SHRUTI SRIVASTAVA

THE GOVERNMENT S announcement
that intere &t ratesoffered by a range of
small saving schemes would be reviewed
in the walce of the RBI repo rate cut has
reignited the debate on the impact that
such schemes have on the lending rates
of banks. Experts, however, are clear.
Going forward, those inve sting insmall
savings scheme should be prepared for a
lower-interest-rate regime as inflation
takes a slide and banks prune their
lending rates commensurately.

Even though rates on small saving
schemes have been linked to vields on
government securities of comparable
maturity, ex perts said that the interest
rates on these savings need tobe
rationalised toreflect the economicshift
inwake of declining inflation. The
consumer price index (CPl) stood at 3.66
per centduring the month. This is within
the comfort zone of Reserve Bank of
India, which has set a target of & per cent
for 2016. The banks have for long been
arguing that the transmission of
monetary policy easing has not
happened sofar due to high small savings
rates. The RBlhasreduced rates by 125
bps to a four-and-a-half-yearlow of 6.75
per centwhile banks have transmitted
only up to70bps in their base rate. This is
because, banks argue, high rates on small
savings schemes run by the government
makce their fixed deposits uncompetitive
andinturn does not allow them to
reduce the cost of borrowing.

While the leading banks are currently
offering 7-8 per centinterest rate ona
five-year fixed depositofless thanRs 1
crore, small savings command rate
ranging between 8.4-9.3 per cent, making
itdifficult for banks to reduce deposit
rates. Hence, the reluctance to transmit
the policy rate cut by RBI to borrowers.

“The weak transmission until recently
hasled to the banks citing higher small
savings rate as one of the key hindrances
for them to lower their deposit rates that,
in turn, will allow them telower the
lending rates. Small savings directly
compete with bank deposits for
household savings. The de posit growth
hasbeen correcting sharply since FY'15
essentially due to negative real rates of
return. Remember, consumerinflation
hadstubbornly remained elevated
between 8-10 per cent during FY'11 to
FY14.5ince January 2014, thereal rate has
turned positive, which with a lag will
supportdeposit growth. With improved
alignment of small savings rate to market
rates, banks will be better place for
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lowering their deposit rates without
seriously affecting mobilisation,”
Shubhada Rao, chief economist, Yes
Bank, told The Indian Express, adding
that banks arethe largest
intermediaries of domestic savings.

Small saving schemes and
rationalisation

In July 2010, the government had
constituted an expert committee led by
REI'sthen deputy governor Shyamala
Gopinath for a comprehensive review of
the National Small Savings Fund{NSSF),
which indudes Post Office savings
account, Post Office time deposits( 123
and 5 years), Post Office recurring
deposits, Post OFfice monthly account,
senior citizens savings scheme, National
Savings Certificate { VIII-Issue and IX-
Issue), Public Provident Fund, Kisan Vikas
Patra and Sukanya Samriddhi Account.

ltwas asked to review the existing
parameters for the small saving schemes
in operation and recommend steps to
make them more flexible and market
linked. Among ather things, the
committee recommended
benchmarking the interest rates on small
savings schemes to the vield on
government bonds with a spread of 25
basis points, to be revised annually.

However, the time has come where
smallsaversshould be prepared to get
lower returns on their deposits, Rajiv
Kumar, former secretary general of Ficei,
who was a part of the Gopinath
Committee, said that. “"Governmentcan't
and should not offer such high rates. The
notion that small savers are from
deprived section is misplaced. The scale
does not matter, the margin does,” he
said while ruling out any impact of the
reduction in rates on the savings
behaviour of people.

According to the governmentdata,
while the outstanding balance under all
Mational Savings Schemes and Saving
Certificates in Post Office stood at over
Rs 6,15,021.56 crore as on March 31, 2014,
aggregate bankdeposits were Rs
7705560 crore in the same period. The
aggregate bankdeposits stood at
Rs 85,33,290crore in 2014-15,

Impact of review on
small savers

Madan Sabnavis, chief economist,
CARE ratings, cautioned that the overall
savings behaviour of people may get
impacted if the rates are lowered. " If vou
lookat small savings, they have not been
moving up. Funds don't get transferred
from one bank to the other only on the
basis of high rates. Small savings is more
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Investors in small savings

should getready for a

lower interest rate regime as
inflation takes a slide and banks
prune their lending rates to

stay competitive
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SCHEME INTEREST RATE

