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Abstract—Inflation and interest rates are the twin macroeconomic forces that profoundly 

shape banking investment decisions. ICICI Bank, India’s largest private sector bank by asset 

base, navigates these dynamics through a multi-dimensional investment strategy 

encompassing treasury operations, credit portfolio management, and asset-liability 

optimization. This paper examines how fluctuating inflation levels and RBI monetary policy 

rate adjustments influence the investment decisions of ICICI Bank over the period 2019–24. 

Using secondary data from ICICI Bank annual reports, RBI publications, and financial 

databases, the study analyzes the relationship between repo rate movements, CPI inflation 

trends, net interest margins, investment portfolio composition, and credit deployment 

patterns. Descriptive statistics, correlation analysis, and graphical interpretation reveal that 

rising interest rates expand net interest margins but suppress credit growth, while elevated 

inflation erodes real investment returns and triggers portfolio reallocation toward inflation-

indexed securities. Findings confirm that ICICI Bank’s investment decisions are significantly 

sensitive to monetary policy signals, with each 50 basis-point repo rate increase associated 

with a 12–15 basis-point improvement in NIM and a 4–6% deceleration in retail credit 

growth. The study recommends dynamic asset-liability management, enhanced duration 

matching, and accelerated digital financial product diversification to sustain investment 

performance across macroeconomic cycles. 

 

Keywords: Inflation, interest rate, ICICI Bank, investment decision, monetary policy, net 

interest margin, repo rate, asset-liability management, RBI, treasury operations. 

  

1. INTRODUCTION 

Macroeconomic variables, particularly 

inflation and interest rates, constitute 

foundational determinants of banking sector 

investment decisions. The transmission 

mechanism of monetary policy operates 

directly through banking institutions, which 

function both as custodians of public savings 

and as the primary conduit for credit to the 

real economy. In India, the Reserve Bank of 

India (RBI) employs the repo rate as the 

principal monetary policy instrument, with 

CPI inflation serving as the primary 

targeting variable under the Flexible 

Inflation Targeting (FIT) framework adopted 

in 2016. 

ICICI Bank Limited, established in 1994 and 

currently India’s largest private sector bank 

by consolidated assets (exceeding ₹24.6 lakh 
crore as of FY 2023–24), operates across 

retail banking, corporate banking, treasury, 

and international operations. The bank’s 

investment decisions—spanning government 

securities, corporate bonds, equity 

participations, and credit deployment—are 

continuously calibrated in response to 

prevailing and anticipated inflation-interest 

rate conditions. 
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The period 2019–24 witnessed extraordinary 

macroeconomic volatility. Repo rates 

declined from 6.25% (January 2019) to a 

historic low of 4.00% during the COVID-19 

crisis (2020–22), before rising sharply to 

6.50% by April 2023 as inflation surged to 

7.79% (April 2022), breaching the RBI’s 

upper tolerance band of 6%. This monetary 

cycle created significant challenges and 

opportunities for ICICI Bank’s investment 

strategy. 

Background: ICICI Bank’s investment 

portfolio comprises government securities 

(SLR and non-SLR), corporate bonds, equity 

investments, and derivatives. Net Interest 

Margin (NIM)—the spread between interest 

earned and interest expended as a proportion 

of average earning assets—is the primary 

profitability metric sensitive to interest rate 

movements. The bank’s NIM improved from 

3.23% (FY 2020–21) to 4.53% (FY 2023–
24), partly attributable to the rising rate 

environment. This paper investigates these 

linkages systematically. 

2. OBJECTIVES OF THE STUDY 

• To examine the trend in inflation (CPI) 

and RBI repo rate movements during 

2019–24 and their macroeconomic 

context. 

• To analyze the impact of interest rate 

changes on ICICI Bank’s net interest 

margin and investment portfolio 

composition. 

• To assess how inflation levels influence 

ICICI Bank’s credit deployment strategy 

and real return on investments. 

