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The business of 'Chit' had been exposed to a wide variety of malpractices from its 
very inception. There existed ample scope for exploitation of the needy people by 
unscrupulous promoters for their own selfish interest. Lack of Government control 
offered many opportunities for new entrants in this lucrative field of business. The 
Government wanted to introduce some restrictions on the unbridled growth of such 
Chit institutions with a view to safeguarding the interests of the subscribers and to 
channelise the savings for productive purposes. Another justification for State control 
was the need to avoid the concentration of wealth and power among a few. Besides, if 
the State participated in Chit business directly, the profit generated would flow back 
to the public in the form of utility services. . Hence the Government decided to 
organise a public sector undertaking with the name “The Kerala State Financial 
Enterprises Ltd.” (KSFE) for the purpose of conducting Chits, hire purchase and 
insurance business under Government control. 
KEYWORDS: Chit, NBFI, passbook loan, Sugama Savings Deposit, Akshaya 
Deposit 
INTRODUCTION 
The Finance Minister, in his budget speech for the financial year 1967-68 made the 
following announcement that financial institutions in the state should be envisaged to 
collect small savings from the laymen.  Following this, the Government of Kerala, 
appointed a Special Officer. The main objective of the team was to look into the 
feasibility starting Chit Funds in the public sector. This team was also assigned with 
the task of preparing a comprehensive scheme for starting Chits under government 
control. The team recommended strongly the entry of the Government into the field of 
Chits. Hence the Government decided to organise a public sector undertaking. Thus, 
KSFE Ltd. was incorporated as a Government Company on 6th November 1969 with 
its Head Office at Trichur with the objective of serving as a discipline factor to private 
Chit Funds. This organization comes under the group of Miscellaneous Non-banking 
Financial Intermediaries. KSFE has the unique status of being the only public sector 
undertaking in India which runs Chits and also one of the few profit making 
companies owned by the Government of Kerala. With a view to socializing Chitty 
business in the State, so as to ensure safety, security and better service to the public 
thereby protects them from exploitation by private financial institutions. The 
Company also provides other facilities such as Chitty Loan, Gold Loan, Fixed Deposit 
Loan, Reliable Consumer Loan, Trade Loan, Hire Purchase Loan, Loans under New 
Housing Finance Scheme and House Modernising Scheme, Special Car Loan, 
Sugama Savings Deposit, Akshaya Deposit, Kerala Golden Jubilee Chitty (KGJC) 
Scheme, etc to the public. 
Literature Review 
Muraleedharan and Raju(1999) in their article “Cost- Befit Analysis of Chitty” 
observes that chitty funds play an important role in the mobilization saving in 

Abstract 



Online International Interdisciplinary Research Journal, {Bi-Monthly}, ISSN 2249-9598, Volume-08, July 2018 Special Issue (02) 

 

 
w w w . o i i r j . o r g                      I S S N  2 2 4 9 - 9 5 9 8 

 
Page 174 

unbanked areas especially from the savings of household sector. The study also points 
out that chitty funds best serve the purpose of banking and also channelised the excess 
mobilized fund for the growth and development of banking industry. 
RajendranPillai (2000) in his dissertation an attempt is made to analyses the overall 
performance, fund management, hire purchase and employment oriented hire 
purchase schemes of KSFE. The study leads to the conclusion that the 
professionalization is not effective in KSFE. The study recommended that 
professionalism im management and efficient management system is implemented in 
the organization to improve the performance of KSFE. 
Omana P V (2000) in her study “An Evaluation of Private Chits in Kerala” an attempt 
is made to analyses various chit investment schemes and the causes of failure of 
certain chit schemes. The findings of the study leads to the observation that forgery in 
the number of members, poor financial standing of  foreman, default subscribers, 
delay in disbursement of prize amount etc. are the major causes of failure of private 
chit funds. 
Binu Daniel (2000) in his research work titled “Urban Informal Credit Markets: 
Structure, Dynamics and Intermediation” an attempt is made to analyses the role of 
credit agencies in mobilizing savings and supplying credit to different strata of people 
in the society. The findings of the study shows that chit fund the formal agency play a 
significant role in mobilization and supplying credit to needy people. 
Rajarajan, V. (2000) an attempt is made to study the life style and its relevance on the 
investment pattern of investors. The study comes to the conclusion that expected rate 
of return of the investors vary according to the life and investment stytle of the 
investors. 
Ramachandran (2002) has made an analytical study titled “CRM-Emerging Strategies 
has points out that CRM play a significant role in banking and non-banking financial 
institutions and efforts should be taken for the immediate implementation of CRM 
and more emphasis is given on customer retention rather on customer acquisition. 
Sanjay Sinha (2003) in his study titled Micro finance and the poverty of financial 
services: A perspective from Indian experience an attempt is made to analyses the 
extent to which the provision of services is appropriate to low income clients. The 
study observed that micro finance and other financial institutions failed to meet the 
full requirements of low income families. The study recommended that flexible 
products and services are designed according to the needs of the low income groups 
of people. The delivery system is also designed in such a manner to best serve the 
needs of the low income group of people. 
Sallyamma (2003) in her study an attempt is made to evaluate the socio, economic 
aspects of various chitty schemes run by KSFE, private chit funds and informal chit 
funds. The study comes to the conclusion that chit funds are popular mode of saving 
schemes and is capable of improving the saving habits and economic conditions of the 
customers. 
Muraleedharan(2003) conducted a study with the objective of analyzing the factors 
that influence the savings behavior of households in Kerala. He makes detailed 
analysis about the various factors that determine the savings behavior of the 
households. The findings of the study leads to the observation that annual income of 
the family, educational qualification and occupational status of the head of the 
households are the major determinants that influence the savings behavior of 
households in Kerala. 
Objectives of the study 