Post office savings account 4% perannuim on
individual joint accounts

5-Year Post Office RD Account 8.4% per annum

quarterly compounded

Post Office Time Deposit Account

1vearAfc 8.40%
2yearAfc 8.40%
Iyear Ajc B.A0%

Account Scheme

Post Office Monthly Income

Syear Ajc 8.50%
8.40% per annum

payable monthly

Interest payable annually but
calculated quarterly; period
rates —

Fund Account

Senior Citizen Savings Scheme

15-year Public Provide nt

9.3% per annum
payable from the date of de posit

of March 31/ Sept 30/

December 31 in the first instance
and thereafter, interest shall be
payable on March 31, June 30,
September 30 and
December 31

8.70%

National Savings Certificates

8.5% compounded six monthly

(NSC)— SyearsNSC{VIll Issue)  but payable at maturity
10years NSC (IX Issue) 8.80% compounded six
monthly but payable at maturity
Sukanya Samriddhi Accounts  9.2% per annum calculated on
yearly basis, yvearly compounded
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of arural phenomenon. Banks feel \\_ Won N
disadvantaged because of the high rates ol 3 Y
offered by the small savings scheme but | Vo
don't think that is happe ning. Rationali- N
sation is though needed as there are S RN S
schemeswith nolimits and the govern- \. MORY A
mentis paying highercost,” he said. TR WL 1
Another fallout, as pointed out by T
Abizer Diveanji, partner and national :
leader, finandal services, EY, is that if the L
rates are revised downwards, people |
investing in such schemes may get lured
by dubious or ponzi schemes that
promisetooffer astronomical retums,
However, financial inclusion is unlikely to
be adversely impacted as it is behaviour
driven and notrate driven.
“This indicates that the government
does notwant people to save rather they
want them tospend. The government
wants the country to move towards
consumer economy. What incentives will
people have if they reduce the rates,”
CM leader and Rajya Sabha member D
Raja said. DL S5achdev, national secretary, PROFILE DF SAVINGS BANK SCHEMES
Alllndia Trade Union Congress said: “We i S T fi s -
will not allow the finance minister to NAME OFSCHEME | NUMBER OF ACCOUNTS | OUTSTANDING BALANCE
intervene in interest rates at the level of Fyi3 FYid Fyi3 Fyid
employees’ provident fund.” -
Savings Accounts ' 125323400 | 133501670 | 37792781 4,29 590,06
The way forward RD Accounts 93898145 |110599553 | 67964081 | 74150807
The government has budgeted | ™ .
Rs 22,408 crore from small savings to '[Dﬁcr:m "E 1‘"‘99"]5'.1 _1,_41-1&:20 3‘3.&0?1'9.5 M?IH"H =
meet its budget deficit. Also, reducing the MIS Accounts 22886528 (22017179 | 201785526 | 202083596
rates significantly will not be easy as it MNSS Accounts(87 £92) | 348636 3,31.869 4252241 4149454
m:j:-,fdg [lllitf{llhglhﬂtmnw ":Jlo 20}*11) fxﬂi PPF Accounts 1374661 | 241,817 41120224 | 45607650
m ,Es 'E| Im 'Dg'E'I‘iE'I‘B mo = — - HELEER LS e of A 3 ==t =
money. While the smallsavings schemes Sr.Citizens Saving 1085831 10,67,752 24052818 22491359
may give lower retums going forward, Scheme {_SE:'
people wouldstill have options toinvest Cumulative Time 30541 269,445 238 5686
in tax-free bonds and corporate deposits Deposit
which offer stable and hizher rafes, Fixed Deposit 7899 516 241,98 24198
finandial planner Vishal D hawan said. ~—Fr - : e e e e
He added that those investing inthese | oc VIl SAURASE | SaEA5
schemesneed stability and predictability KvP 118378433 | 106757575
and corporate depositsfitinto their Total 2574209562 | 284446122 | G031,66697 | 615018462
needs.

* Ouebstadi ng balamce of MGNREGA acoownts is incheded inowtstard ing balmice of smvings acoioes




