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Abstract 

This research explores how the Reserve Bank of India’s monetary policy decisions have affected the way 

companies manage their cash, borrowings, and financial risks between 2015 and 2025. As a finance 

student, I have always been fascinated by how a few announcements from RBI in Mumbai can create 

ripples that reach the treasury desks of companies across the country. The study particularly looks at how 

shifts in interest rates, liquidity conditions, and policy tools influence borrowing costs, working capital 

management, investment of surplus funds, and risk hedging strategies. 

Over the last decade, RBI has used the Monetary Policy Committee framework, flexible inflation 

targeting, and newer instruments like the Standing Deposit Facility and variable rate reverse repos quite 

effectively. For corporate treasurers, these changes have meant everything from cheap funding 

opportunities during the pandemic to higher borrowing costs and urgent hedging needs during the 2022-

24 inflation fight. 

This project is entirely based on secondary data collected from RBI reports, bond market data, financial 

databases, and research papers. The findings show a clear connection between RBI’s policy moves and 

how treasurers adjust their strategies. When rates go up, companies borrow less through short-term papers 

and prefer longer-term debt. When liquidity is tight, cash management becomes more cautious. 

Uncertainty pushes treasurers to hedge more actively. 

The study concludes that staying alert to RBI signals gives treasurers a real edge in maintaining financial 

stability. It also offers practical suggestions for treasury teams working in different policy environments 

and suggests areas for future research. 

 

Keywords: RBI Monetary Policy, Corporate Treasury, Policy Transmission, Interest Rate Risk, Liquidity 

Management, Hedging, Corporate Borrowing, Working Capital, India 

 

1. Introduction 

Every time the RBI Governor announces a change in the repo rate or liquidity stance, it feels like the 

financial heartbeat of the country quickens. For corporate treasurers, these announcements are not just 

news they directly affect how much interest the company will pay, how easily they can roll over short-

term loans, and whether they need to rush into hedging contracts. This project tries to understand this 

relationship in a practical way: how RBI monetary policy really shapes day-to-day and strategic decisions 

inside corporate treasury departments. 
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I chose this topic because, during my PGDM finance specialization, I saw how volatile interest rates and 

liquidity conditions made treasury management far more challenging and interesting than textbook theory 

suggests. From the liquidity surplus after demonetization and the pandemic, to the sharp rate hikes of 

2022-24, and the gradual easing in 2025, treasurers have had to constantly adapt. This chapter lays the 

foundation by explaining monetary policy, the evolution of RBI’s approach, and why treasury teams care 

so much about it. 

1.1 Monetary Policy: Meaning & Importance 

At its core, monetary policy is the central bank’s way of controlling the cost and supply of money in the 

economy. The RBI uses it mainly to keep inflation in check, support growth, maintain financial stability, 

and ensure banks have enough liquidity to lend. 

The main tools include the repo rate (the rate at which banks borrow from RBI), CRR, SLR, open market 

operations, and newer facilities like SDF. For businesses, these decisions translate into real money. A 25 

or 50 basis point hike in repo rate can increase loan EMIs, raise bond yields, make commercial paper 

expensive, and change the returns a company earns on its surplus cash. In short, monetary policy sets the 

environment in which treasurers operate. 

1.2 Evolution of RBI’s Monetary Policy Framework 

RBI’s approach has changed significantly over the decades. Before the 1990s, interest rates were largely 

decided by the government and credit was directed. The 1990s and 2000s brought liberalisation rates 

became more market-driven and tools like the Liquidity Adjustment Facility were introduced. 

The big shift came after 2016 with the formation of the Monetary Policy Committee and the adoption of 

flexible inflation targeting. This brought more transparency and predictability. Then came the 

extraordinary period of 2020-2025: massive liquidity injection and rate cuts during COVID, followed by 

aggressive tightening, and later a more balanced approach with innovative tools. These changes have made 

policy more responsive but have also increased the need for treasurers to stay constantly alert. 

