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HONDURAS: GRAIN MARKETING 

PART ONE: 
 SUMMARY AND RECOMMENDATIONS
 

1. Borrower: 
 The Borrower will be the Banco Nacional de
Fomento (National Development Bank) herein referred to as
the BNF, an autonomous agency of the Government of Honduras.
 

2. Guarantor: The Government of Honduras 
(COH) acting
through the Ministry of Finance and Public Credit. 

3. Loan:
 

A. Amount 
- not to exceed US $2,000,000

B. Terms  the GOH will be offered the two-step
 

arrangement:

1) Terms to the BNF-
 20 year repayment period including a 5 year grace period, with interest of 4% p.a.

during the entire 20 years.
 
2) Terms to the Government - 40 year repayment period,including a 10 year grace period, with interest of 2%during the grace period and 3% thereafter. 

C. Local 
cost component - Up to $1,950,000 of local funds
wul_-ci'e made available to the 
BNF in local currency,

with the remaining $50,000 
to be available in US
 
dollars.
 

4. purpose and Description of Project: 

a) The project proposed for A.I.D. loan financingconsists of the strengthening and expansion of the BNF's
grain price stabilization and marketing program. 
At present,
this program does not have funding sufficient to enable the
BNF to operate as effectively as 
it shotld in this field.
Loan funds would assist in increasing the capitaliza
tion of the BNF and would be added to a revolving fund for
financing grain purchasing, processing, drying, and
storage operations. 
 This working capital, combined with
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technical assistance and a BNF commitment to finance
improvements in its network of rural storage facilities
and grain buying stations, will improve the overall eif ectielessof the BNF in stimulating production and marketing of
basic grains throughout hlonduras. 

b) The proposed loan would assist 
in the financing
of: (i) Purchases by the BNF of corn, beans and rice

produced in Honduras and (ii) training and technical assistance supportive to the BNF's administration of this program. 

The basic results desired from this proposed project
 
are:
 

- The improvement of the BNF as an agency to promote
increased and more efficient production and distribution
 
of basic grains, which constitute the most important

elements in the diet of the majority of Hondurans.
 

-
 More stable price levels for basic grains in the
domestic Honduran market orderin to prevent the type oflarge fluctuations that have been experienced in the past. 

- Increased exports of corn and beans by Honduras
other countries, 

to
both in Central America and elsewhere inorder to capitalize on Honduras' comparative advantage inbasic grains for the diversification of exports and

increased foreign exchange earnings. 

- To support the Honduran government's commitment 
to development of the agricultural sector through the
work of the GOH's Agricultural Sector Analysis team nowfunctioning with A.I.D.'s support and encouragement. Two
letters have been received from the President of Honduras

indicating that the GOH assigns top priority to improving

the BNF's grain program through such a loan.
 

-
Extension of the BNF's grain purchasing program farther into
the rural areas, enabling small and medium farmers to sell their production at a better orice through upgraded rural rgrain buying stations.
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5. Financial Plan: (in thousands)
 

Upgrading

Grain Rural Grain Training and
 
Inventory Receiving Technical
 
Financing Stations Assistancc Total
 

AID Loan 
(dollars) -- $ 50 $ 50 
AID Loan (local

currency) $ 1,900 50 
 1,950
BNF counterpart 1,700* 200 
 25 1,925

Central Bank-loan 500 -- - 500

Totals $--_, 100 200 $$ $ 125 4,425 

Including $1,400,000 of funds already made available 

6. Other Sources of Funds: 

a) The 3RD and the IDB, in their letters of August22, and September 26, 1972, respectively, indicated that 
they were not interested in financing this project. The 
Exim Bank, in minutes of its September 8, 1972 meeting,

indicated that it was not interested. The possibility

of obtaining financing for this program through the World
Food Program has also been explored and this project could
 
not now be financed through any such arrangement. The 
Mission also concluded that the GOH and the Honduran Central
Bank cannot provide financing in addition to that already
allocated to the program by the Central Bank.
 

b) Other US or Free World financing is not available
 
for this project.
 

7. Statutory Criteria:
 

The statutory criteria for this loan have been met;
Annex III contains the statutory checklist. 

8. Views of the Country Team:
 

The Country Team has concluded that this proposed loan,
 
as an 
integral part of the Mission's top priority Agricultural

Sector development strategy with its ultimate focus on

bettering the condition of the small rural man, directly

contributes to the realization of basic'development objectives

in Honduras.
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9. Issues:
 

Several basic issues were raised in connection with the
 
project at the time the Intensive Review Request was
 
discussed by the LA/CAEC. Annex I, 
Exhibit 2 contains a
 
text of the telegram received following the LA/CAEC meeting,

together with short paragraphs summarizing how each of
 
those issues has been treated and resolved in this paper.
 

