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1. India's Banking Deposit Shift - Economy

According to the Reserve Bank of India’s latest report, Indian depositors are increasingly shifting
funds from low-interest savings accounts to higher-yield fixed deposits (FDs), reflecting a significant
behavioural change in household savings patterns. Savings deposits declined from 34.6% of aggregate
bank deposits (March 2022) to only 28.7% (March 2026) while term deposits rose from 55.2% to 61.6%
reaching 2225.23 lakh crore by May 2026. Households account for 59.3% of total bank deposits, and
medium-term deposits (1-3 years maturity) surged from 50.4% to 69.8% indicating depositors locking
funds for higher returns.

1. Key Trends Highlighted by RBI

Declining Share of Savings Deposits

1. Savings deposits - 34.6% (March 2022) — 28.7% (March 2026)

2. Demand deposits (savings + current accounts) - 31.65 lakh crore (May 2026)
3. Consistent declining trend over four years

Rising Popularity of Fixed Deposits

1. Term deposits - 55.2% — 61.6% over four years

2. Reached 2225.23 lakh crore by May 2026

3. Depositors increasingly locking funds for longer durations securing higher returns
Preference for Medium-Term Deposits

1. Deposits with maturity between 1-3 years - 50.4% (2022) — 69.8% (2026)

2. Deposits with maturity below one year - 16.7% — 8.8%

3. Clear preference for medium-term security over short-term flexibility
Dominance of Large Depositors

1. Deposits of 1 crore and above - 46.3% of total term deposits (March 2026)

2. Concentration of wealth in FD instruments

Household Savings Behaviour

Households - 59.3% of total bank deposits (March 2026)
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2. Foundation of India's banking deposit base

3. Growing diversification toward mutual funds, equities, market-linked instruments
4. Reflects increasing financial awareness, capital market participation
2. Why Are Indians Preferring Fixed Deposits?

Low Interest Rates on Savings Accounts

1. Major banks offering only 2.5-3% interest on savings accounts

2. 1-2 year FDs offering ~6.25-6.45% returns

3. Significant yield differential incentivizing shift

Negative Real Returns on Savings Deposits

1. Retail inflation - ~3.48%

2. Savings account yielding 2.5% = Negative real return (-0.98%)

3. FDs offering positive real returns (6.45% - 3.48% = ~3% real return)
Banking Sector Priorities

1. Banks offering attractive FD rates to mobilize resources, fund credit growth
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2. Depositors locking medium-term funds (1-3 years) securing higher yields

Easy Accessibility

1. Rise of net banking, mobile applications enabling FD opening with few clicks

2. Technology reducing friction for retail investors

Deposit Insurance

1. FDs covered by DICGC (Deposit Insurance and Credit Guarantee Corporation)

2. Insures deposits up to 5 lakh per depositor per bank

3. Adding security layer encouraging FD preference over market-linked instruments
Convenient Liquidity and Loans

1. Tenures ranging from 7 days to 10 years

2. Can break FD or take loan/overdraft against FD without losing all benefits

3. Balancing higher returns with emergency liquidity access

3. Implications for the Indian Economy

Positive Implications

1. Higher FD mobilization strengthening resource base for bank lending

2. Greater household participation in financial savings contributing to financial sector deepening
3. Shift toward interest-bearing instruments promoting more efficient savings allocation
Emerging Concerns
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Higher funding costs exerting pressure on banks' profitability, lending rates
Declining share of Regional Rural Banks in deposit mobilization
Increasing concentration of deposits in larger commercial banks
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4. Potential crowding out of productive capital market investments
4

. Way Forward
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Policymakers encouraging greater diversification of household savings across deposits, pensions,
insurance, capital market instruments

N

Banks developing flexible deposit products combining higher returns with easier emergency fund

access
3. Deeper financial sector reforms channelling household savings into productive investments
4. Strengthen DICGC coverage (current 25 lakh limit may need upward revision)
5. Financial literacy programs promoting balanced savings portfolio
5. Conclusion

India's shift from savings accounts (28.7% of deposits) to fixed deposits (61.6% of deposits)

reflects rational household response to low savings account interest rates (2.5-3%), negative real returns
amid 3.48% inflation, and attractive FD yields (6.25-6.45%). While this strengthens bank resource
mobilization and financial sector deepening, rising funding costs, deposit concentration in large banks,
and declining regional rural bank shares require policy attention. Balanced reforms promoting savings
diversification across FDs, mutual funds, pensions, and insurance — supported by financial literacy and
flexible banking products — will ensure India’'s household savings efficiently finance long-term
productive investment and economic growth.
Source - https -//indianexpress.com/article/explained/explained-economics/rbi-bank-deposits-
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