1.3 Corporate Treasury: Role & Relevance 

Corporate treasury is no longer just a back-office function that pays bills. It now works like an internal 

bank managing daily liquidity, arranging funds at the cheapest cost, protecting the company from interest 

rate and currency swings, and earning decent returns on extra cash. Treasurers today sit in strategy 

meetings with the CFO and sometimes even the board because their decisions can save or cost the 

company crores. 

1.4 Why Monetary Policy Matters to Corporate Treasury 

Almost every treasury activity is linked to RBI policy. When the repo rate rises, bank lending rates and 

bond yields follow, making borrowing expensive. Tight liquidity pushes up commercial paper and 

certificate of deposit rates. Forex interventions affect hedging costs for companies with dollar exposure. 

In simple words, RBI decisions are like weather updates treasurers check them daily before deciding 

whether to borrow now or wait, fix rates or keep them floating, or hedge aggressively. 

1.5 Current Context (2023- 2025) 

The last few years have been particularly eventful. Global inflation forced RBI to raise rates sharply. 

Liquidity moved from surplus to deficit and back to moderate surplus. The rupee faced pressure, and many 

companies that had borrowed cheaply during low-rate periods now face higher refinancing costs. In this 

environment, treasurers who could read RBI’s signals correctly clearly had an advantage. 
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2. Objectives of the Study 

The main purpose of this research is to make the link between RBI policy and corporate treasury decisions 

easy to understand and useful for students as well as practicing finance professionals. 

Primary Objective: To study and explain how RBI’s monetary policy decisions shape corporate treasury 

choices regarding borrowing, liquidity, investments, and risk management. 

Specific Objectives: 

1. To outline the key tools and evolution of RBI’s monetary policy framework. 

2. To examine how changes in policy rates and liquidity conditions affect corporate borrowing and 

working capital management. 

3. To analyse the impact of monetary policy on treasury investment decisions and risk management 

practices, especially hedging. 

4. To provide practical insights and suggestions that treasurers can use in different policy cycles. 

 

3. Background 

3.1 Key Instruments of RBI Monetary Policy 

RBI has a rich toolbox. The repo rate is the most watched instrument. Other important ones include the 

reverse repo and Standing Deposit Facility for sucking out excess liquidity, CRR and SLR that control 

how much banks can lend, Open Market Operations for longer-term liquidity management, and newer 

variable rate facilities that allow finer control. 

3.2 Interest Rate Trends & Liquidity Cycle (2015- 2025) 

The decade saw clear cycles. The 2015-19 period was relatively stable with gradual easing. 2020-21 

brought record low rates and huge liquidity surplus due to the pandemic response. 2022-24 was a 

tightening phase with rates rising to control inflation. By 2025, we saw some rate cuts and liquidity 

normalisation. Each phase forced treasurers to change their playbook. 

3.3 Policy Transmission Channels 

Policy does not always affect the real economy immediately. It travels through interest rates, credit 

availability, liquidity, exchange rates, and expectations. Sometimes transmission is fast in bond markets 

but slow in bank lending rates something treasurers have to live with. 

3.4 Recent Policy Shifts (Post-Pandemic) 

After the pandemic, RBI moved from broad liquidity flooding to more precise, calibrated operations. 

Greater use of variable rate tools and better forward guidance has made the environment more dynamic. 

Treasurers now need to watch every MPC meeting and liquidity operation closely. 

 

4. Literature Review 

The relationship between central bank monetary policy and corporate financial decisions has been widely 

studied by economists and researchers across the world. In this chapter, I have reviewed key theoretical 

frameworks as well as India-specific studies to build a strong foundation for understanding how RBI’s 

policies influence corporate treasury operations. 

Internationally, one of the most influential works comes from Frederic Mishkin (2019), who explains in 

detail how monetary policy affects interest rates, credit availability, and overall economic stability. His 

analysis helps us understand why changes in policy rates eventually flow into corporate borrowing costs. 

Similarly, the classic work by Bernanke and Gertler (1995) on the “credit channel” of monetary policy 

transmission remains highly relevant. They showed how tightening by the central bank not only raises 
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interest rates but also reduces the willingness and ability of banks to lend, particularly affecting companies 

that rely heavily on bank finance for working capital. In their later paper (Bernanke, Gertler & Gilchrist, 

2000), they introduced the concept of the “financial accelerator,” which suggests that monetary policy 

shocks can get amplified through their impact on companies’ balance sheets and net worth. 