Section IV of this paper contains a summary of the issues that
 
were raised when this loan was reviewed by the LA/DAEC on November
 
20 and ,21, 1972, together with an explanation of how they were resolved
 
and what modifications were rade in the project design as a result.
 

10. Loan Administration:
 

This loan will require no unusual disbursement or
 
procurement procedures, and standard A.I.D. regulations

will be followed. Disbursements for grains will be made
 
upon presentation by the BNF of proof of purchase from
 
individual Honduran farmers and cooperatives. Training

and technical assistance will be procured from coantries
 
included in A.I.D. Geographic Code 941, including

Central America. 

11. Recommendations: 

On the basis of the conclusions of the Mission's
 
Capital Assistance Committee that the project is technically,

economically, and financially justified, it is recommended
 
that a loan be authorized to the National Development Bank ('BNF)

for an amount not to exceed $2,000,000 subject to the
 
following terms and conditions: 

A. Loan Terms: 

Borrower shall repay the loan to A.I.D. within 20
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years from the first disbursement under the loan, includ
ing a grace period of .not to exceed 5 years. Borrower 
shall pay to A.I.D. in dollars interest of 4% per annum 
during the grace period and 4% per annum thereafter on 
the outstanding balance. Should the Government of Honduras 
elect the two-step payment procedure, the Borrower shall 
make the above payments in local currency, but with the 
same amortization and grace periods and at the same 
interest rates, to the Government of Honduras. The 
Government would then repay the loan to A.I.D. within 40 
years from the first disbursement to the Borrower under 
the loan, including a grace period of not to exceed 10 
years. The Government would pay to A.I.D. in dollars 
interest of 2% per annum during the 10 year grace period 
and 3% per annum thereafter on the outstanding balance. 

B. Other Terms and Conditions: 

1) The loan would be disbursed to the Borrower both 
in US dollars and Honduran Lempiras, which are freely 
convertible with .Ijllars and have a value of 1 Lempira 
$0.50. Up to the equivalent of $1,950,000 would be made 
available to the Borrower by A.I.D. in Lempiras. 

2) Training and technical assistance procured under the 
loan will have source and origin in countries included 
in A.I.D. Geographic Code 941, including Central America. 

3) Grain purchases financed under loan shall be only 
for corn, -beans and rice produced in Honduras. All other 
grain purchases financed by the BNF under this program during
the life of the loan shall be for grains produced in countries 
included in A.I.D. Geographic Code 935. 

4) The Government of Honduras will be offered a two-step 
payment agreement arrangement, and the funds available to the 
GOH through any such arrangement will be used to assist socio
ec-onomi-c- development-projecrs mutually a-cCeptabre--t-o the GOI
and A.I.D. 

5) Prior to first dis'bursement, the BNF shall submit 
evidence satisfactory to A.I.D. that it has:
 

a) 	Established a separate revolving fund in a manner satisfactory
 
to AID, which shall be used exclusively for grain purchases,
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processing, and for operation of the EI1F network of storage

facilities during the life of the loan, and that an initial
 
payment into the fund of at least the local currency equival
ent of US$1,100,000 in cash and grain invent6ries has been
 
made by the BJF from its own resources. 

b) Made a comprehensive review of all existing grain inventories
 
in BFNF storage facilities and that all low-quality grains have
 
been disposed of.
 

c) 	Presented evidence satisfactory to AID that the Central Bank
 
will maintain its $500,000 line of credit to the BIT for the
 
basic grains program available for a five-year period.x*
 

6) 	 Prior to the disbursement of loan funds for other than technical 
assistance and training costs, the B14F shall submit to AID: 

a) A Rural Storage I.provement Plan, to include a budget and calen
dar for implementation, satisf;actory to AID, for purchascs of 
equi!.ment and for other physical imnprovements to its existing 
network of rural storage facilities and buying stations, with
 
the 	exception of those facilities which the HTF and AID shall 
jointly have determined no longer to be economically viable. 
Prior to such disbursement, the £N'5 shall also uresent evidence
 
that progress, satisfactory to AID, towards implementation of 
the Plan, using its c , resources, has been made to insure that 
all work contemnlated under the Plan will be completed during 
the 	first 12-month neriod of loan disbursements.
 

b) 	Evidence that it has initiated a comprehensive technical assistance
 
program to"aid in improvement of the entire ENF grains operations. 

7) 	 Prior to the disbursement of more than $500,000 of loan funds, the 
UNF shall submit to AID evidence that it has carried out the Rural 
Storage Improvement Plan apnroved by AID. 

