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319 QYT B TIGS 2006 FI YEHHEATC

Dear Readers,

Wishing you all a very Happy New Year, 2006! The current issue covers the
development in the second quarter of our financial year i.e. October —
December 2005. The disbursements both under refinance and project finance
windows have shown an impressive start. I am optimistic that with the
modifications made in our Schemes the momentum will increase during
the course of the year. The reported achievement of institutions in surpassing
the targets set to them under the Golden Jubilee Rural Housing Scheme is
also encouraging. This is an indication of increased flow of institutional
fund for rural housing contributing to the overall development of the rural
sector in particular and the economy in general.

There has been some important modifications in the Housing Finance
Companies Directions, 2001. We have highlighted them in this issue for the
benefit of the readers.

On the macro economic front, the Reserve Bank of India’s mid-term review
of the Annual Monetary Policy 2005-06 was announced in October. The
move to raise the reverse repo rate by 0.25% to 5.25% does give a signal of
hardening of interest rates. Since the spread between repo and reverse repo
rate continues to be maintained at 100 basis points, the above hike also led
to repo rate being increased by 0.25%. Owverall, the emphasis on meeting
genuine credit needs can be expected to contain the exponential spurt in
credit growth in the past several months.

I take this opportunity to wish you all a Happy New Year 2006!
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From the Desk of j‘

Chairman & Managing Director January 2, 2006

Dear Readers,

We have just completed an eventful year 2005 and look forward for a brighter year 2006, with lots of
aspirations and expectations.

2. Year 2005 has been eventful in many ways than one. Indian economy recorded an impressive
performance with an accelerated real GDP growth. The improved performance in real activity was propelled
by the double-digit growth in industrial activity and robust services sector. The expansion of services
sector continued to be spearheaded by the sub-sector 'trade, hotels, restaurants, tfransport, storage and
communication’, and supported by ‘financing, insurance, real estate and business services' and construction.
Housing Finance has played a significant role in the retail finance segment and the share of mortgage
debt as per cent of GDP is steadily increasing to match our neighbouring countries like China. The trend
in housing finance disbursals by the housing finance companies during the first half year of 2005-06,
indicates the continuance of 30% growth rate.

3. The share of NHB in total housing loan disbursals by the primary lending institutions has grown
from 4% in 2001-02 to 6% in 2003-04 and our aim is to increase it around 10% in 2005-06. In 2005,
refinance disbursals made by NHB were around Rs.8,875 crore, as against Rs.7,041 crore in 2004, with
agrowth of 26% over the previous year. Intune with Government's thrust, NHB has taken new initiatives
in opening the direct finance window, especially for construction of 40,000 dwelling units to rehabilitate
Tsunami victims and 5,000 dwelling units for economically weaker sections of the society through Micro
Financing Institutions (MFIs)/Non Governmental Organizations (NGOs). Further, NHB has also extended
the financial assistance of Rs.186 crore to Army Welfare Housing Organization and Rs.18 crore to
Central Government Employees Welfare Housing Organization for their upcoming housing projects. We
also appreciate the efforts of the primary lending institutions in achieving the target of 2.50 lakh dwelling
units set by the Government of India under Golden Jubilee Rural Housing Finance Scheme for 2004-05.
With the active guidance of the Government of India, Ministry of Finance and under the aegis of NHB,
the preparation of Real Estate Price Indices on a pilot basis for Delhi is at an advanced stage. Based on
experience, this will be extended to other cities.

4. Ttissaid that "Success in life ought to be determined not by accumulations, but by contributions”.
Year 2005 has shown us the way to move forward and spread our wings in new spheres of activities
through our contributions. Let us hope the year 2006 will steer us with strength and courage to move
forward for serving the Nation.

With best wishes and New Year Greetings,

Yours sincerely,

(P.K. Gupta)
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Activities during the quarter

In a nutshell ......

Nos of HFCs registered with NHB
With permission to accept deposits

Without permission to accept deposits

44
23
21

Refinance Disbursements (26-12-2005)

Rs. 1659.72 crore

Refinance Outstanding (26-12-2005)

Rs. 13284.14 crore

Disbursements for Housing Projects (26-12-05)

Rs. 175.5 crore

Outstanding under Project Finance (26-12-2005)

Rs. 298.18 crore

Capital Gain Bonds subscribed (10-12-2005)

Rs. 757.56 crore

Regulation & Supervision of Housing
Finance Companies

HFCs registered under NHB Act:

As on 15.12.2005 there were 44 registered Housing
Finance Companies of which 23 HFCs have been
given Registration Certificate with permission to
accept public deposits. A fresh Certificate of
Registration was issued to Vastu Finance Ltd
consequent to the change of name to Vastu
Housing Finance Corporation Ltd. Vide an
amalgamation order dated 13.7.2005, Vibank
Housing Finance Ltd., was merged with Vijaya
Bank w.e.f. 1.9.2005.

Housing Finance Companies (NHB) Directions,
2001:

Clarification: In paragraph 12 (v) of the Directions,
it has been provided that all deposit accounts
standing to the credit of sole/first named depositor
in the same capacity shall be clubbed and treated
as one deposit account for the purpose of
premature repayment. The Bank has issued a
clarification stating that the clause relating to
clubbing of all deposit accounts, standing to the
credit of sole/first named depositor in the same
capacity, for the purpose of premature repayment/
grant of loan, as the case may be, of an amount up
to Rs. 10,000/- to the depositor is applicable only
in case of problem HFCs as defined in the
Directions [definition as per Para 12-vii]. However,
in case of death of depositor, even the problem

HFCs may repay the public deposit even within
lock in period without clubbing of public deposits.