In the Indian context, several researchers have examined how well RBI’s policy signals actually reach the 

corporate sector. Acharya and Rajan (2020) highlighted that while financial markets respond quite quickly 

to policy changes, the transmission to actual bank lending rates is often slower and incomplete. This 

finding is crucial for treasurers because it explains why there is sometimes a lag between an RBI rate cut 

and actual reduction in borrowing costs. Mohanty (2012) and Patnaik and Kapur (2012) also studied 

interest rate transmission mechanisms in India and found that the repo rate has a significant influence on 

money market rates and bank pricing behaviour over time, though the speed varies. 

Indian researchers have provided valuable local insights. Bhattacharya, Patnaik, and Shah (2018) studied 

interest rate pass-through in India and pointed out several structural factors that slow down transmission, 

creating uncertainty for corporate treasurers. Sengupta and Vardhan (2021) specifically observed that 

during periods of monetary tightening, companies shift from short-term debt instruments like commercial 

papers to longer-term bonds to lock in rates. Gopinath (2020) and other studies on exchange rate channels 

are also relevant for companies with significant foreign currency exposure. 

More recent industry-focused reports add a practical layer to the academic literature. Deloitte’s 2023 report 

on corporate treasury functions notes that monetary policy awareness has become a core competency for 

modern treasurers. PwC (2023) similarly highlights how treasurers are increasingly using policy signals 

for funding strategy, liquidity planning, and risk management. Reports from the International Monetary 

Fund (2020) and RBI’s own publications (2022, 2024) further emphasise the role of liquidity management 

in influencing short-term funding costs and working capital cycles. 

Studies on derivatives usage (such as those by Kumar & Singh, 2025 and Sengupta & Vardhan, 2025) 

show that interest rate hedging activity increases significantly during periods of policy tightening and 

uncertainty. This aligns well with the risk-management aspect of treasury functions. 

Overall, the existing literature consistently points to three major themes: (1) monetary policy affects 

corporates through multiple transmission channels, (2) transmission in India is improving but still 

imperfect with noticeable lags, and (3) treasurers respond to policy cycles by adjusting borrowing patterns, 

liquidity buffers, and hedging strategies. This body of work provides strong theoretical and empirical 

support for the hypotheses of the present study and helps contextualize the findings from the 2015- 2025 

period in India. 

 

5. Research Hypotheses 

H1: Changes in RBI’s policy rates significantly influence corporate borrowing and funding decisions. 

H2: RBI-driven liquidity conditions have a significant impact on corporate working capital and cash 

management strategies. 

H3: Monetary policy movements affect corporate treasury investment and risk management decisions, 

including hedging behaviour. 

 

6. Research Methodology 

This is a secondary data-based descriptive and analytical study covering the period 2015 to 2025. Primary 

data collection through surveys was not feasible due to confidentiality issues in treasury departments. 
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6.1 Secondary Sources of Data Data has been collected from RBI Monetary Policy Reports, bulletins, 

annual reports, SEBI, stock exchange data, FIMMDA, CCIL, academic journals, and reports by Deloitte, 

PwC, BIS and IMF. 

6.2 Scope of the Study The study focuses on India, covers 2015-2025, and looks mainly at borrowing, 

liquidity/working capital, and risk management functions. 

6.3 Limitations of the Study Being completely secondary-data based, it may miss company-specific 

nuances. Results are generalised and the policy environment continues to evolve. 

 

7. Data Analysis Methods 

To make sense of the vast amount of secondary information collected, I used a mix of analytical 

approaches that allowed me to identify patterns, compare different periods, and draw meaningful 

conclusions. Since this study is purely based on secondary data, the focus was on descriptive, trend-based, 

and comparative techniques rather than complex econometric modelling. 