1. To study the growth of chits business of KSFE Ltd. 
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2. To compare the  chit business of KSFE Ltd with other institutions 
3. To know the growth rate of Chitty loans of KSFE Ltd. 

Research Methodology 
The secondary data is taken from the annual reports of KSFE Ltd, some reports from 
registration department I.G of registration. The articles, official committee reports, 
research survey reports, books, pamphlets, seminar and conference reports are all 
based on secondary source used in this study. 
Decennial Growth in the Volume of KSFE Chits 
The growth rate in the volume of Chit turnover in KSFE shows fluctuation from 
1970-80 to 2000-10. The decade 1970-80 witnessed the highest growth rate. After a 
fall in it during 1980-90 period, the decade 1990-2000 again shows an increasing 
tendency mainly due to the diversification of the schemes. The outflow of the Chit 
foremen to other States to escape from certain provisions of the Kerala Chitties Act, 
1975 also resulted in the sluggish growth of the Chit business in Kerala especially in 
the 1980's. This perhaps is also a reflection of the success of KSFE in winning the 
confidence of subscribers and also vindicates its efforts at diversification. The high 
growth rate for the Chit industry as a whole during 2000-2010 period is mainly due to 
the faster growth rate in the KSFE Chits. 
Table 1 - Decennial Growth Rate in the Volume of Chits 

No. Decade Growth Rate of Volume of 
Chit Turnover in Kerala 

Growth Rate of Volume of 
Chit Turnover in KSFE 

1 1970-80 14.1 42.25 

2 1980-90 12.17 20.43 

3 1990-00 15.01 28.58 

4 2000-10 22.74 32.07 

Source: Computed from Annual Reports, KSFE. 
Though the advance aspect has been built into the Chitty scheme, the element of luck 
existing in it, forces a subscriber to wait for some time to avail himself of the benefit 
of getting the ticket prized. The Chit scheme also provides additional facilities like 
eligibility for availing of passbook loan and new Chitty loan Chitty loan also known 
as passbook loan has been introduced to help the subscribers to meet their immediate 
need before getting the ticket prized. The KSFE has two such schemes, viz., Passbook 
loan and New Chitty loan. 
Institution-Wise Analysis of Chit Business 
Though the number of chits registered by Co-operatives is the largest (50 percent), the 
share of KSFE Ltd in terms of the total volume of chit business in the state is 72 
percent and that of the Co-operatives and private chit funds are 16 percent and 11 
percent respectively. 

Table 2 Institution-Wise Analysis of Chit Business (Rs. Lakhs) 
Name of the 
Institution 

Number of 
Chits / Kuries 

Share of each to 
total Percentage 

Capital sala Share of each 
to total 

Percentage 

1. KSFE 15284 40 234567 72 

2. Co-Operatives 18884 50 54085 16 

3. Private Chits 3230 10 35434 11 
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Total 37398 100 324086 100 
Source:- Registration Dept. I.G of Registration, Trivandrum. 
The share of Co-operatives and private chits appear to be insignificant mainly due to 
the fact that a considerable volume of business of the above two groups is conducted 
without formal registration. While Co-operatives are conducting chits by obtaining 
permission from the Joint Registrar of Co-operatives with less formality, private chit 
funds operate their chit business in Kerala with bases outside the state to escape from 
the rigid rules of the Kerala chitties Act, and so there is no authentic data on these 
Passbook Loan (Chitty Loan) 
The purpose of passbook loan is to provide quick loan facility to non-prized 
subscribers to meet their urgent needs, on the security of paid up subscriptions in the 
Chits. Chit subscribers who have made up-to-date remittance in unencumbered Chits 
are eligible for passbook loan. The passbook of the subscriber is the security for this 
advance and the ceiling of which is based on the amount paid up in the respective 
Chitty. The rate of interest charged on such loans has been at 15.8 per cent (monthly 
compounding) as on 11-12-20016. 