Amendments:

i. A new item relating to risk weightage for
Commercial Real Estate has been inserted vide
notification No. NHB.HFC.DIR.13 /CMD/2005
dated December 19, 2005. According to the
amendment, fund based and non-fund based
exposures secured by mortgages on
commercial real estates (office buildings, retail
space, multi-purpose commercial premises,
multi-family residential buildings, multi-
tenanted commercial premises, industrial or
warehouse space, hotels, land acquisition,
development and construction, etc.) will carry
arisk weightage of 125%. Further, Investments
in Mortgage Backed Securities (MBS) and
other securitised exposures backed by
exposures mentioned above will also carry the
same risk weightage.

ii. Paragraph 27 of the Directions has also been
amended and as per the new directives,
Housing Finance companies may undertake
securities transactions through stockbrokers
only on NSE/BSE/OTCEL

iii. NHB has also issued direction to HFCs asking
them to ensure that at all times there is full
cover available for public deposits accepted
by them. While calculating this cover the value
of all debentures (secured and unsecured) and



@ HOUSING NEWS

outside liabilities other than the aggregate
liabilities to depositors will have to be deducted
from the total assets. Further, the assets will
also have to be evaluated at their book value
or realizable/market value whichever is lower
for this purpose

Financing Activities

a. Refinancing the Finance

Institutions

During the year 2005-06, the Bank has
disbursed an amount of Rs.1038.05 crore till
05-12-2005 under the Regular refinance
scheme. The performance under the Golden
Jubilee Rural Housing Refinance Scheme was
Rs.325.02 crore. The refinance disbursed to
various categories of primary lending
institutions is as under:

Housing

Total Under GJRHRS
HFCs 338.05 325.02
Banks 700.00 —
Total 1038.05 325.02

In addition, the Bank disbursed an amount of
Rs.188.70 crore under the short term scheme for
HFECs till 05-12-2005.

b. Change in Interest Rates for Refinance

The interest rate on short term scheme for HFCs
was increased by 15 basis points with effect from
31-10-2005 keeping in view increase in the short
term rates in the market. Interest rates under other
schemes of the Bank were kept unchanged since
01-10-2005.

e. Financing of Housing Projects

During the quarter, the Bank sanctioned two
projects under direct finance window. A total of
Rs. 280 crore were sanctioned. The disbursement
of the Bank stood at Rs. 68.5 crore during the
period taking the score of the Bank on this account
to Rs. 175.5 crore for the current financial year.
This has brought the activities of the Bank to new
heights as the Bank’s sanction of Rs. 250 crore to a
single agency was the highest since inception.
Similarly, the disbursement of Rs. 175.50 crore was
the highest ever in a financial year since the
establishment of the Bank.

are:

7
°

7
°

7
°

Refinance Scheme for earthquake affected people of Jammu & Kashmir

To provide shelter to the displaced and homeless victims of the earthquake which hit the State of
Jammu & Kashmir on 8th of October 2005, NHB announced a scheme to extend refinance assistance
to the Scheduled Banks (SBs) and the Housing Finance Companies (HFCs) in respect of their
loans for housing in the earthquake affected areas of the State. The salient features of the scheme

Refinance assistance to the extent of 100 percent is available.

For loans for upto Rs. 5 lakhs in case of construction/purchase and upto Rs.1 lakh for repairs
& upgradation, eligible primary lending institutions can avail refinance assistance.

Refinance will be extended at a concessional rate of 5.50% p.a. as against the normal rates of
6.75% p.a. and above. Banks/HFCs would not charge interest higher than 6.50% from ultimate
borrowers.

O
°

Refinance assistance could be extended upto a maximum period of 15 years as against 10 years
under NHB’s normal Refinance Scheme.

7
e

A moratorium on payment of principal/ interest would be made available for a maximum
period of 2 years.

%+ Asaspecial case, Banks/HFCs can also avail refinance assistance from NHB for their prospective
disbursements to the earthquake victims.




In a path breaking initiative, the Bank has ventured
into financing Slum Rehabilitation Projects. The
Bank has taken on to itself such projects to support
the cause of slum rehabilitation. The Bank has
financed its first such project undertaken by
SPARC Samudaya Nirman Sahayak Dharavi,
Mumbai, which involves permanent rehabilitation
of 147 slum dwellers.

Building under Construction in the slum

Rehabilitation Project by SPARC Samudaya
Nirman Sahayak, Dharavi, Mumbai.

Resource Mobilisation

The Bank has been sourcing funds from the
market at competitive rates through Capital Gain
Bonds which continue to be the major source of
borrowing for the Bank. The response to these
Bonds has been encouraging with the public
mainly because of the tax exemption to capital
gains under Section 54 EC of the Income Tax Act,
1961. During the first quarter of the current year,
till 10 December, Rs.757.56 crore was mobilised
by the Bank by way of subscription to Capital Gain
Bonds.

October-December, 2005 L/‘Hj

Redemption : In order to reduce the cost of
borrowings of the Bank and also considering the
present interest rate scenario, it has been decided
to exercise the call option in case of Capital Gain
Bonds having coupon rate of 7.15% and 6.50%.
Accordingly, the funds raised under these two
coupon rates are being redeemed on the maturity
of 3 years. Redemption has started from August
2005.