7.1 Descriptive Statistical Analysis 

I started with basic descriptive statistics to summarise the key monetary variables over the 10-year period 

(2015- 2025). This involved calculating averages, maximum and minimum values, and ranges for 

important indicators such as the RBI repo rate, AAA corporate bond yields, systemic liquidity as a 

percentage of Net Demand and Time Liabilities (NDTL), and the Weighted Average Lending Rate 

(WALR) of banks. 

These numbers helped paint a clear picture of how volatile or stable different variables were. For better 

understanding, I prepared a bar chart (Figure 8.1) showing the maximum, average, and minimum values 

of these variables. This simple but effective method made it easy to see the extent of fluctuations treasurers 

had to deal with during the decade. 

7.2 Trend Analysis 

Trend analysis was particularly useful to track how things evolved over time. I plotted the movement of 

the repo rate, corporate bond yields, and WALR on a line graph covering the entire study period (Figure 

8.2). This helped reveal clear cycles the sharp drop in rates during the pandemic, the steep rise between 

2022 and 2024, and the gradual easing in 2025. 

By observing these trends, it became possible to link specific policy actions with changes in borrowing 

costs and market behaviour. This method also showed how quickly (or slowly) policy changes got 

transmitted to the corporate sector. 

7.3 Comparative Evaluation 

One of the most insightful parts of the analysis was comparing different monetary policy phases. I divided 

the decade into four broad regimes: 

 Tight/Stable period (2015- 2019) 

 Accommodative phase (2020- 2021) 

 Tightening phase (2022- 2024) 

 Partial easing / Calibration phase (2025) 

Using a combination of bar and line charts (Figure 8.3), I compared systemic liquidity levels against short-

term borrowing costs (especially 3-month commercial paper rates) across these phases. This comparative 

approach clearly brought out how liquidity conditions act as a powerful amplifier of RBI’s policy stance. 

7.4 Qualitative Observation (Secondary-Based) 

Apart from numbers, I also looked at qualitative information from RBI reports, industry publications, and  
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market commentaries. A particularly interesting analysis was tracking the notional value of interest rate 

derivatives used by corporates (Figure 8.4). By comparing this with repo rate movements, it was possible 

to understand how policy uncertainty influenced hedging behaviour. 

This qualitative layer helped explain the “why” behind the numbers for instance, why treasurers became 

more cautious during tightening cycles or how they took advantage of easy liquidity periods. 

Overall, these four methods together provided a balanced view combining hard data with contextual 

understanding. While secondary data has its limitations, the combination of descriptive statistics, trends, 

phase-wise comparison, and qualitative insights helped test the hypotheses effectively and generated 

practical takeaways for corporate treasury management. 

 

8. FINDINGS 

After carefully analysing the secondary data spanning 2015 to 2025, several clear patterns emerged about 

how RBI’s monetary policy influences corporate treasury decisions. The findings are presented through 

descriptive statistics, trend analysis, phase-wise comparison, and qualitative observations. What stood out 

most was how sensitively treasurers respond to changes in policy rates and liquidity adjusting borrowing 

strategies, cash positions, and risk management almost in real time. 

8.1 Descriptive Statistical Analysis 

To get a bird’s-eye view of the decade, I examined key monetary indicators that directly affect treasury 

operations. The results are summarised in the bar chart below: 

 

 
Fig 8.1.1 Key Monetary Variables (2015-2025) 

Source: RBI, Trading Economics, and other reliable secondary financial databases 

 

AAA Corporate Bond Yield: Averaged 7.65%, fluctuating between a low of 6.00% and a high of 8.50%. 

This relative stability gave treasurers a reasonably predictable benchmark for long-term borrowing 

through the bond market. 

 Systemic Liquidity (% of NDTL): Averaged +0.90% but swung dramatically from a deficit of -2.00% 

to a surplus of +3.80%. These wide swings created periods of abundant cheap funds alternating with 

tight liquidity stress. 

 Repo Rate: Averaged 5.89%, with a low of 4.00% (pandemic period) and a high of 7.50%. This was 

the most actively used policy lever. 
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 Weighted Average Lending Rate (Outstanding Loans): Remained stubbornly high at an average of 

10.52%, ranging between 8.74% and 11.80%. This stickiness highlights the transmission lag that 

treasurers often complain about. 