8) 	 The EF shall coven-nnt with AID that: 

a) 	Loan-funded technical assistance and personnel training re
quired for further imrprovement of the operations of the BNF
 
grain storage and marketing program will be obtained
 

by the BI'F throughout the loan disbursement period on 
terms and conditions mutually agreed upon by the BNF and AID. 

LThe BNF will establish basic grain stabilization prices at the
 
producer level in consultation viith the Central AImerican Basic 
Grains Coordinating Commission.
 

0) 	All proceeds frcm the sale of grains financed hereunder and under 
the revolving 'unid mentioned above shall be redeposi ced in the 
revolving fund during the life of the loan. 

**A Letter was received by the Mission on November 2, 1972 which would
 
satisfy this condition.
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d) During each of the first three years of the projram, it

will make an additional cash contribution to the revolving

fund of the local currency equivalent of $100,000.
 

e) It will negotiate with proper Honduran financial
institutions or with the GOH for any and all addition
al financing that may be necessary for the program

during the life of the loan, 
and that it will make
 
every effort to make the program financially self
sufficient.
 

12. 	 Composition of the Mission's Capital Assistance
 
Committee:
 

Chairman: 
 *Iarry L. Barr, Capital Development Officer

Members: 
 Harold D. Koone, Rural Development Officer 

Ronald V. Curtis, Agricultural Economist 
Thomas J. Mehen, Program Officer 
Richard Rueda, Embassy Economic Officer 

*Robert J. Maushammer, Program Economist 
Bernard L. Riedel, Controller 
John 	R. Kahle, ROCAP RLA
 
Charles R. Connolly, Associate Director 
Reno Ray Garufi, Acting Mission Deputy Diiector 
Robert P. Mathia, International Development Intern
 

Other Contributors:
 

*James W. Lem!ey, ROCAP/PASA consultant , USDA 
*Dorn K. Diehl, USDA consultant 

Approved: Edwar1 Marasciulo, Mission Director
 

November -0, 1972 

*Drafting Officers
 

Exchange rate: 1 Lempira = US$ 0.50
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PART TWO - Project
 

Section I: Nature of the Project
 

A. Description of Activity 

1. Definition 

This project proposes to strengthen the 3NF's.program
for purchasinL1, storage and marketing of basic grains 

by providing additional working capital and by funding
technical assistance and training of BNF personnel

responsible for its administration. The IINF is the only
public sector institution providing agricultural production
credit and stoiage services in Honduras. The grain program 
has been gre-atly strengthened with A.I.1). assistance through 
Loan No. 522-L-018, signed in 1969, which provided $4.5 
million for grain and livestock production credit plus 
$3.0 million to finance about 65% of the total cost of 
the two new 14,000 ton processing and storage terminals, 
which became operational in December, 1971. 

Together with older facilities in various outlying 
areas, the BNF now owns 40,000 metric tons of grain 
storage capaciLy, as opposed to 12,000 metric tons prior 
to the completion of the new terminals. A feasibility 
study will soon be underway, with BNF financing, for some 
new rural facilities and in connection with this loan, the 
BNF will undertake certain improvements at e::isting rural 
facilities and buying stations. This will increase the 
effectiveness of its grain programl by extending it farther 
into rural ,reas. 

The BNF has been able to operate the new facilities 
quite effectively during 1972, and the basic 
grains program has already begun to improve as a result 
through increased exports and reduction in variations of 
prices paid to producers and by consumers. Although
the BNF has had difficulty obtaining the approximately 
$4 million of working capital necessary to make full use 
of its increased storage capacity, it has been able to 
come up with about 1/2 of the necessary funds at the
 
expense of certain other programs. Funds would be made
 

UNCLASSIFIED
 



UNCLASSIFIED
 

Page 9
 

available under this loan to the BNF over a three-year
period for the purchase of grains produced within Honduras,
thus enablirl the BNF to 
buy and store grain in larger quantities.

Moreover, exports of Honduran grains can 
now be increased
because the new facilities can prepare and store grain of
 
improved quality. The purpose of this project is 
not
 
merely to provide capi.tal to operate the new facilities,

but it is 
also aimed at increased utilization and

effectiveness of 
the existing facilities in rural 
areas.
 

The project will 
enable the BNF to impreve its grain

marketing program which is 
complementary to the
 
agricultural credit program for corn, beans, rice, and
 
sorghum strengthened through.Loan 018.
This is designed 
to have an impact on the small
 
and medium-sized farmers who are as 
 individuals and
cooperatives the principal producers of these basic
 
lIements of the Honduran diet. 
 The credit program should
be combined with one such as this whereby the farmer is


assured of being able to scll his grain at a fair price

when harvested rather than be subjected to unscrupulous

dealers or run the risk of storing it 
himself.

