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Consider products with sure refums when rates fal

INVESTMENT OPTIONS WHICH INFLUENCE CUSTOMER'S DECISION

Ashish Vohra

With the secular drop in interest
rates in the last three-four years,
your bank fixed deposit (FD)-ori-
ented financial planning may be
at a big risk. For long-term in-
vestments, short-term volatility
is of no concern. The real risk is
falling woefully short of the re-
quired corpus for goals like
child’s education, marriage or
even retirement.

In these uncertain times, life
insurance products that guaran-
tee returns are the best solution.
The life protection element in
such products ensures that even
if you die, your dear ones will al-
ways get the promised money.

You have been working hard
and saving money in bank depos-
its by cutting expenses wherever
possible. Your current family re-
sponsibilities notwithstanding,
your child’s education, marriage
and your own retirement need
lots of money, and is growing
costlier as every year passes.

However, the rate reduction in
interest given on bank deposits
greatly impacts your financial
planning. It is important that
there is clarity on the amount of
return expected after a fixed pe-
riod of time, but with bank FDs
at the moment there is none.

Unprotected savings: With
the recent rate cut of additional
0.25% announced by Reserve
Bank of India taking the revised
repo rate to seven-year low of
6.00%, bank deposits may fail to
provide you with adequate re-
turns. Economists and analysts
are expecting more reduction,
opening up the possibility of
further reduced returns.

The difference between the an-
nual interest earned on Rs 10
lakh as the rate of interest
= slipped from 8.75% to 6% in the
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Benefits from investments  Fixed Guaranteed Money Back
sought by customers Deposits Insurance product
Initial tax benefit No Yes
Returns on investment Declining Fixed and Guaranteed
Tax free returns No Yes
Liquidity options High, with penalty Lower

Risk cover No

last three years is about Rs 30,000
in just one year. Over 20-25 years,
the drop in interest will greatly
alter your financial savings plan
as the rate of bank FD interest is
also not fixed for such a long du-
ration.

For example, you are planning
to get to a magic figure of Rs 70
lakh in 20 years, you will need to
save Rs 15,000 per month at 6%
interest rate. However, if the in-
terest rate is 4%, you will save
only Rs 55 lakh. The gap of Rs 15
lakh could affect the plans of
your child’s higher education
like MBA, unless you increase
your monthly savings rate to
over Rs 19,000 per month, which
could be a severe challenge for
your current responsibilities.

The declining interest rate sce-
nario poses a huge risk to the
segment of customers with low
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risk taking appetite, ability to
understand the stock market, es-
pecially in the non-metro loca-
tions. They usually opt for invest-
ments with fixed returns like
fixed deposits.

Guaranteed returns: The
time is therefore right for custom-
ers to understand and evaluate al-
ternate investment options which
offer guaranteed returns, irre-
spective of the changes in market
conditions and interest rates. One
of the most attractive proposi-
tions in this scenario clearly is
‘life insurance’ especially the ones
that offer ‘guaranteed returns’
with a life protection component.
In comparison to FDs, good guar-
anteed return life insurance prod-
ucts offer better returns on a tax-
adjusted basis.

These life insurance policies
give a fixed return, and also

come with the guarantee of pay-
out if the life covered meets with
untimely death. In this way, there
is nothing left to chance when it
comes to providing financial pro-
tection for your family.

A guaranteed money back in-
surance product gives you initial
tax benefit, fixed and tax-free re-
turns, and a life protection cover.
In comparison, most bank FDs
do not offer any tax benefit, and
there is no risk-protection cover
as well if you face premature
death.

When the life assured dies
during the term of the policy i.e.
before date of maturity, proceeds
under the policy are payable as a
claim to the nominee. According
to the data collated from Life In-
surance Council, death claims
paid by life insurance companies
crossed Rs 19,000-crore mark in
2016-17.

The life insurance sector in In-
dia has also been constantly
working towards creating higher
value to customers through not
just returns, but through improv-
ing servicing standards.

With insurance product re-
turns becoming more lucrative
than some of the other invest-
ment alternatives in the current
scenario, savers should re-consid-
er their financial plan and incor-
porate products that offer attrac-
tive guaranteed returns towards
their long term goals that will
need to be fulfilled.

Consumers should understand
the exact guaranteed cash flows
of insurance policy for their age,
difference from ‘likely’ cash flows
as illustrated by insurers, condi-
tions on premature closure, taxa-
tion benefits before making a
purchase.

The writer is executive director

and CEQO, Reliance Nippon
Life Insurance




