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🎤
INTERVIEW ANGLE

"Should small savings interest rates be fully market-linked to G-sec yields, and what are the
political economy constraints on doing so?"

🗞️  WHY IN NEWS

The Ministry of Finance kept interest rates on small savings schemes unchanged for the eighth consecutive

quarter (Q4 FY2026: January–March 2026) — the longest stretch without revision since the market-linked

rate framework was introduced in 2016. The PPF rate remains at 7.1%, Sukanya Samriddhi Yojana at 8.2%,

and the Senior Citizens Savings Scheme at 8.2%.

SMALL SAVINGS IN INDIA’S FINANCIAL ARCHITECTURE

Small savings schemes — Post Office deposits, Public Provident Fund (PPF), National Savings Certificate

(NSC), Sukanya Samriddhi Yojana (SSY), Senior Citizens Savings Scheme (SCSS), Kisan Vikas Patra (KVP) —

are among the oldest financial instruments in independent India. They serve simultaneously as:

Household savings vehicles — particularly for middle-class and lower-middle-class households

without sophisticated investment access

Government borrowing instruments — flows from small savings schemes go into the National

Small Savings Fund (NSSF), which lends to state governments

Social policy tools — SSY specifically incentivises household investment in girl children’s education;

SCSS provides predictable income for senior citizens

The total outstanding balance in small savings schemes exceeds Rs 25 lakh crore — a figure that rivals the

banking system’s term deposit base for stable household savings. Understanding how government sets these

rates, and why, is a question of political economy as much as financial theory.
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THE MARKET-LINKAGE FRAMEWORK — THEORY VS. PRACTICE

In April 2016, the Shyamala Gopinath Committee recommendations were implemented: small savings rates

would be reviewed quarterly and would be linked to Government Securities (G-Sec) yields of

comparable maturities, with a markup of 25–100 basis points above equivalent G-Sec yields as a floor (to keep

small savings attractive).

The formula in theory:

PPF (15-year): Linked to 10-year G-Sec yield + 25 basis points

NSC (5-year): Linked to 5-year G-Sec yield + 25 basis points

SSY: Linked to 10-year G-Sec yield + 75 basis points

SCSS: Linked to 5-year G-Sec yield + 100 basis points

The formula in practice: The 8th consecutive quarter without revision reveals a fundamental breakdown

between the formula and political reality. The 10-year G-Sec yield has fluctuated between 6.8% and 7.4%

during this period. A strictly formula-based approach would have required several rate adjustments — upward

when yields rose, downward when they fell. Instead, the government has kept rates frozen.

WHY RATES ARE NOT BEING CUT

1. Political economy of the middle class:

PPF and NSC savers are predominantly urban middle class and government employees — a politically

significant constituency. Any reduction in PPF rates below 7% is politically toxic, particularly before or after

election cycles. The 2016 attempts to link rates to markets triggered significant pushback; the government

repeatedly exercised discretion to not cut rates even when formula-dictated cuts were warranted.

2. The SSY and SCSS political insulation:

Sukanya Samriddhi Yojana (8.2%) and Senior Citizens Savings Scheme (8.2%) are explicitly women and

senior-citizen targeted — reducing these rates creates optics problems disproportionate to the fiscal benefit.

These two schemes function as social policy commitments that governments are reluctant to revisit.

3. The state government borrowing dimension:

The NSSF (National Small Savings Fund) is a key lender to state governments. As of FY2025, approximately 14

states borrow from NSSF at rates of 7.5–7.6% (slightly above the small savings portfolio average). If the

government were to cut small savings rates significantly, it would also implicitly reduce NSSF lending rates to

states — which could be welcome to fiscally stressed states but creates its own accounting complications for

the central government.

4. The inflation context:
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India’s retail inflation (CPI) has ranged from 4.5% to 6.5% over recent quarters. When PPF offers 7.1% and

SSY offers 8.2%, real returns are positive — meaningful for households in a country where real returns on

bank deposits have often been negative. Cutting these rates in an environment of 5%+ inflation would create

negative real returns and risk channel disintermediation (households moving savings to equities or gold).

THE OPPORTUNITY COST: BANK DEPOSITS VS. SMALL SAVINGS

The 8-quarter rate freeze has created an interesting structural tension:

Bank deposit rates have risen: Following the RBI’s 250 basis points of rate hikes (May 2022–February

2023), bank Fixed Deposit rates rose to 7%–7.5% for 1–3 year deposits in major banks. This made bank FDs

competitive with small savings for the first time in years.

Small savings outperformance is eroding: Historically, small savings offered a significant premium over

bank deposits (150–200 basis points). That premium has narrowed. If the RBI cuts rates significantly in

2025–2026 (as widely anticipated), bank FD rates will fall — and small savings may again look attractive by

comparison without any change in their rates.

The implicit cross-subsidy: By not cutting small savings rates in line with falling market rates, the

government is effectively providing a cross-subsidy to savers. This is fiscal spending by another name — it

costs the NSSF higher borrowing costs, which ultimately flow through to state government borrowing costs or

are absorbed by the Centre.

FINANCIAL INCLUSION AND THE STRUCTURAL ARGUMENT

The debate over small savings rates cannot be separated from India’s financial inclusion architecture.

