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OVERVIEW 
  

HIGHLIGHTS 

 Interest rates on small savings schemes, which are linked to Government security (G-Sec) yields, were reduced by a limited 20 basis 
points (bps) for the quarter starting April 1, 2017 relative to the quarter starting April 1, 2016, far short of the decline in G-sec rates 
from March 2016 to March 2017.  

 In the prevailing scenario of high inter-bank liquidity, the stickiness in small savings rates has not hindered the fall in banks’ deposit 
rates, unlike in previous phases of tighter liquidity. The limited decline in small savings rates has also made them relatively more 
attractive to bank deposits, which appears to be a relief for the banking system that is already flush with funds.  

 Given the continuing systemic liquidity surplus, liquidity management measures and rate action by the Reserve Bank of India (RBI) are 
likely to drive deposit rate cuts in the ongoing year, reducing the relevance of timely changes in the small savings rates for policy 
transmission. 

 Moreover, the relative attractiveness of the small savings rates is likely to help achieve the Government of India’s (GoI’s) borrowing 
target from this avenue (Rs. 1 trillion in FY2018), albeit at a higher rate than its market borrowings. 

 

Small saving schemes are categorised under three broad heads (i) postal deposits, comprising savings account, recurring deposits, time 
deposits of varying maturities and monthly income scheme (MIS); (ii) savings certificates, including National Small Savings Certificate (NSC) 
and Kisan Vikas Patra (KVP); and (iii) social security schemes such as public provident fund (PPF) and Senior Citizens‘ Savings Scheme (SCSS). 
These schemes offer an alternative to saving in banks, often at interest rates that tend to be higher than bank deposits of a comparable 
maturity. The higher interest rates offered by such schemes have at times been blamed for hindering transmission of monetary easing to 
bank deposit and lending rates, particularly during periods of tight liquidity. 

In 2012, interest rates on small savings schemes were linked to G-Sec yields. However, small savings rates were largely kept unchanged from 
April 1, 2014 to March 31, 2016, with a mild upward revision by 10 bps for only two schemes, 5-year SCSS and the Sukanya Samriddhi 
Account Scheme. Subsequently, the Ministry of Finance reviewed the interest rates for various small savings schemes in Q4 FY2016. The 
spreads accorded to some of the schemes (with social security objectives or deposits of longer terms) over G-sec rates of comparable 
maturity were left unchanged. However, the 25 bps spread for other schemes (1-, 2- and 3-year term deposits, KVPs and 5 year recurring 
deposits) was removed from April 1, 2016. As a result, interest rates across various schemes (except savings deposits) were reduced by a 
significant 40-130 bps, for the quarter starting April 1, 2016, relative to the prevailing rates. Notably, from April 1, 2014 to March 31, 2016, 
the RBI reduced the repo rate by 125 bps.  

Moreover, the GoI decided to reset the interest rates on these schemes every quarter, rather than the prevailing annual recalibration. The 
small savings scheme interest rates were linked to the average G-Sec yields of corresponding maturity in the trailing three months, which was 
expected to make them more market-aligned. The more-frequent resets of small savings rates were also expected to reduce their 
attractiveness relative to bank deposit rates, and thereby aid transmission of monetary easing to bank deposit and lending rates. 
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However, the extent of reduction in interest rates on all such schemes (except savings deposits, which have been kept unchanged at 4.0%) for the quarter starting April 
1, 2017 relative to the quarter starting April 1, 2016, has been limited to 20 bps, far short of the decline in G-sec rates from March 2016 to March 2017. For instance, 
the G-Sec yields on 1-year, 5-year and 10-year bonds have declined by around 100 bps, 77 bps and 68 bps, respectively, from March 2016 to March 2017. The 
considerable reduction in G-sec yields is partly on account of the 50 bps cut in the repo rate by the Central Bank over the last year, as well as the rise in banks’ demand 
for such instruments following the note ban, which has led to a sharp rise in bank deposits amid limited avenues for lending. As of March 17, 2017, year-on-year (YoY) 
growth of banks’ deposit and non-food credit stood at a divergent 13.0% and 5.1%, respectively, contributing to an average liquidity surplus of more than Rs. 4.3 trillion 
being absorbed by the Central Bank through overnight and term reverse repos in the month of March 2017.    

Compared to the 50 bps reduction in the repo rate over the course of FY2017, banks have cut deposit rates by a sharper extent following the aforesaid surge in liquidity. 
For instance, the 365-day median deposit rate of scheduled commercial banks has come down by 80 bps since April 2016, out of which 40 bps has been in the 
aftermath of demonetisation of high denomination currency notes, which began on November 8, 2016. Moreover, deposit rates over a variety of longer tenures have 
come down by 100-200 bps across banks during FY2017. In the prevailing scenario of excess inter-bank liquidity, the stickiness in small savings rates has not hindered 
a fall in banks’ deposit rates, unlike in previous phases of tighter liquidity. The limited decline in small savings rates has also made them relatively more attractive, 
compared to bank deposits, which appears to be a relief for the banking system that is already flush with funds.  

Given the systemic liquidity surplus, liquidity management measures and rate action by the RBI are likely to emerge as the key drivers of deposit rate cuts in the 
ongoing year, reducing the relevance of timely changes in the small savings rates for policy transmission.  

Moreover, the relative attractiveness of the small savings rates is likely to help achieve the GoI’s borrowing target from this avenue (Rs. 1 trillion in FY2018), albeit 
at a higher rate than its market borrowings. Nevertheless, if the planned borrowing through small savings is completed, it would help prevent a rise in the dated 
gross market borrowing programme of the GoI of Rs. 5.8 trillion for FY2018, reducing the upward pressure on G-sec yields. 

  

Chart 1:  Movement in interest rates on certain small savings schemes               Chart 2:  Movement in repo rate, 1 year G-sec yield and 1 year median deposit rate 

 
Source: Ministry of Finance, GoI; RBI; Bloomberg; ICRA research 
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