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Mumbai: You will get lower re-
turns on deposits in top-rated com-
panies in the coming months. 
Interest rates on deposits by large 
non-bank finance companies have 
been cut by 25-50 basis points in the 
last couple of  weeks, in line with 
the broader decline in returns from 
the fixed income segment.

The latest to cut deposit rates are 
HDFC Ltd, PNB Housing Finance 
and Shriram Transport Finance, 
which have slashed deposit rates by 
25 basis points (100 basis points is 1 
percent). Shriram Transport 
Finance is reducing its 3-year fixed 

de posi t  rates  from 8 .25% 
to 8%, while PNB Housing Finance 
will now offer 7.4% on its deposits as 
compared to 7.8% offered earlier.

“Over the past couple of  months 
there has been a flurry of  news with 
respect to decline in rates 
across the fixed income 
space,” said Ashish Shanker, 
head – Investment Advisory 
at Motilal Oswal Private 
Wealth Management. On 
Monday, the employees’ provident 
fund (EPF) scheme rates were cut to 
8.65% — the lowest in seven years — 
from 8.8%.

In the last couple of  years, rates on 
fixed deposits have fallen from 
9-10% to 7.5-8.25%.

With interest on other small sav-
ings products also likely to head 
down, many distributors are push-
ing investors to mutual funds. In 
equity mutual funds, they are as-
suring that returns could be in the 

range of  12% to 15%. In debt 
schemes, distributors said it 
could be as high as 10%.

As per AMFI data, income 
funds saw inflows of  ̀ 52,000 
crore and ̀ 18,000 crore in the 

last couple of  months, while gilt 
funds saw inflows of  `1,350 crore 
and ̀ 900 crore, respectively.

In the past one year, returns from 
the dynamic bond fund category 
was 13.36%. The income fund cate-
gory fetched 11.87%, while the gilt 

funds category returned 15.46%, as 
per Value Research. Three-year re-
turns from mid- and small-cap 
schemes was 25.73%. Last year, their 
returns were 9.5%.

Financial planners, however, ad-
vise investors against investing in 
mutual fund products based on 
past returns.

“Investors should always under-
stand the risk in the product. There 
is no guarantee of  returns in any 
mutual fund product,” says 
Gajendra Kothari, founder, Etica 
Wealth. He believes a fixed deposit 
investor has a very low-risk profile 
and should not invest in high-risk 
products both in the fixed income 
and equity space.

INTEREST RATES ON OTHER SMALL SAVINGS PRODUCTS ALSO LIKELY TO HEAD DOWN 

Go Long on MFs as Company FDs Disappoint 

Sanket.Dhanorkar@timesgroup.com

Mumbai: In a falling interest rate 
regime, the Employees’ Provident 
Fund Organisation (EPFO) has de-
cided to reduce interest rate on the 
EPF to 8.65%, from 8.8% earlier. This 
cut may leave the sala-
ried class feeling ag-
grieved, but financial 
planners maintain the 
EPF still remains 
among the better vehi-
cles for retirement 
savings in the fixed 
income space. Manoj 
Nagpal, CEO, Outlook 
Asia Capital, con-
tends investors are 
still better off  as the 
trend in interest rates suggested a 
sharper cut in EPF rate. “The EPFO 
has recommended the minimum 
cut when a sharper rate cut was on 
the cards,” he adds.

Since inflation fell faster than this 
small EPF rate cut, the real interest 
rates (i.e. over and above the infla-
tion) has widened further. This 
trend may continue in the future as 
EPF will continue to get priority 
treatment over other instruments in 
terms of  interest rates. And that is 

why financial plan-
ners like Suresh 
Sadagopan, founder, 
Ladder 7 Financial 
Services, says the 
EPF should remain 
one of  the key pillars 
to an individual’s re-
tirement funding.  
“The rate offered on 
the EPF is a market 
anomaly which is not 
likely to go away, as 

the government cannot lower it be-
yond a point, unlike bank fixed de-
posits,” says Sadagopan.

This cut in EPF rates comes at a 
time when the historical returns 

from National Pension System 
(NPS) have been robust. The gov-
ernment bond and corporate debt 
plans of  NPS have yielded around 
13.5 -18.5% over the past year. So 
should you ditch EPF and go for 
NPS? While some investors may be 
tempted to make the transition due 
to the high historical NPS returns, 
experts suggest investors not to do 
away with the EPF. This is because 
the higher return in NPS now is due 
to mark-to-market valuations, 

while EPF still values on cost basis. 
Nagpal says, “Both EPF and debt 
portion of  NPS will yield similar 
return over the long run. Besides, 
the NPS still has some issues relat-
ed to taxation and annuity.” The fi-
nal corpus from EPF is completely 
tax-free and guaranteed, while only 
40% of  the corpus is tax free for 
NPS. Besides, NPS subscribers 
have to buy taxable annuities (i.e. 
pension) from insurance using 40% 
of  the corpus.