Golden Jubilee Rural Housing Finance Scheme
GJRHFS

The Golden Jubilee Rural Housing Finance Scheme
was launched in the year 1997-98 with a view to
provide improved access to housing finance to the
people living in the rural areas. The Scheme
provides for construction of a new dwelling unit
or upgradation of the existing unit. The Scheme is
implemented through various Primary Lending
Institutions (PLIs) namely Housing Finance
Companies (HFCs), Public Sector Banks(PSBs) and
co-operative sector institutions. The GOI sets
national targets and NHB being the monitoring
agency, sub-allocates the target among the Primary
Lending Institutions.

During the year 2004-05, a total of 2,58,975 units
were financed by PLIs as against the national target
of 2.5 lakh dwelling units, thereby recording an
achievement of 103% as against 97.50 % during
2003-04. For the current financial year 2005-06, a
target of financing of 2,75,000 units has been set
under the Scheme. Based on the performance of
PSBs and HFCs during the previous years as well
as their size, network of branches etc. the target
has been allocated to various Public Sector Banks
and HFCs

The achievement of targets under the Scheme is
as follows:

[No. of Units]

Institution 2005-06 April-June 2005 July-Sept 2005
Target Target Achievement Target Achievement
Housing Finance Companies 82,500 15,675 18,113 18,150 19,601
Banks 1,92,500 36,575 45,862 42,350 54,112
TOTAL 2,75,000 52,250 63,975 60,500 73,713
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The performance during the first two quarters has
been encouraging and approximately 123% of the
half yearly target has been achieved.

Training

During the quarter a programme on Project
Finance was organized at Pondicherry. The
programme was held in early October and was
meant for the middle and senior level officials of
the housing agencies involved in planning,
formulation and implementation of housing and
infrastructure projects. The objective of the
program was to familiarize the participants with
the developments in the housing sector which
inter-alia would include the potential opportunities
and challenges associated with shelter in terms of
technology, building materials, financing, project
management etc. Access to institutional credit
from NHB was also discussed.

The Bank also provided faculty support to housing
finance agencies during the quarter on matters
related to housing finance.

Information Security Audit

The Information Security Audit of the Bank was
undertaken during the quarter. Based on the
nature of operations which are computerised and
the recommendations received from the security
auditors, the Bank will draft the security policy
suitable for the existing computer infrastructure.
In order to ensure larger participation in having a
secured computerised environment through
responsible usage of the facilities, it was felt that
there is a need to increase awareness of all officers
on IT security related issues. Seminars and training
sessions were conducted in the Bank for the
purpose. The training and seminar were well
received with active feedback and queries from
the participants.

Improvement in the design of the NHB
website

The design colour and layout of the NHB website,
which is the public face of the Bank, has been

improved upon to make it aesthetically more
attractive and easier to browse through. Changes
and improvements in the website are being carried
out on a continuous basis and ITD welcomes
suggestions for improvements.

Provision of broadband internet

The dial up connection to access the Internet has
been replaced with a secure 256 Kbps dedicated
connection through Radio Frequency link. The
new connection is faster and more secure than the
earlier connection and uptime is expected to be
above 99%. The link is available to officers round
the clock. It can be used for web browsing and
also for making our servers available for Internet
based applications.

Other Updates

The World Habitat Day was celebrated with usual
grandeur on 3rd of October at New Delhi. To mark
the occasions, NHB had conducted an essay
competition. The essays were judged by a panel
of external judges. Our officer, Shri Vishal Goyal's
article on Urban Rural Linkages - Innovations for
sustainable development was adjudged the best
in the competition. The article has been published
in this issue for the benefit of our readers.

Shri Y.V. Reddy, Governor, RBI receiving the
Report on Trend & Progress of Housing in India
from Shri PK. Gupta, CMD, NHB
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» ARTICLES »

Urban Rural Linkages — Innovations for Sustainable Development

Vishal Goyal
Regional Manager, NHB

1t is a well recognized fact that urbanization all over the world is on the rise. As we move into the 21* Century, there is a
growing recognition that urban and rural development must be closely linked. Further that there exists an economic, social
and environmental interdependence between urban and rural areas and a need for balanced and mutually supportive
approach to development of the two areas. The discrete consideration of rural development as completely distinct from urban
development is therefore no longer valid. A new approach, contemporaneously referred to as the “rural-urban linkage
development perspective” has become the more accepted approach. Rural-urban linkages generally refer to the growing flow
of public and private capital, people and goods between urban and rural areas. It is important to add to these, the flow of
ideas, the flow of information and the flow of diffusion of innovation. Adequate infrastructure such as transportation,
communication, energy and basic services is the backbone of this urban-rural development linkage approach. There is also
a positive relationship between adequacy of infrastructure, ease of mobility and access to employment and enhancement of
income. Adequate investments in infrastructure also improves rural productivity, allows access to markets, jobs and public
service by both men and women.

The following essay begins from where most end on the issue. After understanding changes in the global population and
highlighting some proven successful examples of some innovative and sustainable rural-urban linkages from different parts
of the World, some innovative interventions have been identified and suggested. We are all aware, that there is no one
successful model or short-cuts for achieving sustainable development with emphasis on urban rural linkages, however, some

of the key areas of concern are highlighted in the following essay.