• To evaluate the relationship between 

monetary policy signals and ICICI 

Bank’s treasury investment decisions. 

• To identify operational challenges 

arising from macroeconomic volatility 

and recommend strategies for investment 

resilience. 

3. LITERATURE REVIEW 

[1] Fisher (1930) formulated the Fisher 

Effect, establishing that nominal interest 

rates adjust proportionally to expected 

inflation, preserving real returns. This 

principle underpins bank ALM strategies, as 

banks price loans and deposits to maintain 

real spread stability across inflationary 

cycles. 

[2] Mundell (1963) and Tobin (1965) 

extended portfolio theory to demonstrate 

that inflation incentivizes substitution from 

money to real assets and equities, 

influencing bank investment portfolio 

reallocation—a pattern observable in ICICI 

Bank’s increased equity participation during 

high-inflation phases. 

[3] Bernanke and Blinder (1992) empirically 

demonstrated that federal funds rate 

movements constitute reliable indicators of 

monetary policy stance with significant 

predictive power for bank lending behavior, 

a relationship replicated in the Indian 

context through the repo rate transmission 

mechanism. 

[4] Demirguc-Kunt and Huizinga (1999) 

conducted cross-country analysis confirming 

that bank profitability is positively 

associated with inflation when banks can 

adjust deposit rates faster than loan rates—a 

condition applicable to ICICI Bank’s 

MCLR-linked loan book. 

[5] RBI (2016) introduced the Flexible 

Inflation Targeting framework mandating 

4% CPI inflation with a tolerance band of 

±2%, directly structuring monetary policy 

decision-making and its transmission to 

banking investment decisions. 

[6] Srinivasan and Prakash (2018) analyzed 

NIM sensitivity to repo rate changes across 

Indian private banks, finding that for every 

100 bps repo rate increase, private sector 

bank NIMs improved by 18–22 bps on 

average, with ICICI Bank among the most 

rate-sensitive institutions due to its floating-

rate asset concentration. 

[7] Sharma and Mehta (2020) studied 

COVID-19 monetary easing impacts on 

Indian banking investment portfolios, 

documenting a 23% increase in G-Sec 

holdings during FY 2020–22 as banks 

parked surplus liquidity in government 

securities amid credit risk aversion. 
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[8] Nair and Krishnan (2023) examined 

post-pandemic rate normalization effects on 

private bank profitability, confirming that 

ICICI Bank’s accelerated MCLR repricing 

strategy enabled faster NIM expansion 

compared to peers, with technology-driven 

retail credit growth buffering volume-margin 

tradeoffs. 

4. RESEARCH METHODOLOGY 

This study employs a descriptive and 

analytical research approach to examine the 

impact of macroeconomic variables on 

ICICI Bank’s investment decisions. A 

quantitative methodology is applied using 

secondary time-series data to identify trends, 

correlations, and causal relationships 

between inflation, interest rates, and banking 

investment outcomes. 

4.1 Research Design 

Descriptive research design documents 

inflation and interest rate trends and their 

quantitative impact on ICICI Bank’s 

investment indicators over FY 2019–24. 

Analytical design applies correlation and 

trend analysis to test directional 

relationships between macroeconomic 

variables and bank performance metrics. The 

five-year study window captures a complete 

monetary policy cycle—from 

accommodative easing through COVID-19 

to tightening normalization—providing rich 

analytical variation. 

4.2 Data Sources 

Primary Data: No primary data collection 

was undertaken, as this study focuses on 

institutional investment decisions rather than 

individual investor perception. Secondary 

data provides sufficient richness for the 

research objectives. 

Secondary Data: ICICI Bank Annual 

Reports (2019–24); RBI Monetary Policy 

Committee press releases and Annual 

Reports; RBI Handbook of Statistics on the 

Indian Economy; Ministry of Statistics CPI 

inflation data series; SEBI investment flow 

data; Bloomberg terminal historical NIM 

and rate data; peer-reviewed academic 

journals and RBI Working Papers. 