INTEREST RATES ARE FALLING across the board, but debt investors don’t need to lose heart. EPF is still attractive 
and government savings bonds and mutual funds are likely to offer better returns going ahead

Why EPF is A Good 
Bet Despite Rate Cut  

Laurus Labs 
Ends up 12.3% 
on Debut Day

MUMBAI: Shares of 
Laurus Labs ended 
up 12.3% over its is-
sue price at 

`480.50 on its first day of trad-
ing on Monday. The stock 
opened at ̀ 490, at a 14.5% pre-
mium to the issue price of ̀ 428 
and hit a high of ̀ 498 intraday.  
Nomura India Investment 
Fund bought 7.35 lakh shares  
at an average price of ̀ 477.56. 
The Hyderabad-based compa-
ny’s ̀ 1,332-crore IPO was sub-
scribed 4.6 times earlier this 
month, with strong bidding 
from QIBs, whose portion was 
subscribed more than 10 
times. “At a price band of ̀ 426-
428, the issue is priced at 30.1x 
PE (post-issue; at upper end) 
for 1HFY17 annualised consoli-
dated EPS of ̀ 14.2 which ap-
pears fairly priced when com-
pared with peers,” said 
Motilal Oswal Securities in 
a pre-IPO note.  — Our Bureau

EPF Vs NPS

Final corpus from 
EPF is completely 
tax-free and guar-
anteed, while only 
40% of the corpus 
is tax free for NPS

MSCI India 644.11 0.83
MSCI EM 1803.7 0.48
MSCI BRIC 440.85 0.48
MSCI World 6893.05 0.08

Prices per Troy Ounce ($)

GOLD RATE

Nifty 50 8104.35 0.43
Sensex 26374.7 0.43

At 7 pm ISTValues in US $,  Gross

STOCK INDICES % CHANGE

*At 10.30pm, After adjusting for import duty, 
Indian spot gold lower by $7.02 to US Comex 
gold price on Monday. The premium on local gold 
is due to tight supply following import curbs.

US India

OPEN 1136.10 1245.83

LAST* 1140.00 1246.98
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Product best suited 

for conservative 

depositors, for whom 

safety is a priority 

Saikat.Das1@timesgroup.com

Mumbai: Amid dipping deposit 
rates, Government of  India Savings 
Bonds are attracting retail inves-
tors as these sovereign securities 
are mostly seen as a proxy for bank 
fixed deposits.

The bonds offer about 8% returns 
compared with benchmark 10-year 
government bonds, which trade at a 
yield of  less than 7%.

“Technically, the government 
savings bond is safer than bank 
fixed deposits,” said Anil Chopra, 
group CEO of  Bajaj Capital. “We 
can see increasing number of  in-
vestments coming into such 
schemes in the past one month. 
With the demonetisation drive, 
bank savings deposits are swelling, 
which need to be deployed in a 
place that will offer best possible 
assured returns. This is where the 
savings scheme makes sense.”

In the past month, fund flows to the 
scheme have surged, according to 
brokerages. One-month collections 
may have run into hundreds of  
crores of  rupees, equal to the sum 
garnered in all of  2015-16, according 
to some market estimates.

The 8% Government of  India 
Savings (Taxable) Bonds were in-
troduced in 2003 and are issued by 
the Reserve Bank of  India on behalf  
of  the government.

The bonds can be purchased at 
State Bank of  India and HDFC 
Bank branches as well as through 
brokerages and advisor firms. 
Besides individuals, recognised 
charitable trusts and Hindu 

Undivided Families can invest in 
the bonds.

“We are witnessing increased 
flows into the scheme,” said Vineet 
Arora, executive vice president at 
ICICI Direct, adding that the 8% 
rate is lucrative, especially when 
this is a sovereign security.

The scheme normally loses sheen 
whenever fixed deposit rates are 
higher.  Interest on the bonds is paid 
cumulatively or non-cumulatively. 
In the latter option, interest income 
is credited on the first day of  
February and August. Investments 
should be made in multiples of  

`1,000, which is the 
m i n i m u m 
amount. The cu-
mulative value of  
`1,000 at the end of  
six years will be 
`1,601. Interest in-
come is taxable.

“The benchmark 
yield will trend 
lower, bringing 

down overall rates for the next one 
year,” said Ajay Manglunia, execu-
tive vice president at Edelweiss 
Financial Services. “With this, inves-
tors still can earn handsome returns 
over a six-year period. The product is 
best suited for conservative deposi-
tors, who prioritise safety first.”

Bond gains are exempted from 
wealth tax, making it an attractive 
investment for wealthy investors, 
who bear the levy. Non-resident 
Indians are not eligible to invest in 
these bonds.

Investors Turn to 
GoI Savings Bonds 
as FD Rates Soften

The bonds can 
be purchased 
at SBI and 
HDFC Bank 
branches 
as well as 
through bro-
kerages and 
advisor firms
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