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Abstract
The Government of India has cut the interest rates for small savings schemes – due to high interest rates banks are not able
to cut deposit and lending rates but the cut in interest has jolted investors.  Interest rates for senior citizens savings scheme
and public provident fund have cuts of 60-70 basis points. The five year recurring deposit has one per cent cut in interest
rate. If deposit rates comes down banks will cut their lending rates. The cut in interest rates has affected senior citizens, the
rates will be revised every quarter.
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Introduction
The Government of India has announced a cut in the interest rates for small savings schemes on March 18, 2016. This has
resulted in a reduction in the interest rates on all small savings schemes such as Public Provident Fund, Kisan Vikas Patra,
Senior Citizen Deposit Scheme and the like. This paper analyses the impact of interest rate cuts on various small savings
schemes in India. The high rates of small saving schemes were the reason why banks were not able to cut deposit and lending
rates.

Scope
The interest rate changes on the following schemes have been announced by the Reserve Bank of India:

a. Time Deposits
b. Recurring Deposits
c. Five Year Senior Citizens Savings Scheme
d. Five Year Monthly Income Scheme
e. Five Year National Savings Scheme
f. Public Provident Fund
g. Kisan Vikas Patra
h. Sukanya Samridhi account scheme

Objectives
The objectives of the study are-

 Impact on the savings of individuals
 Impact on debt fund investors
 Impact on corporate deposits

“The cut in the interest rate of small savings schemes has jolted investors. Though targeted schemes such as Sukanya
Samridhi Yojana and the Senior Citizens Savings Scheme and hugely popular Public Provident Fund have seen modest cuts
of 60-70 basis points. The interest rates on some other instruments have been cut by 100-130 basis points (100 basis points =
1%)”

Analysis of Interest Rate Changes on Various Small Savings Scheme
Table 1 reveals the interest rate reduction on various small savings schemes.

Table 1: Small Saving Schemes Interest Rate
(Percentage)

S. No Scheme Old Interest Rate New Interest Rate
1. 1 Year Time Deposit 8.40 7.10
2 2 Year Time Deposit 8.40 7.20
3 3 Year Time Deposit 8.40 7.40
4 5 Year Time Deposit 8.50 7.90
5 5 Year Recurring Deposit 8.40 7.40
6 5 Year Senior Citizen Saving Scheme 9.30 8.60
7 5 Year Monthly Income Account Scheme 8.40 7.80
8 5 Year National Savings Scheme 8.50 8.10
9 Public Provident Fund Scheme 8.70 8.10
10 Kisanvikaspatra 8.70 7.80(Will Mature In 110 Months)
11 Sukanyasamriddhi Account Scheme 9.20 8.60

Source: http://www.firstpost.com
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Table 1 has revealed that the interest rates for time deposits of one year, two years and three years which stood at 8.40 per
cent has been reduced to 7.10 per cent, 7.20 per cent and 7.40 per cent respectively. The five year time deposit which had
paid at 8.50 per cent, has been reduced to 7.90 per cent.

The five year recurring deposit has a cut off one per cent interest rate and now it is paid at 7.40 per cent.
The five year senior citizen savings scheme has a reduction of 0.70 per cent with the current rate at 8.60 per cent.
The five year monthly income scheme is now paid at 7.80 per cent after a reduction of 0.60 per cent.
The five year national savings scheme and the public provident fund schemes are now paid at 8.10 per cent.
The kisanvikaspatra has a reduction of 0.90 per cent and is now paid at 7.80 per cent.
The sukanyasamridhiaccount scheme has a cut in interest rate of 0.60 per cent and it is now paid at 8.60 per cent.
Further, earlier practice of charging small savings rate once in a year will now be reset every quarter.
“If deposit rates come down, banks will be able to cut their lending rates as well”.

Impact of Reduction in Small Savings Rates
I. Impact on Individual’s Savings
a) Public Provident Fund
“Though many investors are feeling devastated, the reduction in rates are not catastrophic. In fact, after adjusting for

inflation, the real rate of return for PPF investors will still be higher than what it was in 2009-10. Consumer inflation is down
to 5.91 per cent, while the PPF is offering 8.1 per cent a real return of 2.91 per cent. In 2009-10, PPF was offering 9.5 per
cent but 14.5 per cent consumer inflation meant a negative rate of return for investors”.1 Investors should focus on real rates
and not on the nominal rates.

b) Kisan Vikas Patra
Earlier the scheme promised to make the investment double in 100 months, but from April 1, 2016 the time limit was
extended to 110 months

c) Sukanya Samridhi Yojana
This scheme is meant for saving money for girl child. Even though the interest rate has been reduced, the investment under
the scheme remains tax exempt on maturity up to Rs. 150000 under section 80C of the Income Tax Act.

d) Senior Citizen Savings Scheme
This is a five year senior citizen savings scheme. The investment made under this scheme is taxable and also TDS applies to
it. However, one is eligible for deduction of up to Rs.150000 under section 80C.

e) National Savings Certificate
The five year NSC’s will have a rate cut from 8.50 per cent to 8.10 per cent. Investment in NSC’s will be tax exempt under
section 80C.

II. Impact on Debt Fund Investors
The prices of fixed income securities such as bonds are governed by the interest rates prevailing in the market. Interest rates
and prices of fixed income securities are inversely proportional. If the interest rates increase, the prices of fixed income
security decrease. Similarly, if the interest rates decrease, the prices of fixed income securities increase

III. Impact on Corporate Deposits
As per the RBI guidelines, banks cut their deposit rates. But, the corporate deposits are looking attractive for those companies
which are rated AAA. Corporate fixed deposits are offered at 9 per cent to 9.25 per cent. But, it is important to check the
company background and the business it is in.

Conclusion
The reduction in interest rates will worsely affect senior citizens who depend largely on the interest of fixed deposits and
small savings schemes. Investors in fixed income instruments are also worried a lot because banks have brought down their
deposit rates. The rates on small savings schemes will now be revised every quarter.
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