This program will also have a beneficial effect on low
income urban :on'umers who depend upon corn, 
 beans, and
rice for food and 
to whom wide retail price fluctuations
 
for these grains are particularly harmful since they buy

almost daily throughout the year in small quantities 
 in
 
public markets and small stores.
 

2. Limits cf A.1.D. Financing: 

It is estimated that the BNF needs to have at
disposal approximately the 

its 
local cuirency equivalent of


US $4,000,000 (8,000,000 Lempiras) in order to 
run an
effective grain marketing program and to 
stabilize grain
 
prices in Honduras. This amount will enable the BNF to
fill all of its 
existing grain storage capacity. As

of late 1972, the BNF Grains Division had the ase of
 
about $3,000,000
 

UNCLASSIFIED
 



UNCLASSIFIED
 

Page 10 

but this included a $500,000 180-day note that it had

obtained temporarily from a commercial bank and a $500,000

short-term emergency loan from the Central Bank. The
remaining $2,000,000 was made up of $1,400,000 of the

BNF's own funds which have been permanently assigned to
this program, plus a $500,000 renewable 360-day line of

credit from the Central Balnk. 

This A.I.D. 
loan would supply the local currency

equivalent of $1,900,000 in additional working capital to

bring the fund up to the $4 million level, and will be added
 
to a revolving fund to be used exclusively for the program.

A.I.D. will require that the BNF:
 

a) Establish the revolving fund for grain purchases

and storage operations by making an initial contribution
 
of L. 2,800,000 (equivalent to $1,400,000) in cash and
 
inventories.
 

b) 
Contribute an additional L. 600,000 (equivalent

to $300,000) to the revolving fund over the first three
 
years of the program.
 

A commitment has been received from the Central Bank that 
the existing $500,000 line of credit will 
be kept open for
at 
least five years, with the funds considered as part of

the revolving fund. 

The make-up of the revolvipg fund will thus be 
as
 
follows:
 

$ 1,400,000 BNF  existing resources - cash and inventories 
300,000 BNF - new money
500,000 Central Bank - renewable line of credit - 5 years

1,900,000 A.I.D. Loan
 
$ 4,1 00, 000 

The remaining $100,000 of loan funds will be used by

the BNF for financing training and technical assistance.

The BNF is also to contribute $200,000 of its own funds
 
to upgrade rural storage facilities, as well as some

additional funds for technical assistance. Therefore. 
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over 
50% of total project funds are 
coming from local
sources. 
 The entire grains program will become financially
self-sufficient within a short period of time.
 

3. Operating Criteria:
 

In connection with regional grain stabilization
efforts made t;'roughout Central America during the late
1 960s, 
the GOH assigned to the BNF responsibility for
initiating and operating 
a grain storage and price
stabilization program in Honduras. 
 The direct responsibility
for operating this program rests with the BNF Grains Division
which is supervised by a Grains Committee composed of the
Manager of the BNF's Development Division and cert'ain
i.;embers of the BNF's own 
Board of Directors. Please refer
to Annex II, Exhibit 1 for an organization chart of the
BNF and to Annex II, Exhibit 
2 for the organization of
the Grains Division.
 

As 
a result of the initiation of this new, expanded

program, the Grains Division
importance within the BN[ 

has assumed increased

and the possibility that this
activity will be 
spun off and established as 
a separate
corporation is 
being studied. Although as yet formal
no
decision 
has been made on this, 
it is the definite
intent of BNF top management that this division become
financially self-sufficient and have a separate accounting
system as a first step 
in that direction.
 

A.I.D. Loan Agreement No. 
522-L-018 contained a
condition precedent to 
loan disbursements for silo construction requiring the BNF to 
present a grain price stabilization plan 
for A.I.D.'s approval. The plan was 
submitted
and approved by A.I.D. 
on December 22, 1969, 
and the reorganized BNF Grains Division took responsiblity for
the start-up of the 
new facilities in 
December, 1971.
espite 
 funding problems, substantial improvements

have already been made 
in storage and marketing as
compared to 
the situation which prevailed prior to 
1969
when the 
BNF had neither adequate facilities nor working
capital 
for such a program.
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During the past six months, the original stabilization

plan na8 been unaer constant revision and improvement. It
 
will be discussed in detail below in Section II-C.
 