These numbers clearly show that corporate treasurers operated in a highly dynamic environment where 

interest rates and liquidity conditions changed significantly over the decade. 

8.2 Trend Analysis 

Looking at how these variables moved over time reveals distinct cycles that treasurers had to navigate. 

 

 
Fig 8.2.1 Monetary Policy & Borrowing Costs (2015-2025) 

Source: RBI, Trading Economics, secondary  financial databases 

 

The repo rate fell sharply to 4% during the pandemic to support the economy and then rose aggressively 

from 2022 to combat inflation, before easing again to around 5.25% by late 2025. Corporate bond yields 

moved more smoothly and responded relatively quickly to policy shifts. In contrast, the Weighted Average 

Lending Rate on outstanding loans adjusted much more slowly, creating both challenges and opportunities 

for treasurers. 

During the low-rate periods (especially 2020- 2021 and 2025), many companies refinanced existing debt, 

issued bonds, and locked in favourable terms. When rates rose sharply in 2022- 2024, treasurers shifted 

focus toward conserving cash, reducing dependence on short-term commercial paper, and hedging interest 

rate risk more actively. The trend analysis confirms that policy rate cycles create clear windows of 

opportunity as well as periods of caution. 

 

8.3 Comparative Evaluation 

One of the most revealing parts of the analysis was comparing treasury conditions across different 

monetary policy phases. 
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Fig 8.3.1 Liquidity vs Short-term Costs by Policy Phase (2015-2025)  Accommodative vs Tightening 

Phases 

Source: RBI, Trading Economics, secondary financial databases 

 

 2015- 2019 (Tight/Stable Phase): Moderate liquidity and relatively higher short-term borrowing 

costs. 

 2020- 2021 (Accommodative Phase): Massive liquidity surplus (reaching ₹7- 8 lakh crore at peak) 

and very low commercial paper rates (around 4- 5%). Treasurers enjoyed easy and cheap access to 

short-term funds. 

 2022- 2024 (Tightening Phase): Liquidity turned neutral to deficit and CP rates rose to 7- 7.5%. 

Companies became cautious, shortened maturities in some cases, and focused on internal cash 

generation. 

 2025 (Partial Easing): Liquidity improved again and short-term rates moderated, giving some relief. 

This comparison clearly demonstrates that liquidity acts as a strong amplifier surplus liquidity makes 

policy easing even more effective, while deficits make tightening more painful for treasurers managing 

working capital. 

8.4 Qualitative Observation (Secondary-Based) 

Beyond numbers, market behaviour provided strong supporting evidence. 

 
Fig 8.4.1. Policy Tightening & Hedging Behaviour Repo Rate vs  Notional Value of Interest Rate 

Derivatives  (2018-2025)  

Source: Secondary market data  (CCIL, RBI reports, financial databases) 

 

During the low and stable rate period (2020- 2021), the notional value of interest rate derivatives remained 

relatively modest (₹30- 50 lakh crore). However, as the RBI began tightening policy in 2022, hedging 

activity surged sharply, crossing ₹90- 100 lakh crore in 2023- 2024. This clearly shows that treasurers 
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became much more proactive in protecting their companies from rising interest rate risk through swaps, 

options, and other derivatives. As rates started easing in 2025, hedging activity moderated somewhat. 

Overall Interpretation of Findings 

The analysis provides strong empirical support for all three hypotheses of the study. RBI policy rate 

changes significantly influence corporate borrowing and funding decisions (H1). Liquidity conditions 

heavily impact working capital and cash management strategies (H2). And monetary policy movements 

clearly drive changes in investment choices and hedging behaviour (H3). 

While transmission is stronger and faster in the bond and money markets, lags in bank lending rates 

continue to exist. Successful treasurers appear to be those who actively monitor RBI communications, 

maintain funding diversification, and adjust their strategies according to the prevailing policy cycle. 

These findings, drawn from reliable secondary sources, offer valuable insights even while acknowledging 

that real-life treasury decisions also depend on company-specific factors, industry dynamics, and 

management risk appetite. 