Table 3 - Magnitude of Passbook Loan of KSFE (Rs. Lakhs) 

Year Loan (Rs. Lakhs) Growth Rate  

2005-06 2287 ------- 

2006-07 3217 4.067 

2007-08 3376 4.94 

2008-09 3598 6.57 

2009-10 3689 2.50 

2010-11 3798 2.90 

2011-12 3856 2.94 

2012-13 3987 2.69 

2013-14 4045 1.76 

2014-15 4267 2.46 

Source: Annual Reports, KSFE. 
Table 3 reveals that there has been a increase of about 2 times in total 

passbook loan advances outstanding showing an increase from Rs. 2287 Lakhs in 
2005-06 to Rs. 4267 Lakhs in 2014-15. The annual growth rate of loan amount and 
the number of accounts are seen to be higher during 2008-09 when compared to the 
previous years. 
Turnover of KSFE Ltd. 
The turnover of KSFE includes total auctioned sala and loans outstanding but does 
not include deposit. The installment per month for chitties range from Rs. 1,000 to Rs. 
5,00,000 and the usual duration of chitties are 30 months, 40 months, 50 months, 60 
months and 100 months. The total of the periodic subscription, called the chitty 
amount, will be given out as “prize money” to the person who bids by allowing for 
the maximum reduction in the prize money. The maximum reduction possible is 25% 
as per the prevailing Chitty Act and if there are more than one subscriber interested in 
bidding at 25% reduction, the numbers of the such bidders will be put to a draw. 
Although Chitty is in essence a loan/advance scheme, for subscribers whose chitties 
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are not getting prized and, at the same time they are in need of money, relief has been 
provided by two loan schemes built within the chitty scheme, viz. Chitty Pass Book 
Loan and Chitty Loan. KSFE offers other loan/advance schemes, comparable to those 
given by banks and other financial institutions 

Table 4 –Turnover of KSFE Ltd (Rs. Lakhs) 
Year Turnover (Rs. 

Lakhs) 
Growth Rate  

2005-06 241837 ……. 

2006-07 278038 14.98 

2007-08 364273 31.02 

2008-09 493012 35.34 

2009-10 775476 57.3 

2010-11 844105 8.85 

2011-12 994683 17.83 

2012-13 1279902 28.67 

2013-14 1557054 21.65 

2014-15 1820000 16.89 

Source: Annual Reports, KSFE. 
Table 4 reveals that there has been a increase of about 7 times in turnover showing an 
increase from Rs. 241837 Lakhs in 2005-06 to Rs. 1820000 Lakhs in 2014-15. The 
annual growth rate of turnover be higher during 2009-10 when compared to the 
previous years. The annual growth rate of turnover be only 8.85 during 2010-11when 
compared to the previous year. 
 CONCLUSION  
The presence of KSFE as the Public Sector Chit Company serves as an alternative and 
as a check to the stupendous growth of private Chits and informal Chits. Inadequate 
capital base of the Company is a matter of concern. The market share of KSFE in the 
Chit business shows its clear dominance in Kerala. In general, the rate of growth of 
KSFE Chits is higher than the rate of growth of the Chit industry in the State. Though 
the Company has diversified its schemes, the contribution of its various loan schemes 
except Chitty loan scheme has not been attractive. The deposit schemes like Sugama 
and Fixed Deposit are also attractive. The business performance of the Company 
highlights the need for achieving still higher growth rate in future. Although the 
Company has been making profits throughout the period, the profitability ratio shows 
fluctuations and the expense ratio shows that only a small margin is left after meeting 
the expenses. The default record is high and revenue recovery performance is not 
satisfactory. The outreach of the Company's services to the rural masses seems not 
satisfactory as shown by the lesser proportion of rural branches. The analysis of the 
performance of KSFE on the basis of various parameters reveals its viability and areas 
of its success and failures. Some of the objectives of the Company at the time of its 
incorporation are yet to be achieved. The continued presence of the informal and 
unregistered Chit Fund sector pinpoints the need for more dynamic growth for KSFE 
and wider market outreach. 
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