In view of the severe historical shortages of corn

and beans with corresponding violent and disruptive price

increases in the market, the GOH in September, 1971
 
ordered the prohibition of basic grain exports by the
 
private sector. The BNF was left as the sole exporter

but in special cases, the Mini3ter of Finance may grant

export permits to others following consultation with the
 
BNF on each case. This action, combined with the

completion of the new silos and the 
entrance of the BNF
 
as a major force in the grain market, has partially stabilized 
prices of basic grains in llonduras.4orcover, the possibility
of a repeat of the July, 1970 situation where Honduras 
virtually ran out of beans has 
 been sharply reduced.

Please refer to Annex 
II, Exhibit 5, which shows historical
 
grain prices, 

Based on the BNF's grain policies, a set of well
defined procedures is followed by the Grains Division in
 
its day-to-day operations. Based on support prices set
 
by the BNF Board of Directors, a schedule of differentials
 
has been set up for calculating actual amounts paid to
 
farmers who deliver grain to various BNF storage

facilities. The price differentials depend upon

theoretical transport costs from each location to consump
tion centers, cleanliness, moisture content, and grade.
 

Managers of the various facilities have the
 
responsibility for receiving grain, determining quality

and moisture content, and authorizing payments to farmers
by means of vouchers for payment at local BNF branches. 
Certain facilities also are used for custom cleaning

and drying services, and storage space is also rented to

private parties. The managers of the new Tegucigalpa and San Pedro
Sula facilities have greater responsibilities and have had more training,

than their counterparts in other facilities. Please see Annex II,
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Exhibit 3, for curricula vitae of the BNF personnel most
 

directly involved with this program.
 

B. Background of the Project
 

I. Genesis of the Project: 

A.I.D. Loan No. 522-L-018 ($9,500,000) signed on

April 16, 1969 provided $8,000,000 to the BNF for 
a "relending program designed to help achieve 1969 and 1970

GOH agricultural production goals for the basic food
and feed grains of corn, beans, rice and sorghum and for
livestock... 
(and to develop) the physical and administra
tive capacities necessary for carrying (out) 
a basic
grains price stabilization program, which is carefully

and closely coordinated with a regional price stabiliza
ion program for Central America... (for) construction


and construction supervision of two.., 
grain storage

facilities.., together with related technical assistance
 
to the BNF in grain storage operation and marketing ... " * 
The other $1,500,000 under the 
loan was allocated to the
 
Honduran cooperative movement for 
a similar program.
 

$4.5 
million in loan disbursements for the credit program
have been completed. The silos were 
completed at a total cost
of about $4.6 million and have been operative since December,
1971. -Some funds remaining under this portion of the 
 loan arcbeing used for fabrication of two freight elevators to be installed
by mid- 1973. No funds for grain marketing were providedunder the loan with the assumption that the BNF would

be able to come up with the necessary resources. One ofthe reasons that the BNF has had difficulty mobilizing
the needed working capital is that the final cost of

the silos was 
about 40% greater than estimated. The BNF
decided to fund the $ 1,534,000 contract for equipping

the silos with its own resources rather than request

A.I.D. to 
 transfer funds from those allocated to
 
production credit.
 

Quotes taken from the Loan 018 CAP-Summary and
 
Recommendations Section 
- Page i.
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The BNF formally applied for this 
loan in its letter
of May 8, 1972 and other letters of support have been
received from the President of Honduras and the EconomicPlanning Council. The Mission is herein proposing aloan for samethe amount requested in the 1RR, but isrecommending that the loan finance a substantial technicalassistance and training component as 
well as provideworking capital. 

2. Evaluation of Previous A.I.D. Assistance:
 

$8,000,000 of Loan 018 was 
made available by the
Government to the BNF for three 
separate purposes in the

following amounts:
 

$4,500,000 -- for BNF sub-loans for production credit
 
for basic grains and livestock, and for the
purchase of vehicles for field supervision -
(100% disbursed as of 10/1/72)


$3,000,000 --
 for storage facility construction, construction supervision, and technical assistance
in grain storage operations and narketing -(97' disbursed as of 10/1/72) 
, 500,000 -- BNi sub-loans and equity investments in

agro-industries -- (11% disbursed as of 
10/1/72) 

a) BNF Credit Portion: The conditions precedent for thisportion of the loan 
were met on December 22, 1969. 
 Disbursements for sub-loans made began in mid-1970 and were
completed in August, 1972. 
 An A.I.D. contract advisor,
recently compIcted an evaluation of the program. 