The Post Office network — over 1.56 lakh post offices — is the largest financial services distribution

network in India, with disproportionate reach in rural and semi-urban areas where banking penetration

remains incomplete.

For a household in a small town with no mutual fund distributor or financial advisor, the Post Office recurring

deposit, NSC, or MIS (Monthly Income Scheme) is the accessible savings instrument. Reducing returns on

these instruments has distributional consequences beyond the aggregate fiscal calculation.

The DoP-SIDBI MoU signed recently (using 1.64 lakh post offices for Udyam Assist verification of informal

micro-enterprises) illustrates how the postal network’s financial reach extends beyond savings instruments —

it is a public financial infrastructure asset that the rate debate must account for.
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REFORM AGENDA: WHAT SHOULD CHANGE

1. Full market linkage with automatic adjustment: The quarterly rate reset should be automated, not

discretionary. If formula-based adjustments happen automatically (like the linked MCLR framework for bank

lending), the political economy of “cut/no-cut” announcements disappears. The government should commit to

an automatic rate formula that triggers changes without ministerial discretion.

2. Differentiate by income: The current system applies the same rate to PPF regardless of the depositor’s

income. A progressive rate structure (higher returns for smaller balances, lower for large balances) would

better target the subsidy toward those who need it.

3. Separate social policy from savings instruments: SSY and SCSS have explicit social objectives (girl

children, senior citizens). Their rates should be evaluated on social policy grounds, not purely market-linkage

logic. Consider providing the social subsidy transparently — through a direct benefit component — rather than

through above-market rates that benefit large-balance depositors disproportionately.

4. Pension integration: SCSS (currently 8.2%, 5-year term) provides a lifeline for senior citizens without

pension income. Integrating it with the National Pension System framework or developing a dedicated Senior

Citizen Savings Bond with long-duration options would address the retirement savings gap more

systematically.

UPSC RELEVANCE

Prelims: Small savings schemes (PPF 7.1%; SSY 8.2%; NSC 7.7%; SCSS 8.2%; KVP 7.5%; Q4 FY26 Jan–Mar

2026); NSSF (National Small Savings Fund — channels savings to state governments); Shyamala Gopinath

Committee (2016; introduced quarterly G-Sec-linked rate framework); Post Office network (1.56 lakh post

offices; India’s largest financial distribution network).

Mains GS-3: Small savings schemes: architecture, reform, and fiscal implications | Market-linked vs.

administered interest rates — political economy constraints | Financial inclusion and the Post Office network |

NSSF and state government borrowing: fiscal federalism dimensions | Household savings behaviour and real

interest rates.
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📌  FACTS CORNER — KNOWLEDGEPEDIA

SMALL SAVINGS SCHEMES — KEY RATES (Q4 FY26: JAN–MAR 2026):

NSSF (NATIONAL SMALL SAVINGS FUND):

RATE-SETTING FRAMEWORK:

SMALL SAVINGS TAX STATUS (PPF):

POST OFFICE NETWORK:

OTHER RELEVANT FACTS:

Sources: PIB, Mint, Ministry of Finance

PPF (Public Provident Fund): 7.1% p.a. (15-year tenure; tax-free; EEE status)

NSC (National Savings Certificate): 7.7% (5-year; compounded annually; TDS-exempt but taxable)

SSY (Sukanya Samriddhi Yojana): 8.2% (girl child; age 0–10 on opening; matures at 21)

SCSS (Senior Citizens Savings Scheme): 8.2% (5+3 year; quarterly payout; only for 60+)

KVP (Kisan Vikas Patra): 7.5% (doubles in ~115 months)

Post Office Time Deposit (5-year): 7.5%

Post Office RD (5-year): 6.7%

MIS (Monthly Income Scheme, Post Office): 7.4% (5-year; monthly payouts)

Created: 1999; managed by Ministry of Finance

Function: Pools all small savings deposits; lends to state governments + Centre

States that borrow from NSSF: ~14 states regularly (Uttar Pradesh, Rajasthan, West Bengal, MP among largest)

Rate: Approximately 7.5–7.6% to state governments (above small savings portfolio average)

Introduced: April 2016 (Shyamala Gopinath Committee recommendation)

Linkage: G-Sec yields of comparable maturity + 25–100 basis points

Review: Quarterly (but government has discretion to not change)

Q4 FY26: 8th consecutive unchanged quarter (last revision was Q4 FY24)

EEE (Exempt-Exempt-Exempt): Contributions deductible under Section 80C; interest tax-free; maturity
proceeds tax-free

Section 80C limit: Rs 1.5 lakh per year (PPF contributions eligible)

Total post offices: ~1.56 lakh

Rural post offices: ~89% of total (largest rural financial network in India)

India Post Payments Bank (IPPB): Uses post office network for banking services

Sukanya Samriddhi Yojana: Launched January 22, 2015 (Beti Bachao Beti Padhao); deposits for girls up to age
10; withdrawal at 18 (50%) or 21 (full)

SCSS minimum deposit: Rs 1,000; maximum Rs 30 lakh (combined across accounts)

G-Sec yield (10-year benchmark): Ranged 6.8%–7.4% in 2024–25; anchor for small savings formula

RBI rate hike cycle: 250 basis points May 2022–February 2023; pause since February 2023; cuts anticipated in
2025–26
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