1.0 The Urbanizing World — Some Facts
1.1 Background

The 20" Century has witnessed rapid World Population Trends
incre?se in world population as well. as | Population in and developing (lesser developed) countries
the biggest exodus of human population to be 88% of total population by 2050

from rural to urban areas. The 20™
Century began with a population of 2
billion which increased to 6 billion by the
end of the Century. The global
urbanization level increased from 10%
to 50% during the century. The trend is .
more significant during the last decade 490480%) 1
or so. Around 600 million were added to
the world’s urban population between
1990-2000. Close to 3 million people are c i e By B .
added in Asia alone every month i.e. I —
equivalent to one new city a month.
Further, of the 21 mega cities (population
10 million plus) in the world today, 17
are estimated to be in developing
countries. (Source: UN population
Division, world population data sheet)

2000 2010 2020 2030 2040 2050

Source:UN Population Division;
WORLD POPULATION PROSPECTS
Population Reference Bureau:
WORLD POPULATION DATA SHEET
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Urbanisation Scenario in India

Urban: 31.13% Rural 17.97%

1500

Decadal Growth Rate of Population (1991-2001)
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1.3 Urban Rural Links

It may also seem obvious that the links
between urban and rural depend on the
infrastructure connecting them, or that
sustainable economic, social and
environmental development is hinged to a
large degree on the interdependence
between urban and rural areas.

But in many countries, this is not necessarily

2021

Some of the reasons for this large scale exodus from
rural to urban can be grouped into the following
broad heads:

War and conflict
Employment/enhancement in income
Better infrastructure

Major Political and economic changes
Better living conditions

Opportunities

Decline of natural resources in rural areas
Poor urban rural linkages

1.2 Implications of Urbanization

Considering the velocity and extent of urbanization
in the world today has resulted in putting large
pressure on the Urban Infrastructure. Apart, slums
in the urban areas have come up with poor living
conditions.

The development of urban-rural linkages has been
envisaged as an option to ease the pressure on
urban infrastructure and improving the living
conditions. There is a growing recognition that
urban and rural development must be closely
linked — that we can no longer live in a world where
different departments in national and local
government continue to deal with urban and rural
matters as separate entities.

The International Development Agenda of UN-
HABITAT has increasingly recognized the potency
of the urban-rural linkage development approach
to sustainable development. The Habitat Agenda
also clearly makes the case for economic, social

the case when it comes to policy. There have
been two dominant themes on the rural-
urban divide — an anti —urban view, and a pro-
urban view. The anti-urban view bemoans the
perceived disappearance of rural life. The pro-
urban view sees urbanization as a progressive
driving force for positive change.

To understand this, one just has to look at the
circumstances of an ordinary family living in
poverty anywhere in the world. Today: some work
in town, others in the countryside. Transport costs
are a major factor in their meager budgets. They
depend on services and markets in town, which
in turn depends on the rural economy. They live
in a web of connections that stretches across
villages, small towns, big cities and the semi-urban
areas on their outskirts. It is a web of urban-rural
connections. But it has tentacles that reach far
downstream in the form of polluted rivers that
pass through densely populated areas, smoke
plumes from cars and unregulated industrial
plants that defile the air we breather, or trunk roads
prone to high accident rates. In short, it can be an
unhealthy web, and it is worse where governance
is poor, especially at the local level.

20 Successful Examples of Sustainable
Rural-Urban Linkages from the World

It is recognized that a number of projects
undertaken in the recent past in various countries
and regions are increasingly adopting the urban-
rural linkage development strategy for achieving
faster development in relatively under-developed
areas. Some of the successful examples are
highlighted below.



2.1 China

Since reform and opening up to the outside world
in 1978, China has made great progress in the
integrated development of its urban and rural
areas. The Chinese Government has adopted four
measures to create job opportunities for surplus
rural labour and poverty alleviation.

a.  Development of township enterprises
vigorously

b.  Transferring of rural population to cities and
towns in an organized way.

c. Increase in comparative income from

agriculture through the expansion of market
demand for farm produce;

d.  Encouragement of Partnerships for
poverty reduction.

The living environment in rural areas has been
improved and functions of villages and small
towns in the countryside have been updated. A
great number of small-scale facilities for science
and technology, education, culture, sanitation and
sports activities were constructed. At present,
development programmes in the rural regions,
such as those for power grid upgrading funded
by the Central Government, village-to-village road
connection, and school re-construction are
underway. Transportation water supply, garbage
disposal and public services are being planned and
integrated between the urban and rural areas in
some coastal areas. Moreover, the study of a
unified social security system is also underway.

However, with insufficient land for a large
population, Chinese Government has adopted
guidelines and principles for integrated
development between urban and rural areas as
well as regions in order to ensure a balanced
development and promote common prosperity.

2.2 Indonesia

After the Asian financial crisis of 1997 when
Indonesia experienced a near collapse of the formal
sector and a dramatic increase in both urban and
rural poverty, the designers of a programme called
KPEL postulated that the situation could be
alleviated through prudent infrastructure and
human resource investments to support the
dynamics of rural-urban trade. The idea was to
identify market opportunities for rural products
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and then link those producers with urban and
international market opportunities. KPEL
therefore broadened the “traditional” rural-urban
linkage approach to one focused on the building
of partnerships — to mobilize and link together
associations of producers with suppliers through
participatory planning and management
processes. It showed that all parties could gain from
improved trade relations. The project designed,
tested and institutionalized a 12-step approach to
help of Indonesian institutions at the local and
regional levels to form partnerships in local
economic development. This in turn is supported
at the national level to sustain and connect the
local-regional partnerships to national and
international opportunities.