On the first drawdown of loan funds which occured
over a two-year period, about 
58% of the 
total number of
loans and 36% 
of the total amount made with both A..D.and BNF counterpart funds 
were 
for grain production credit,
the remainders in both cases being for livestock.
grain loans are broken down as follows: 
The
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For production of 
 Number of loans 
 Total amount
 

Corn 
 4,611 
 $ 1,837,421
Beans 
 860 
 281,235
Rice 
 592 
 562,440
Sorghum 
 32 
 4,667
 

Lending levels for corn, beans, and rice production
dropped slightly from 1968 to 
1969, but increased sharply

in 1970 when the program was initiated:
 

(figures in thousands)
 

BNF Production
 
Loans for: 
 1968 1969 
 1970 1971
 

Corn $ 1,245.2 $ 1,220.4 $ 1,094.1 $ 1,773.8Beans 244.0 
 198.8 159.3 
 286.4
Rice 
 112.6 182.2 127.4 
 407.4
Sorghum 
 12.7 
 14.5 
 5.2 
 6.1
 
$ 1,614.5 $ 1,615.90 $ 1,386.0 $ 2,473.7 

A less tangible achievement was 
improved coordination
between the BNF and the GOH agricultural extension agency,
DESARRURAL. in spite of this, 
efforts to provide increased
technical assistance to small farmers under the program

were generally unsuccessful for a variety of 
reasons such
as 
a lack of trained extension agents and the continued
redution of DESARRURAL's operating budget.
 

Other points noted were:
 

i) 
For loans made during the first drawdown under
the program there has been 
a delinquency rate of about
 
15p".
 

ii) For the most part, the program served the medium
 

and small farmer groups as 
intended.
 

iii) A significant number of new clients 
were served.
 

iv) Very significant increases occurred both innumbers of loans and in total amount of loans mnade for
grains and livestock. 
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v) Improved farming techniques were observed, but
 
to a minimal degree.
 

vi) Significant increases occurred in levels of
production, but with only slight increases in productivity.
 

to 
vii) The BNF is now able to offer better services
its clients than prior to initiation of the program.
 

A.I.D. loan funds and BNF counterpart funds assigned
to 
this credit program have been maintained in a separate
revolving fund account, as called for in Sections 3.01-B
(3) and 4. 13-B (1) of tie Loan Agreement. The
Loan Agreement specifies that these funds must be usedfor basic grains and livestock credit only through CY1972. 
However, the BNF is agreeable to continuing this for
 
future years.
 

b) BNF Storage Portion: All but about $25,000 of these

funds were use Torconstruction of the two grain storage
terminals completed in December, 1971. 
 Construction work
 was carried out normally and knowledgable experts who

have visited Tegucigalpa and San Pedro Sula have stated
that the facilities are 
very well designed and construct
ed. Efforts to obtain the services of a grain-marketing

advisor under this portion of the loan proved unsuccessful
since the individual contracted by the 13NF was not ableto develop the necessary working relationships with hisHonduran counterparts. With A.I.D.'s concurrence, hisone-year contract was terminated after five months of
work. The Mission and BNF have arrived at a much-improved
strategy for obtaining needed technical assistance involving
qualified Honduran and US personnel to 
be financed partly with
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loan funds under this loan anu parLrly by Lihe biNf. 'I'llis is 
discussed in detail below in Section 11-C. 

c) BNF Agro-Industry Portion: Implementation of this 
portion of the loan was delayed by the inability of 
the BNF's Industrial Development Division to develop 
satisfactory projects. To date, about $65,000 of loan 
funds have been disbursed for two small projects. This 
division is it the difficult position of being over
shadowed in this field by two very strong institutions, 
the private Financiera Hlondurefia, and the industrial
 
department of the Central American Bank (CABEI), both of
 
which have received large amounts of A.I.D. financing.
 

At present, CABEI's Industrial Department is prepar
ing a plan for a complete reorganization of the BNF
 
Industrial Division. Also under study is the possibility
 
of removing this division from the BNF and setting it up
 
as an autonomous Government development corporation.
 
Nevertheless, the remainder of these funds have been
 
earmarked for two projects: two wood-drying kilns and
 
an African Palm Oil production and extraction plant.
 
Construction of both projects will get underway soon and
 
it is anticipated that these funds will be disbursed 
within the next 18 months. 

d) Compliance of the BNF and the GOII with certain other 
conditions and covenants: The 018 Loan Agreement
 

contained many conditions and covenants which were
 
intended to insure that the GOH and the BNF would take
 
certain actions designed to improve the BNF's financial
 
position and operations. The most significant of these
 
are:
 

(i) Section 3.01-A (3): 

GOH commitment to "continue to provide contribu
tions to BNF through redemption in cash of BNF
owned bonds of Borrower (GOH)... The said commit
ment shall include a schedule of the amounts and
 
timing of bond redemption satisfactory to A.I.D."
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A.I.D. and the GOH agreed to 
a schedule of
redemptions of the equivalent of $2,000,000
per year TAhrough the disbursement period of
the loan. The amounts which have been or 
are
to be contributed are: 
 (in millions of dollars)
 

CY1966 $ 1.0 
1967 2.0 
1968 2.0 
1969 2.0 
1970 2.0 
1971 2.0 
1972 
1973 2.0 

.5" (contained in G(Oi1 1973 budget 
as submitted to the Congress) 

The 1973 amount will complete the redemption of all bonds
now held by the 
BNF, and future GOH contributions will
depend upon the outcome of BNF/GOH negotiations for additional capitalization 
 which are now underway.
 