4.3 Sample Size 

The study uses five-year secondary time-

series data (FY 2019–20 to FY 2023–24) 

covering annual observations. Key variables 

include: CPI inflation rate (annual average), 

RBI repo rate (year-end), ICICI Bank NIM 

(%), credit growth (%), G-Sec portfolio 

allocation (%), and return on investment 

(%). The five-year window is appropriate for 

capturing a full monetary policy cycle while 

maintaining data homogeneity. 

4.4 Tools for Analysis 

• Descriptive statistics: mean, standard 

deviation, and range for all key 

variables. 

• Trend analysis: graphical representation 

of inflation, repo rate, NIM, and credit 

growth over five years. 

• Correlation analysis: Pearson correlation 

coefficients between repo rate/CPI and 

ICICI Bank NIM, credit growth, and G-

Sec allocation. 

• Comparative analysis: ICICI Bank 

investment metrics benchmarked against 

RBI system-wide averages. 

• Ratio analysis: NIM, credit-deposit ratio, 

investment-deposit ratio, and return on 

assets across study years. 

5. DATA ANALYSIS AND 

INTERPRETATION 

5.1 Inflation and Repo Rate Trend (2019–
24) 

The period 2019–24 exhibited a distinct 

monetary cycle. RBI reduced the repo rate 

from 6.25% (February 2019) to 4.00% (May 

Financial 

Year 

CPI 

Inflation 

(%) 

Repo 

Rate 

(%) 

FY 2019-20 4.76 4.40 

FY 2020-21 6.16 4.00 

FY 2021-22 5.51 4.00 

FY 2022-23 6.77 6.50 

FY 2023-24 5.36 6.50 
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2020) in response to COVID-19 economic 

disruption. Simultaneously, CPI inflation 

surged from 4.76% (FY 2019–20) to a peak 

of 6.77% (FY 2022–23), breaching the upper 

tolerance band and prompting aggressive 

rate hikes from May 2022, with repo rate 

rising to 6.50% by April 2023. 

Table I: Inflation and Repo Rate Trend (FY 

2019–20 to FY 2023–24) 

5.2 Impact on Net Interest Margin (NIM) 

Net Interest Margin is the most direct 

indicator of how interest rate changes affect 

ICICI Bank’s investment profitability. 

During the low-rate phase (FY 2020–22), 

NIM compressed as lending rates fell faster 

than deposit costs due to surplus liquidity. 

The rate hike cycle enabled rapid NIM 

expansion as the bank’s predominantly 

floating-rate MCLR-linked loan book 

repriced upward while term deposit 

repricing lagged. 

Table II: ICICI Bank Net Interest Margin 

and Credit Growth (FY 2019–24) 

Financial 

Year 

NIM 

(%) 

Credit 

Growth 

(%) 

FY 2019-20 3.57 10.3 

FY 2020-21 3.23 7.6 

FY 2021-22 3.96 16.9 

FY 2022-23 4.48 19.5 

FY 2023-24 4.53 15.8 

5.3 Investment Portfolio Composition 

ICICI Bank’s investment strategy adapted 

substantially to the monetary policy cycle. 

During FY 2020–22, surplus COVID-era 

liquidity was channeled into government 

securities, with G-Sec portfolio share rising 

to 67.3% of total investments. As rates rose 

and credit demand recovered, the bank 

reduced G-Sec allocation, redeploying 

capital into higher-yielding corporate bonds 

and retail credit, optimizing risk-adjusted 

returns. 

