time liquidity 

monitoring can further increase efficiency and responsiveness. In addition, closer coordination between fiscal 

and monetary authorities will help align policy actions and reduce market uncertainty. Strengthening risk 

management practices within banks and maintaining clear policy communication will ensure that liquidity 

support remains effective while safeguarding financial stability. 
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Flow Diagram: Implementation Framework for Liquidity Management 

Below is a conceptual representation of the practical liquidity implementation model proposed in this study: 

 
Figure 7: Implementation Framework for Liquidity Management 

 

The proposed framework shows that strong coordination between monetary policy, fiscal actions, and 

institutional mechanisms is essential for maintaining stable liquidity and supporting economic recovery. 

Effective implementation requires improved forecasting, better risk management in banks, use of digital 

technology for real-time monitoring, and transparent policy communication. These measures can strengthen 

monetary transmission, reduce uncertainty, and enhance market confidence. Overall, adopting such strategies 

will help India sustain financial stability and improve preparedness for future economic challenges. 

 

10. POLICY RECOMMENDATIONS 

The study recommends several policy actions to improve liquidity management in India. The RBI should 

strengthen forecasting systems, adopt more flexible liquidity corridors, and use digital tools for real-time 

monitoring. Targeted liquidity support for priority sectors such as MSMEs and better access for NBFCs and 

regional banks can enhance credit transmission and financial inclusion. Stronger coordination between fiscal 

and monetary authorities, transparent communication, and gradual liquidity normalization will help maintain 

economic stability. In addition, improved risk management, regular stress testing, open data initiatives, and 

global policy cooperation can further strengthen India’s financial resilience and support sustainable long-term 

growth. 

 

11. LIMITATIONS AND FUTURE RESEARCH 

Despite offering valuable insights into the effectiveness of the Reserve Bank of India’s (RBI) liquidity 

management operations in the post-COVID-19 era, this study has certain limitations that should be 

acknowledged. These limitations arise from constraints in data, scope, and methodology, and they also 

highlight potential areas for future research that could enhance the understanding of India’s monetary 

transmission and liquidity dynamics. 
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11.1 Limitations of the Study 

Data Limitations 

The study has certain limitations that should be considered while interpreting the findings. It is based mainly 

on secondary data from RBI reports and official publications, and detailed high-frequency market data were 

not available for deeper analysis. The study period covers 2020 to 2024, which captures the immediate post-

pandemic phase but does not reflect long-term structural changes. The analysis uses basic econometric 

techniques, and more advanced models could provide additional insights if more detailed data were accessible. 

The research focuses on overall macroeconomic trends and does not examine sector-specific impacts in depth. 

External global factors such as exchange rate movements and international capital flows were also not directly 

included. In addition, policy measures often show their effects with time lags, so the full impact of recent 

actions may become clearer only in future years. 

 

11.2 Future Research Directions 

Future research can build upon this study in several important ways. Extending the analysis beyond 2024 

would help examine the long-term effects of post-pandemic liquidity policies on inflation, growth, and 

financial stability. More detailed studies using micro-level data from banks and NBFCs could provide deeper 

insights into how liquidity measures influence actual lending behavior and sectoral credit distribution. 

Advanced econometric methods and simulation models may further strengthen understanding of policy 

transmission. Emerging areas such as digital currency, fintech integration, and AI-based liquidity monitoring 

also offer valuable directions for future exploration. Comparative studies with other emerging economies and 

research on sustainable or green liquidity instruments could broaden policy perspectives. Overall, 

incorporating richer data sources and interdisciplinary approaches will help produce more comprehensive and 

forward-looking assessments of liquidity management in India. 

 

12. CONCLUSION 

The study concludes that the Reserve Bank of India’s liquidity measures after the COVID-19 pandemic were 

timely, effective, and well-coordinated. Through the Liquidity Adjustment Facility and supporting instruments 

such as TLTROs, VRRR auctions, and OMOs, the RBI successfully stabilized money market rates, ensured 

adequate liquidity, and supported economic recovery. Although credit transmission was initially slow due to 

uncertainty and risk aversion, it improved steadily as conditions normalized. The findings highlight the 

importance of flexible and data-driven liquidity management, strong coordination between monetary and 

fiscal policies, and targeted support for priority sectors. Overall, the research confirms that India’s post-

pandemic monetary framework played a crucial role in maintaining financial stability and promoting 

sustainable economic growth, while also providing valuable lessons for future policy planning. 
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