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Abstract: Investments are a major area of study in the financial world. The role of an investment agent or 

portfolio manager is being scrutinized for following the unsaid principles laid in the industry and 

henceforth known as investing principle. A common man is majorly looks towards a bank for the safety 

of their investments. The sense of security here is largely responsible for the same. 

 

 This paper will introduce what, for many investors, may be a new way to think about bank 

securities. It will start with basic precepts, discuss common tools for asset allocation and some of their 

weaknesses, especially with respect to bank securities, and then discuss the emerging practice of major 

banks and how they are performing. 

 

 Fixed deposits remain the most popular instrument for financial savings in India. They are the 

middle path investments with adequate returns and sufficient liquidity. There are mainly two avenues for 

parking savings in the form of fixed deposits. The most common are bank deposits. For nationalized 

banks, the yield is generally low with a maximum interest of 5%-5.5% per annum for a period of three 
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years or more. As opposed to that, NBFCs and company deposits are more attractive. The idea is to select 

the right company to minimize the risk. Company deposits as a saving instrument have declined in 

popularity over the last three years. The major reason being the slowdown in economy resulting in default 

by some companies. 

 

 All that is likely to change for the better. Corporate performance is likely to improve and stricter 

control by RBI should improve NBFCs record. But still the investor needs to be selective and careful 

while he makes a selection of the fixed deposit. The term "fixed" in fixed deposits denotes the period of 

maturity or tenor. Fixed Deposits, therefore, presupposes a certain length of time for which the depositor 

decides to keep the money with the bank and the rate of interest payable to the depositor is decided by this 

tenor. The rate of interest differs from bank to bank and is generally higher for private sector and foreign 

banks. This, however, does not mean that the depositor loses all his rights over the money for the duration 

of the tenor decided. The deposits can be withdrawn before the period is over. However, the amount of 

interest payable to the depositor, in such cases goes down which is charged as a penalty for premature 

withdrawal made by the investor. Moreover, as per RBI regulations no interest is paid for any premature 

withdrawals for the period 15 days to 29 or 15 to 45 days as the case may be.   

So the main problem with the fixed deposits is that of liquidity and withdrawal in case of need by 

the investor. But again the investor can be quite sure about the returns that he would get from the 

investment in the fixed deposits. So fixed deposit remains the choice of the conservative investors who do 

not have much of liquidity requirements. Presently we see a lot of fall in the interest rates offered by the 

banks but the Indian investor is not that enterprising and so a lot of investors still prefer to invest in bank 

FD’s rather than any other form of investment.  

The current rates that are being offered by the banks vary from 3.25% to 6.25% that is much less 

than what is paid by the other areas of investment. So the banks have started offering various schemes 

related to fixed deposits. The banks offer regular income scheme under the fixed deposits. Under these 

schemes the interest is credited regularly to the investors account and the investor can thereby withdraw 

the amount as per his requirement. So the fixed deposits offer certain amount recurring income to the 

investor. Certain banks also offer loans against these deposits as well. 
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To state a few Punjab National Bank has large number of fixed deposit schemes and hence the 

investor is offered a wide choice to select the scheme according to his need. Like Anupam Account 

Scheme, Multi Benefit Fixed Deposit Scheme. Canara Bank offers loan against deposits and also allows 

part withdrawal from the deposit as and when needed.  Union Bank of India also a large number of 

deposit schemes under fixed as well as recurring deposits. Hence the banks are making efforts to attract 

the investors’ money and have been successful to large extent.  

There is only slight variation in the interest rates offered by the banks on these deposits. Some of 

them, which were a part of study during its course, have been stated below. Rates offered by Union Bank 

of India are differentiated on the amount of deposits. The rates are as follows: 

FIXED DEPOSIT RATES OFFERED BY UNION BANK OF INDIA 

 Amount of Deposit (% p.a.) 

