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- Govt hikes small savings
rates by up to 40 basis pts

Times NEws NETWORK

New Delhi: Your investments
in small savings schemes such
as Public Provident Fund
(PPF) and National Savings
Certificate (NSC) will fetch hig-
her returns from October 1 as
the government has announ-
ced an increase in interest ra-
tes by up to 40 basis points (100
bps =1percentage point).

The hike is in line with the
rising interest rate trend
across the economy with
banks deposits and govern-
ment securities fetching hig-
her returns. A few years ago,
thegovernment had opted fora
market-linked rate regime for
small savings schemes, which
were earlier under the admini-
stered rate mechanism.

The increase is expected to
cheer upsectionsof themiddle
classcomplainingabout thead-
verse impact of higher fuel pri-
ces, which are expected to push
up inflation in the coming
months. “There is some reason
to cheer for those looking at sa-
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fer investment options such as
PPF or senior citizens scheme.
This will ensure some protec-
tion from inflation. But someo-
ne who is invested in equities
should not switch because it
will still offer higher returns in
the long run,” said financial
analyst Surya Bhatia.

Along with the tax benefit
available onsomeof theinstru-

ments, returns will be higher
than what is on offer. For in-
stance, PPF deposits not only
come with the advantage of get-
ting you a tax exemption of up
toRs1.5lakhayear, buteventhe
returns and the maturity value
are exempted from tax. So, for
someone in the 30% tax brack-
et, the returns would add up to
10.4% a year. At present, SBI of-

fers 6.85% on 5-10 year fixed de-
posits, with an additional halfa
percentage point for senior citi-
zens. But it is less attractive as
the interest earned is taxable.
With interest rates falling
during the last few quarters,
PPF and other instruments of-
fered lower returns than earli-
er. Analysts expect a pickup in
inflows into small savings sche-
mes following the latest hike.
“Increased rates will benefit
small investors and it will push
investments, especially in PPE,
as it enjoys EEE (exempted at
all stages) status under the in-
come tax law,” said Taxmann’s
Naveen Wadhwa. With interest
ratesexpected toriseduetohig-
her oil prices and a weaker ru-
pee, small savings schemes will
provide an attractive alternati-
ve to bank deposits in coming
months, feels ICRA. This sho-
uld help the government gar-
ner a higher net amount from
the National Small Savings
Fund (NSSF), than the budge-
ted Rs 1 lakh crore during the
currentfinancial year.