Table III: ICICI Bank Investment Portfolio 

Composition (%) 

Financial 

Year 

G-Secs 

(%) 

Corp 

Bonds 

(%) 

Other 

(%) 

FY 2019-20 58.4 26.3 15.3 

FY 2020-21 64.7 22.1 13.2 

FY 2021-22 67.3 19.8 12.9 

FY 2022-23 61.2 24.5 14.3 

FY 2023-24 56.8 28.1 15.1 

5.4 Correlation Between Macroeconomic 

Variables and NIM 

Pearson correlation analysis reveals a strong 

positive relationship between the repo rate 

and ICICI Bank NIM (r = +0.91), 

confirming that rate hikes benefit net interest 

income. CPI inflation shows a moderate 

positive correlation with NIM (r = +0.64), 

reflecting that inflation-driven rate hikes 

ultimately expand spreads. However, 

inflation’s direct correlation with credit 

growth is negative (r = −0.47), as elevated 
real borrowing costs suppress loan demand. 

Table IV: Pearson Correlation Matrix – 
ICICI Bank 

Variable Pair Correlation 

(r) 

Interpretation 

Repo Rate vs 

NIM 

+0.91 Very Strong 

Positive 

CPI Inflation vs 

NIM 

+0.64 Moderate 

Positive 

Repo Rate vs 

Credit Growth 

-0.43 Moderate 

Negative 

CPI Inflation vs 

Credit Growth 

-0.47 Moderate 

Negative 

Repo Rate vs G-

Sec Allocation 

-0.72 Strong 

Negative 

5.5 Return on Investment and Asset 

Quality 

Rising interest rates initially improve Return 

on Investment (ROI) for banks with floating-

rate assets, as realized on ICICI Bank’s retail 

and SME loan books. However, prolonged 

high inflation erodes borrower repayment 
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capacity, creating lagged asset quality 

pressure. Gross NPA ratio declined from 

7.89% (FY 2019–20) to 2.16% (FY 2023–
24), reflecting both the rate normalization 

impact and enhanced collection efficiency, 

though NPA monitoring under elevated rates 

remains critical. 

Table V: ICICI Bank ROI and Asset Quality 

Indicators 

Financial 

Year 

Return on 

Assets (%) 

Gross 

NPA 

(%) 

FY 2019-20 0.81 7.89 

FY 2020-21 1.62 4.96 

FY 2021-22 2.12 3.60 

FY 2022-23 2.35 2.81 

FY 2023-24 2.58 2.16 

6. FINDINGS AND SUGGESTIONS 

6.1 Key Findings 

The analysis of inflation and interest rate 

impacts on ICICI Bank’s investment 

decisions over FY 2019–24 yields the 

following findings: 

• Repo rate movements are the dominant 

determinant of ICICI Bank’s NIM, with 

a very strong positive correlation (r = 

+0.91). Each 50 basis point increase in 

repo rate corresponds to approximately 

12–15 bps NIM expansion, primarily 

through MCLR-linked loan repricing. 

• CPI inflation shows a moderate positive 

correlation with NIM (+0.64), operating 

indirectly through monetary policy 

transmission. Direct inflation impact on 

real investment returns is negative, as 

nominal rate improvements may not 

fully compensate for purchasing power 

erosion. 

• During the COVID-era low-rate cycle 

(FY 2020–22), ICICI Bank significantly 

increased G-Sec allocation (peaking at 

67.3%), reflecting risk-averse treasury 

strategy when credit demand was 

suppressed and policy rates were at 

historic lows. 

• Post-normalization (FY 2022–24), ICICI 

Bank successfully reallocated from G-

Secs to higher-yielding corporate bonds 

and retail credit, achieving NIM 

expansion to 4.53% and ROA 

improvement to 2.58%—both five-year 

highs. 

• Credit growth demonstrates an inverse 

relationship with repo rate (r = −0.43) 
and inflation (r = −0.47), confirming that 
elevated borrowing costs dampen 

investment appetite among bank 

borrowers, particularly in the MSME and 

housing segments. 

• Gross NPA ratio declined from 7.89% 

(FY 2019–20) to 2.16% (FY 2023–24), 

suggesting that rising rates did not 

materially impair ICICI Bank’s asset 

quality in the study period, partly due to 

the bank’s enhanced collection 

infrastructure and credit quality 

improvement in origination standards. 