2.3 Cambodia

The kingdom of Cambodia has experienced a
massive migration of people from rural to urban
areas for better employment opportunities. The
capital city, Phnom Penh, has a population ten
times the size of the next largest urban area.
Because of this, Phnom Penh is experiencing
widespread growth in slum and squatter
settlements. In 2003, there were 569 squatter
settlements with more than 62,000 households.
Thirty Five percent of the city’s population now
lives in such settlements.

The linkage has been done by adopting ‘regional
linkages” between various provinces for
strengthening and creating industrial employment
opportunities. A more balanced network of towns
is what Cambodia is looking for at the moment.

2.4 Argentina

In the Argentina provinces of Jujuy, Misiones,
Buenos Aires and San Juan, so many young people
were migrating way to urban centres that small
communities saw their populations ageing
prematurely. In an innovative attempt to improve
urban-rural links, a programme called NET was
introduced to help train and educate young people
in helping develop and boost the economies of
their local districts. Successful proposals are given
seed funding after proving that they will be
financially sustainable in the long run. The aims
are to establish youth networks, build the capacity
to plan and manage development projects,
encourage communications between young
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people and their communities, and devlop a
regional information system. Nearly 300 netwroks
of young people have joined the programme in
the three provinces, and close to 6,000 have been
directly involved in various programmes that range
from health education to social and cultural
programmes. Some 34 municipalities have
collaborated and helped sustain the programme.

3.0 Promoting positive rural-urban
linkages for sustainable development

The above trends need to be enhanced and
promoted in a wider range of countries among
national, regional and local development actors.
Some of the common features from the above
successful programme relate to:

Policy

Institutionalizing approaches through local/
international agencies

fostering partnerships/collaboration
Infrastructure

Trade Relations

Information Systems

Stress on Peri-Urban Areas
Operational partnerships at city level
Towards local empowerment
Decentralisation

o B
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All these trends basically promote positive rural-
urban linkages for sustainable development which
can also generate substantial employment thus
eradicating poverty. A balanced and mutually
supportive development between rural and urban
areas is needed. Further by providing adequate
infrastructure such as transport, communication,
energy and other basic services mobility problems
between rural and urban areas can be eased out
and access to markets, employment and other
income earning opportunities are enhanced.

40 Some Innovations for Sustainable
Development of Urban Rural Linkages

4.1 Creation of a Rural Urban Fringe

A vision to create a rural urban fringe (peri-urban
interface) that is attractive, accessible, diverse and
multifunctional. It should serve the needs of both
urban and rural community, strengthens the links
between towns and country, and contributes fully
towards sustainable development.

Urban-rural linkages are particularly intense in the
peri-urban interface, characterised by constant
flux, complex social structures, fragmented
institutions and shifting locus. Different policy
solutions are clearly needed for peri-urban areas
to those advanced for rural or urban areas. The
peri-urban poor depend to a greater extent on
access to natural resources than do wealthier,
urban-based groups. Consequently, the peri-urban
poor are adversely affected when these resources
are lost or degraded by: influxes of people from
expanding urban areas; and solid waste disposal
and untreated liquid waste from residential and
industrial areas.

Active support to poorer and more vulnerable
groups and a search for environmental
sustainability demand creative management of the
problems and opportunities arising from the
meeting of urban and rural activities. Land use
policies that help to enhance livelihoods and
promote a better use of scarce resources and urban
waste are crucial. Equally important are
appropriate  policies concerning basic
infrastructure, training, information and
improved governance for the peri-urban interface.

4.2 Increasing Trade/Markets Between Urban
Rural

Productive Rural Areas need to establish long-
term, stable market links with nearby towns and
cities. Community Supported Agriculture (CSA)
is a simple example. In this case, a farm offers its
customers a chance to purchase a subscription
share that runs through the growing season.
Deliveries are made, typically weekly, either to a
center location or subscribers’” homes, with an
assortment of that week’s produce. This
arrangement allows farmers to get very strong
prices for their produce on a predictable basis, and
allows subscribers to get to know the farmers and
the land responsible for their food.

Farmer’s markets, which are extremely popular
in California, Oregon, and Washington, offer
important market linkages, allowing farmers,
beekeepers, bakers, and many others to sell their
wares at good prices. Pike’s Place Market in Seattle
adds a vibrant fishmarket to the mix, along with a
range of local crafts. Many farms offer visiting
opportunities, with roadside stands or you-pick



arrangements.

In recent years, many restaurants specializing in
regional, seasonal, and organic ingredients have
sprung up. Chefs Collaborative is promoting this
approach to fine cuisine across the United States.
Members of the Collaborative like Greg Higgins
of Higgins Restaurant in Portland and Alice Waters
of Chez Panisse in Berkeley seek out regional
specialties at their peak taste, purchasing from the
same suppliers year after year.

4.3 Promoting small Towns

To promote rural-urban linkages by developing
and strengthening a system of intermediate size
secondary and tertiary towns to stimulate rural
development, as well as to minimize the negative
impacts of rural-urban migration need to be the
agenda of the day.

New policy should take into account that people
in both urban and rural areas deserve the benefits
of an increased and sustainable urbanization
process. This would require allocating more
resources to the urbanization of rural areas,
providing services, infrastructure, better
governance and employment opportunities for
rural populations. This should be supported with
adequate policy and legal instruments to attract
resources, or at least retain labour and revenues
in small towns.

This policy towards more balanced urban-rural
urbanization, going against established patterns
may not be easy. But it can help break the present
vicious cycle of increasing rural poverty and slum
proliferation, and show the way forward to
countries trying to solve the urban slum problem
in an integrated way while supporting rural areas.