 

9. CONCLUSION & FUTURE LEADS 

This research journey has been both insightful and rewarding. Studying the impact of RBI’s monetary 

policy on corporate treasury decisions over the 2015- 2025 period has helped me truly appreciate how 

closely interconnected macroeconomic policy and corporate financial management are in real life. 

The last decade presented a full spectrum of monetary policy cycles from comfortable liquidity surplus 

and ultra-low rates during the pandemic years, to aggressive rate hikes between 2022 and 2024 to fight 

inflation, and finally the gradual calibration and partial easing observed in 2025. Through this study, it 

became clear that RBI’s decisions are not distant theoretical concepts. They directly influence how 

treasurers manage daily cash flows, decide when and how to borrow, protect the company from interest 

rate volatility, and deploy surplus funds. 

The findings strongly support all three hypotheses. Changes in policy rates clearly affect borrowing 

patterns (H1). Liquidity conditions play a major role in shaping working capital and short-term cash 

management strategies (H2). And monetary policy uncertainty significantly drives investment choices and 

hedging behaviour (H3). The sharp rise in interest rate derivatives during the tightening phase and the shift 

in funding preferences from commercial papers to longer-term bonds are practical examples of how 

treasurers adapt. 

One of the most important takeaways is that while policy transmission has improved over the years 

especially in bond markets and short-term instruments there are still noticeable lags, particularly in the 

adjustment of outstanding bank loans (WALR). This gap forces treasurers to be proactive, creative, and 

constantly alert to RBI signals, forward guidance, and liquidity operations. 

Corporate treasury has truly evolved from a support function to a strategic one. Treasurers who monitor 

monetary policy closely, maintain diversified funding sources, use derivatives judiciously, and build strong 

scenario-planning capabilities are better placed to protect their organisations and even create value during 

different policy cycles. 

However, like any research, this study has its limitations. Being entirely based on secondary data, it 

captures broad trends but may miss the nuanced, company-specific decision-making processes that happen 

inside treasury rooms. The findings are also generalised across sectors, whereas the impact can vary 

significantly between an exporter, a manufacturing firm, or an infrastructure company. 
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Future Research Directions 

There is still considerable scope to build on this work. Some promising areas for future research include: 

1. Primary Research: Conducting surveys and in-depth interviews with treasury heads, CFOs, and 

finance professionals across large corporates, mid-sized companies, and SMEs to understand their 

real-time decision-making process. 

2. Longitudinal Case Studies: Detailed case studies of 8- 10 companies tracking how they managed 

treasury functions across multiple policy cycles (easing → tightening → normalisation). 

3. Technology and Treasury: Exploring the role of fintech, real-time dashboards, AI-based forecasting 

tools, and automation in helping treasurers respond faster to RBI policy changes. 

4. Sectoral Analysis: Comparative studies across different industries for example, how export-oriented 

firms in Gujarat or Maharashtra manage combined interest rate and currency risks versus domestic 

infrastructure companies. 

5. Emerging Areas: Examining the intersection of monetary policy with climate finance, sustainable 

bonds, rupee internationalisation, and new RBI liquidity tools such as forex swaps and variable rate 

operations. 

6. Quantifying Hedging Benefits: Measuring the actual financial impact of hedging strategies on 

earnings volatility, interest costs, and overall corporate performance during volatile policy periods. 

7. Post-2025 Outlook: Extending the study period to cover 2026- 2030 to assess whether the recent 

improvements in policy transmission are sustainable or if old challenges reappear. 

8. Focus on Smaller Businesses: Special attention on how MSMEs, which often lack dedicated treasury 

teams, are affected by monetary policy shifts and what support mechanisms can help them. 

In conclusion, RBI monetary policy is a powerful force that shapes the financial destiny of companies in 

India. For students, researchers, and especially practicing treasury professionals, developing a deep 

understanding of these linkages is no longer optional it has become essential. I hope this study contributes, 

even in a small way, to that understanding and encourages more research in this practical and dynamic 

area of finance. 
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