(ii) Section 3.01-B (3): 

Establishment of a segregated account "revolving
fund" with A.I.D. loan disbursements and BNF
counterpart contributions for grains and livestock production credit. 
 This requirement has

been fulfilled:
 

Agreed upon contributions Amounts as of 5-31-72 
BNF 
 $ 2,800,000 
 $ 2,915,070
A.I.D. 
 4,400,000 
 4,404,780
 

In addition, the 
BNF agreed to contribute $300,000 for
agro-industrial projects to complement A.I.D
Accoraing to 's 500,000.
tne ouageis prepareu for projects 
to be
implemented, the BNF should contribute approximately
Lilis amount. 

(iii) Section 3.02 (): 

A plan for 
increased technical assistance to
 

This is an extra amount the GOH wishes to give to
the BNF 
over and above the original bond grant.
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producers.
 

The amount of technical assistance made available to small 
and medium 

income farmers has not been what was envisaged, primarily because of 

cutbacks in DESARRURAL's budget. This problem has been widely 

recognized and the GOI is now beginning to focus on the need for improve

ment in agricultural extension services. The GOCH agricultural sector 

analysis team is looking at this problera in detail, and the IDB has 

recently made a loan to the GOH for comprehensive improvement of 
The G9H Minister of N"atural Resources (agriculture) and
DESARRU.WL. 


the B11F President have been working closely to try to overcome these
 

difficulties and several new pilot supervised agricultural credit
 
programs have been initiated.
 

(iv) Section 3.02 (2):
 

A plan for the reduction of total loan delinquencies to a maximum of
 
10% of the overall BNF loan portfolio by December 31, 1969.
 

At the time the CAP for Loan 018 was written, it was recognized that the
 
BNF's portfolio contained a significant percentage of delinquent leans,
 
some of which could be collected and others which should be written off 
as bad debts. Pursuant to this Condition Precedent, the BIF presented 
a plan, which was approved by AID, for reduction of the total delin
quencies to lOf of the current portfolio within about 8 months of the
 
date the Ian A!recent was signed. At that time, total delinquencies 
amounted to slightly over 30& of the portfolio level, including l&% of 
the total portfolio that had been refinanced or rescheduled. 

The task of implementing this plan proved to be difficult, which in 
part was due to BNF ad-.inistrative shortcomings. However, there are 
numerous other legal and procedural factors involved which prevent
 
rapid and efficient action from being taken on this proble:m in a 
comparatively short "eriodof tir:e. 

When it becane obvious to the USAID that the situation was not improving 
as had been anticirated, ROCI-P fi.-ancial analysts were requested to 
come in and reevaluate the situation. Their report, issued in March, 
971, confirmed that these problems did indeed exist but also pointed
 
out several factors which helped to place this issue in proper perspective,
 
The analysts have emphasized the fact that very few loans had ever
 
been written off (only about $416,000, equivalent to 0.3% of all loans 
made over 20 years of .NF operations). RF records indicate, however,
 
that an additional amount of about $800,000 has been written off during
 
1972, thus providing some indication of new efforts to deal with the
 
delinquency problem. However, still to be dealt with is the need to
 
increase reserves for bad debts, to improve collection efforts on past
due loans, and to continue classifying and disposing of uncollectabre
 
loans.
 

-.
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The most significant conclusion of the ROCAP analysts was that if
 
appropriate lcgal proccduzr-s were taken and accounting modifications
 
made, the resulttng "cleaned-up" portfolio would show bad debts, already
 
written off, of about 3 to 55 of all loans made during the past 20 years 
(as opposed to .8% currently) and delinquencies of 9 - 11,I of the current 
portfolio (the current figure being about 35%). These levels were 
judged to be reasonable by .normaldevelopment banking standards- The
 
calculations of the analysts were based upon reasonable assumptions rmade
 
on the disposition of various categories of loans now included within
 
the general "delinquent" classification, as well as review of certain
 
larger individual cases.
 

Nevertheless, until steps are taken to resolve this si uation, the
 
current delinquency statistics will remain relatively unchanged. The
 
BNF is now making a renewed effort to deal with this oroblem through one 
of the special working groups evaluating all phases of BF operations. 
The AID grant-funded technician assigned to the BNF's Credit Departent 
is also involved in this process and is now concentrating his efforts 
on improvement of the delinquency situation.
 