To implement this alternative, policy makers
need to work on two fronts:

a. a national urban and regional policy is
required with the backing of
government and partners, and

b. Local communities must be engaged
and motivated to improve the social,
economic and environmental
conditions.

A project undertaken in the north of Mozambique
showed a social and productive pattern organized
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around villages, and these villages organized under
a settlement system with clearly delimited
boundaries and a locally recognized administrative
structure. The tenure pattern is at community level
rather than on an individual basis. Rural settlement
chiefs have recognized dispute resolution systems.

4.4 Tourism to Bridge the rural-urban divide

Eco tourism is fairly recent. Sustainable
Northwest’s Healthy Forests Healthy
Communities Partnership is working to build rural
economies based on forest restoration and
ecosystem management. The Partnership is
creating new markets for the small diameter
suppressed trees and underutilized species
harvested in restoration operations, producing
flooring, furniture, crafts, fixtures, and other
products, thereby creating jobs in communities
adjacent to degraded forests. Rural-Urban
Linkages like these make an important
contribution to Local Economies.

Tourism is an important income earner for cities
and their hinterlands, particularly those that are
branded by their historical or cultural heritage like
Cairo, Cape Town, Paris, Rome etc. In eastern
Germany the old industrial cities like Bitterfeld are
on conference itineraries. Bitterfeld is one of the
most polluted areas in the world, having been the
centre for chemical industries and surface coal
mining for well over a century. The mitigation
measures being put in place are quite interesting
to professionals, in particular. This kind of tourism
can be generalized to the origination of appropriate
visits for professionals attending conferences on
technical subjects in many fields.

The idea of visiting slums and housing estates is
also gaining currency. Some cities have developed
well organized township tours laid in Cape Town
and Johannesburg, South Africa, and tours of the
Favelas if Rio in Brazil. Many tourists visit Trench
Town, a slum of Kingston, Jamaica, because of its
association with the origins of Reggae Music. This
is tourism with a difference, but an interesting
difference. It can stimulate investment in
infrastructure, most of which helps improve the
living conditions of local people as well as being
of interest and benefit to the visitors themselves.

Well-managed tourism can certainly help
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strengthen the positive links between urban and
rural areas.

4.5 Urbanization of the rural areas

Cities production and consumption patterns have
a wide impact on their surrounding environments.
The “ecological footprint” of cities extends over
wide areas, not just those immediately affected by
pollution and generated waste, but also to the areas
which supply them with food, fuel and new
residents.

The overall effect is to create less a divide than a
rural-urban continuum, along which each
different locality finds a place. Prospects for
sustainable development depend on the dynamics
of the relationship between locations at different
points on the continuum, and the effects of policy
and market decisions on the relationship. The pull
of the cities with their opportunities for
employment and other personal advancement is
reinforced by a push out of declining rural areas.
Both are influenced by creating urban-type
opportunities in rural areas, or decisions affecting
a wide variety of transfers of goods, services,
associations, communications and other
exchanges.

Expanding urban markets generate demand for
rural products, including raw and processed
agricultural products, crafts and other
manufactures. This demand invigorates rural
regional centres and small cities as collection and
distribution points. This can spur improvement
in rural economies which generate demand and
expand local markets, initially for locally-produced
non-farm goods and services, then increasingly for
other domestic and for imported products.

4.6 Recycling the Nutrition Cycle

Fast-growing cities in sub-Saharan Africa challenge
rural food production. Consumption-related
waste, however, ends up in urban latrines, drains
or landfills, transforming cities into vast nutrient
sinks. Composting this waste for agriculture could
bring ‘rural’ nutrients back to the farmer. The
potential for recycling nutrients from organic city
waste for use in agriculture is great. Estimates for
Bangkok, Thailand, and Kumasi, Ghana, show that
up to only 10 percent of the major plant nutrients
entering the city is currently being reclaimed. The

recycling of nutrients from urban areas and their
channeling into rural agriculture would reduce on-
farm soil nutrient mining and land degradation
and enhance the life span of urban landfills.
Although this is a win-win scenario for
municipalities and farmers, there are still few
success stories and negligible impact on a larger
scale.

Most compost stations have encountered
numerous technical, institutional and marketing
problems. Often the products are too costly, even
for most commercial farmers. Thus, successful
compost planning involves not only technical, but
also social and economic considerations,

50 The Way Forward

The above suggestions have a role for all to play,
whether it is the Government, Local Bodies,
communities, people or international agencies.
The efforts of all need to be integrated since no
one Government or institution or a community
can successfully innovative these linkages for
sustainable development in the urban-rural
landscape. Innovations have made our lives safer,
more pleasant and more varied in many different
ways.

To insist that cities must solve their own problems,
while rural areas should be assisted to achieve the
very life that can only be provided to them by well-
functioning cities, is wrong-headed. This would
leave cities to fester and stew while the
countryside continues to wait in vain for economic
salvation.

A whole country will benefit when the urban-rural
linkages thrive.
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SENSEX- The Barometer of Indian Capital Markets

The Bombay Stock Exchange (BSE) was founded
in 1875 when 318 persons became members by
paying a princely amount of Re.1. BSE in its 128
years history has become the premier stock
exchange in India and has pioneered the stock
broking activity in India.