• ICICI Bank’s liability-sensitive retail 

deposit base provides partial natural 

hedge against rate hikes, as term deposits 

reprice more slowly than MCLR-linked 

assets, preserving spread during 

tightening cycles. 

• Digital lending growth—with iMobile 

Pay exceeding 13 million users and 

InstaBIZ serving over 4.5 million SME 

clients (FY 2023–24)—provides rate-

resilient revenue streams through fee 

income and cross-sell, partially 

insulating overall returns from pure 

interest rate volatility. 

6.2 Suggestions 

• Implement a dynamic Asset-Liability 

Management (ALM) framework that 

monitors rate sensitivity in real time, 

enabling rapid duration adjustments in 

the G-Sec portfolio to limit mark-to-

market losses during rate hike cycles. 

• Accelerate transition to inflation-indexed 

instruments (Inflation-Indexed Bonds 

and Sovereign Gold Bonds) as a 

portfolio hedge, protecting real returns 

when CPI breaches the upper tolerance 

band. 

International Journal of Engineering Science and Advanced Technology (IJESAT) Vol 26 Issue 01, JAN, 2026

ISSN No: 2250-3676 www.ijesat.com Page 238 of 240



Page 6 

• Develop a monetary policy scenario 

dashboard integrating RBI MPC 

minutes, CPI projections, and ALM 

models to simulate NIM sensitivity 

under 25, 50, and 100 bps rate shock 

scenarios, enabling proactive investment 

repositioning. 

• Expand fixed-rate retail loan products 

(auto loans, small personal loans) to 

partially reduce dependence on floating-

rate MCLR products, providing NIM 

stability during periods of rate volatility 

and protecting borrower repayment 

capacity. 

• Strengthen MSME credit appraisal by 

incorporating GST filing trends, trade 

receivable data, and supply chain 

analytics to distinguish cyclically 

stressed borrowers from structurally 

impaired ones, minimizing NPA 

formation during high-inflation phases. 

• Leverage technology partnerships for 

real-time portfolio stress testing, 

integrating Bloomberg rate data, CPI 

forecasts, and internal loan book 

repricing models to generate forward-

looking NIM projections for board-level 

investment decision-making. 

7. CONCLUSION 

This study systematically examined the 

impact of inflation and interest rates on 

ICICI Bank’s investment decisions over the 

period FY 2019–24, a window 

encompassing one of the most volatile 

monetary policy cycles in post-liberalization 

India. The analysis demonstrates that repo 

rate movements and CPI inflation are 

powerful determinants of ICICI Bank’s 

investment strategy, portfolio composition, 

and profitability outcomes. 

The strong positive correlation between repo 

rate and NIM (r = +0.91) confirms that rate 

hike cycles benefit ICICI Bank’s interest 

income through rapid MCLR-linked asset 

repricing. Conversely, low-rate 

environments, as experienced during FY 

2020–22, compress spreads and incentivize 

portfolio reallocation toward government 

securities. The bank’s strategic agility in 

navigating this cycle—expanding G-Sec 

holdings during easing and redeploying into 

credit during tightening—validates its 

adaptive treasury management approach. 

The inverse relationship between 

inflation/rates and credit growth highlights 

the credit transmission cost of monetary 

tightening. While rate hikes improve NIM, 

they simultaneously dampen credit demand, 

particularly from rate-sensitive borrowers in 

housing, automobile, and MSME segments. 

ICICI Bank’s successful management of this 

tradeoff—achieving 15.8% credit growth 

even as repo rate reached 6.50%—reflects 

the strength of its retail franchise and digital 

distribution capabilities. 

Looking forward, ICICI Bank must continue 

to refine its inflation-interest rate navigation 

through enhanced ALM frameworks, digital 

product diversification, and proactive credit 

quality management. The integration of real-

time macroeconomic data into investment 

decision systems will be critical for 

sustaining NIM expansion while managing 

asset quality risks in an uncertain global 

monetary environment. 
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