 PERIOD Less than Rs. 15 Lacs Rs. 15 Lacs& above Rs. 1 crore& above 

 07 - 14 days 3.50 4.00 4.00 

 15 - 45 days 4.25 4.25 4.25 

 46 - 90 days 4.50 4.50 4.50 

 91 - 179 days 4.75 4.75 4.75 

 180 days < 1 year 5.00 5.00 5.00 

 1 year < 2 years  5.25 5.25 5.25 

 2 years < 3 years 5.50 5.50 5.50 

 3 years < 5 years 5.75 5.75 5.75 

 5 years and above 6.25 6.25 6.25 

Canara Bank has an absolutely same rates list. But there a clear distinction has not been made in 

the amount of deposit. Rates are same for all amounts of deposit. 

State Bank of India has a bit different rates being offered and some additional benefits as well. 

FIXED DEPOSIT RATES OFFERED BY STATE BANK OF INDIA 
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PERIOD %p.a. 

7 days to 14 days 3.00 

15 days to 45 days 4.00 

46 days up to 179 days 4.50 

180 days to less than one year 5.00 

1 year to less than 3 years 5.50 

3 years to less than 5 years 5.75 

5 years and above 6.25 

The rate of interest on deposits of Senior Citizen under Senior Citizen Deposit Scheme under 

Domestic pay additional Interest of 0.50% p.a. for maturity periods of 1 year and above upto 5 years and 

0.25%for maturity period of 5 years and above. 

RISK ANALYSIS OF FIXED DEPOSITS 

As far as the risk involved in investing in fixed deposits is concerned there is hardly any risk 

involved. Neither there is risk of loss of capital nor there is risk regarding the current earnings. But this 

safety is limited to bank fixed deposits only. Corporate fixed deposits carry a certain degree of risk. A lot 

depends upon the performance of the company. If an investors desires to have a corporate fixed deposit 

then it is necessary to work on the principle of adequate diversification over a number of companies as 

well as industries. Also in case of corporate fixed deposits the investor should not keep his money locked 

in for a longer duration this ensures the safety of the principal money. 

An investor needs to analyze the cash flows in the company. The companies that offer higher 

rates of interest should be avoided as most of the times they fail to pay so. Even companies with poor 

cash flows are an alarm for the investors. So the risk level automatically rises. But in India not many 

companies issue public deposits. The return on these deposits is also certain to large extent. The interest 

shall be paid at the end of the period if the withdrawal is not made in midst of the duration for which the 

deposit has been made. 

 

FIXED DEPOSIT TRENDS    

Banks’ investments have grown faster than their loans. As a result, banks investment-deposit ratio 

has moved up sharply from 38.0 percent to 42.4 per cent. Over the same period, banks’ credit-deposit 
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ratio has moved up from 53.6 per cent to 55.9 per cent, largely due to the pick up in credit growth during 

the last year.  The preference of banks for government securities has been influenced by several factors, 

of which the following are important: 

� High level of Statutory Liquidity Ratio (SLR): Banks are statutorily required to invest 25 per 

cent of their net demand and time liabilities in government and other approved securities. This 

reflects the government’s need to have access to bank funds to finance its deficit. However, in a 

market driven regime, such restrictions should be done away with and the SLR should be brought 

down gradually. 

� Uniform risk-weights on all commercial lending: RBI guidelines for capital adequacy require 

banks to assign 100% risk weight to its loan portfolio while its investments in government 

securities attract a risk weight of only 2.5% to cover market risk. This skewness in risk-weights is 

unrealistic, as all commercial loans do not bear the same level of risk. The new Basel Capital 

Accord or Basel 2 recommends a continuum of risk weights that reflects the borrowers’ credit 

rating. If such a risk weight structure were implemented in India, it would discourage banks’ 

tendency to misallocate resources in favor of government securities. 

� Inadequate laws to tackle NPA recovery: Till recently, foreclosure laws in India favored 

borrowers, so that banks and financial institutions found it extremely difficult to recover non-

performing assets. This further reinforced bankers’ aversion towards medium to high-risk 

commercial debt. The Securitisation Act, 2002 aims to rectify this problem by allowing lenders to 

dispose of a defaulting borrower’s asset within 60 days of having sent a notice. 

Banks investments have delivered good returns, but a large proportion of banks’ investment 

portfolio is illiquid. Over the last few years, the sharp decline in interest rates has helped banks make 

substantial gains from the sale of investments in securities. 
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