Since then, the country’s capital markets have
passed through both good and bad periods. Till
the decade of eighties, there was no scale to
measure the ups and downs in the Indian stock
market. The Stock Exchange, Mumbai (BSE) in
1986 came out with a stock index that subsequently
became the barometer of the Indian stock market.

Due to is wide acceptance amongst the Indian
investors; SENSEX is regarded to be the pulse of
the Indian stock market. As the oldest index in
the country;, it provides the time series data over a
fairly long period of time (From 1979 onwards).
The SENSEX captures all the events in the most
judicial manner. One can identify the booms and
busts of the Indian stock market through SENSEX.

The Index was initially calculated based on the “Full
Market Capitalization” methodology but was
shifted to the free-float methodology with effect
from September 1, 2003. The “Free-float Market
Capitalization” methodology of index construction
is regarded as an industry best practice globally.
All major index providers like MSCI, FTSE,
STOXX, S&P and Dow Jones use the free-float
methodology.

Share holdings held by investors that would not,
in the normal course come into the open market
for trading are treated as ‘Controlling/ Strategic
Holdings” and hence not included in free-float. In
specific, the following categories of holding are
generally excluded from the definition of free-float:

Holdings by founders/directors/ acquirers
which has control element

Holdings by persons/ bodies with
“Controlling Interest”

Government holding as promoter/acquirer
Holdings through the FDI Route

- by John Sunil Soren, Deputy Manager, NHB
& Peeyush Pandey, Assistant Manager, NHB

Strategic stakes by private corporate
bodies/ individuals

Equity held by associate/group companies
(cross-holdings)

Equity held by Employee Welfare Trusts
Locked-in shares and shares which would
not be sold in the open market in normal
course.

As per this methodology, the level of index at any
point of time reflects the Free-float market value
of 30 component stocks relative to a base period.
The market capitalization of a company is
determined by multiplying the price of its stock
by the number of shares issued by the company.
This market capitalization is further multiplied by
the free-float factor to determine the free-float
market capitalization.

BSE has designed a Free-float format, which is filled
and submitted by all index companies on a
quarterly basis with the Exchange. The Exchange
determines the Free-float factor for each company
based on the detailed information submitted by
the companies in the prescribed format. Free-float
factor is a multiple with which the total market
capitalization of a company is adjusted to arrive
at the Free-float market capitalization. Once the
Free-float of a company is determined, it is
rounded-off to the higher multiple of 5 and each
company is categorized into one of the 20 bands.
A Free-float factor of say 0.55 means that only 55%
of the market capitalization of the company will
be considered for index calculation.

The base period of SENSEX is 1978-79 and the base
value is 100 index points. This is often indicated
by the notation 1978-79=100. The calculation of
SENSEX involves dividing the Free-float market
capitalization of 30 companies in the Index by a
number called the Index Divisor. The Divisor is
the only link to the original base period value of
the SENSEX. It keeps the Index comparable over
time and is the adjustment point for all Index
adjustments arising out of corporate actions,
replacement of scrips etc. During market hours,
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prices of the index scrips, at which latest trades
are executed, are used by the trading system to
calculate SENSEX every 15 seconds and
disseminated in real time.

One of the important aspects of maintaining
continuity with the past is to update the base year
average. The base year value adjustment ensures
that replacement of stocks in Index, additional
issue of capital and other corporate
announcements like ‘rights issue’” etc. do not
destroy the historical value of the index. The
beauty of maintenance lies in the fact that
adjustments for corporate actions in the Index
should not per se affect the index values.

The closing SENSEX on any trading day is
computed taking the weighted average of all the
trades on SENSEX constituents in the last 30
minutes of trading session. If a SENSEX
constituent has not traded in the last 30 minutes,
the last traded price is taken for computation of
the Index closure. If a SENSEX constituent has not
traded at all in a day, then its last day’s closing
price is taken for computation of Index closure.
The use of Index Closure Algorithm prevents any
intentional manipulation of the closing index
value.

The scrip selection and review policy for BSE
Indices is based on the objective of improvement,
transparency and simplicity. The qualitative
criteria’s for selection of constituent scrips in
SENSEX include size of its market capitalization,
trading frequency, representative of the industry,
acceptable track record etc.

The Index Committee meets every quarter to
review all BSE indices. However, every review
meeting need not necessarily result in a change in
the index constituents. In case of a revision in the
Index constituents, the announcement of the
incoming and outgoing scrips is made six weeks
in advance of the actual implementation of the
revision of the Index.

Use of Market Index as investment tool

Since, an Index is a very good indicator of the
direction the market is taking, it is now being
widely used by retail as well as institutional
investors in arriving at investment decisions. The
mutual fund industry is leveraging market indices

quite effectively in the form of index funds. Index
funds invest in a basket of predefined stocks of an
index (like the BSE Sensex or S&P CNX Nifty) in
an allocation that resembles that of the benchmark
index. By definition, index funds track a particular
market index by purchasing all the stocks of that
index in same proportions as they are in present
in the index. This ensures a performance identical
to that of the index they track.

That is why index funds are also referred to as
passively managed funds. This is different from
how actively managed funds function; they also
have a benchmark index but make active stock and
sector calls in their bid to outperform the index.
This is the primary difference between passive
funds and active funds; one is content at giving
index-linked returns, while the other consciously
tries to outperform it. One variant of the ‘Index
Fund’ is the index plus fund wherein a very high
portion (usually 75% to 80%) of the assets is
invested into a particular index and the balance is
actively managed.

Almost all the major asset management companies
active in the Indian capital markets have launched
index funds linked to the SENSEX.

Index funds can be managed by a much smaller
staff than an actively managed fund. Computers
do most of the work, so there is no need to hire an
expensive fund manager or research analysts.
Hence, they are considered a cost-effective
investment alternatively to actively managed
diversified equity funds for their ability to provide
index-linked returns at a lower cost.

While investing in an ‘Index Fund’, a very
important factor is the fund’s tracking error.
Tracking error measures how much an index
fund’s returns deviate from the benchmark index’s
return over any given period of time. The lower
the tracking error, the better the fund is at keeping
pace with its index. A poorly run index fund will
generally have a large tracking error.

Source:
a. Official website of BSE
b. www.valueresearchonline.com
c. www.about.com
d. wwuw.investopedia.com
e. wwuw.rediff.com
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Home Loans to be dearer if priority tag is
removed
Business Line 03.10.2005

The home loans market may lose some of its
sheen if RBI accepts the recommendation of
its working group on priority sector lending.
The group has suggested that home loans,
which have been a major profit earner for
mostof the banks, should be excluded from
the priority sector lending. This could have
major implications as, faced with higher cost
of funds, banks may be forced to hike home
loan rates, says bankers.

HDEFC expects to maintain 30% growth in
loans

Business Line 07.10.2005

HDEFC expects to maintain a 30% growth in
lending in the current fiscal. Mr. Keki Mistry,
MD, HDFC Ltd. said that the home loan rates
are attractive and there is still plenty of demand
for residential housing. He said that the
company will continue to focus on retail loans
which make up 70% of the portfolio.

Dewan Housing to float Rs. 250 cr pvt equity
fund
Economic Times 05.10.2005

Dewan Housing Finance Corporation Ltd.
intends to float a Rs. 250 crore private equity
fund, for investing only in real estate projects.
The fund is being floated through its venture
capital arm — DHFL Venture Fund. Mr. Kapil
Wadhawan, MD, DHFL, informed that the
company is targeting banks, financial
institutions and high networth individuals for
raising this fund.

Shri P.K. Gupta, CMD, NHB Chairing and
delivering a special address in the Parallel session
on "Financing Real Estate & Housing on 6th
October 2005. This was a part of the FICCI-1BA
Conference on "Global Banking : Paradigm Shift"
held at Mumbai during 5th - 7th October, 2005.

NHB increases risk weightage for housing
finance firms to 75%
Business Standard 05.10.2005

NHB has raised the risk weightage
requirement for housing finance companies
to 75% from the earlier 50%. With this, the
risk weightage of HFCs will be in line with
those of banks.

NHB, RBI extend helping hand to quake hit
Economic Times 11.10.2005

NHB has announced a Rs 100 cr refinance
scheme for banks & HFCs for 15 year home
loans at 6.5% to quake victims. Mr.PK.Gupta,
CMD, NHB said that refinance would be
extended at5.5%.
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HUDCO to help in quake
reconstruction

Pioneer 12.10.2005

Minister for Urban Employment & Poverty
Alleviation, Kumari Selja, has directed all
the departments under the Ministry to
extend support to the Government of
Jammu & Kashmir in earthquake
rehabilitation & reconstruction efforts.
Accordingly, HUDCO has announced a
techno-financial assistance for the affected
areas. A sum of Rs. 250 crore has been
earmarked for this purpose.

Talks in final stages to acquire NHB's stake
in BOB housing finance co
Business Line 12.11.2005

Bank of Baroda is in final stages of
negotiations with the National Housing Bank,
its partner in BOB Housing to take over NHB's
holding in the housing finance companyNHB
currently holds 30% stake in the company
which has a portfolio of Rs. 500 crore.

LIC Housing to raise fresh equity this
year

Business Line 1.11.2005

LIC Housing Finance Ltd. (LICHF) plans
to raise additional funds through the equity
route by the end of this fiscal to short up
its capital adequacy ratio. The company has
a capital adequacy of 15%. But with the
increase in risk weightage to 75% by NHB,
LICHF’s ratio is likely to fall below 12%.

DHFL to raise Rs 100 crore via bonds
Business Standard 17.11.2005

Dewan Housing Finance Limited is in talks
with investors, including multilateral agencies
such as International Finance Corporation and
Asian Development Bank for raising Rs. 100
crore through issue of convertible bonds to
fund its business expansion.

Cabinet allows trading in securitized
debt

Financial Express, 11.11.2005

The government allowed housing
mortgage to be traded as listed securities
in the stock markets. This would give a big
fillip to housing investment and widen the
debt market. It will also increase liquidity,
help bank book profits, and further deepen
the money markets.

DHEFL not to raise interest rates
Financial Express 18.11.2005

Dewan Housing Finance Limited has ruled out
any hike in the interest till the end of the
financial year. Mr. Kapil Wadhawan, MD, said,
“ Though interest rates have been raised in the
US and with some pressure on liquidity in the
domestic market, we expect not to raise the
interest rates in the next three-six months.

HDEC sells 2.2% stake in Canfin homes
Business Line, 20.11.2005

HDEFC has sold 2.20% of its stake in the Canara
Bank promoted Canfin Homes Ltd. (CFHL).
CFHL Managing Director said that the sale of
4.51 lakh shares was to different buyers and
were done in the open market.
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6, long to accomplish some
great and nobal task, but it is my chief duty
to accomplish small tasks as if they
were great and noble. 99

- Helen Keller,
American social activist, public speaker and author
(1880-1968)
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