In addition, the B2IF has agreed, in negotiations with the IDB on a 
proposed $9.2 a-ric-!tural! credit lean, to carry out a portfolio imoprove
ment plan which should lead to reduction of delinauencies to the iQ' 
level by December 31, 1976. The USAID believes that this is a reason
able approach towards solving this -,"roblm and wl -o-r' this effort 
through the on-goin technical assistance in connection with the 
agricultural credit progr-m funded under Loan 018. Since the proposed 
AID loan does not involve the credit progrwa and a reasonable attempt

is now being trade to resolve the delinquency problem, the USAID is not 
reco,..endin-n. further technical assistance or covenants addressed to 
this recognized .roblcm a-rea. 
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(in thousands of dollars)
 

1967 
 1968 
 1969 
 1970
 
Cotton 
 $ 3,838.5 
 1,945.4 
 1,239.2
Coffee 1,364.2
1,788.7 
 1,917.6
Tobacco 2,508.5* 
 2,652.4*
1,225.7 
 502.8 
 517.6 
 417.6

* Not all of these coffee loans were for production; about$500,000 of short-term export financing is included 
each year.
 

(viii) Section 4.13-B (7):
 
Sale by BNF of 
 its stock in the Sula Milk Plant. 
On September 1, 1972, 
the BNF sold 49% of its
stock in 
the plant 
to the members of the Sula
Valley Farmers' and Cattlemen's Association,
and 
a new corporation was 
established. 
 The BNF
intends to 
sell additional stock in the near
future in order to reduce its ownership to a
minority position.
 

Based on 

ledge of 

the above results and the Mission's know-
BNF operations, the BNF's performance
implementing this project in
 
has been satisfactory.
 

3. Intensive Review and Recommendations of the Country
T -eam 

Following an exchange of cables between the Mission
and AID/W to determine how Washingtonproposal would view afor this loan,

which proposed 

the Mission prepared a paperthat these 
increase to A.I.D. 

funds be made available as anLoan 522-L-018.
submitted to AID/W on May 19, 

This paper was 
1972, and 
was reviewed
 

an IRR. Please 
The paper was approved as
 

by the LA/CAEC on May 30. 

see Annex 
I, Exhibit 
2 for
the cable a text ofwhich set forth the pointsMission was upon which theto concentrate 
in its intensive review.
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The Intensive Review took place during July, August
 
and September, 1972. Negotiations were held with the
 
BNF in order to determine whether or not the funds needed
 
for this program could be generated internally. Meetings
 
were also held with the Central Bank on the same subject.
 
In addition, the Mission analyzed in depth the GOiI basic 
grain pricing policy. Two USDA/PASA 
consultants visited Honduras during October to assess
 
the BNF's grain marketing program and to help draft this
 
Capital Assistance Paper. This paper reflects their
 
recommendations.
 

The proposed loan differs from what was set forth
 
in the IRR in the following respects:
 

a) A comprehensive technical assistance and training
 
program to help improve the BNF's grain marketing program
 
is to be loan-funded ($100,000).
 

b) The Mission is recommending that these funds be
 
made available as a new loan rather than as an increase
 
to Loan 522-L-018.
 

c) No funds for the cooperative grain marketing
 
program are being requested.
 

d) The counterpart contribution to the project has
 
been increased to where over 50% of the total project costs
 
are coming from internal sources.
 

The Country Team recommends approval of this project
 
for loan financing, and that the loan be authorized under
 
the terms and conditions listed in the Summary.
 

4. Opinions of Other Institutions:
 

Please refer to Section II-D-4 below foi details on
 
comments by other international lending agencies regard
ing this project. On the basis of these comments and
 
negotiations which the Mission had concerning possible 
internal sources of fund, the Mission concluded that 
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no other Free World financing is available for this project 

at this time. 

C. Program Justification: 

1. Place of Project in the Country Program:
 

As agreed upon in the Central American program review
for FY73-74 and as 
the focal point of a regional strategy,
the A.I.D. Mission has given first priority to efforts to
develop the agricultural sector, with emphasis on projects
that will have an effect on small farmers. This loan has
been developed in conjunction with these regional programming

efforts.
 

Because this project will enable
the BNF to improve one of its programs dealing with small
and medium inccme farmers by increasing production incentivesto the small producer of basic grains, this project directly
supports this strategy. The Nlission views this 
loan as thefirst in a series of loans which will 
relate to the GOl'sagricultural sector analysis. The first exploratory runsof the preliminary linear programming model used in theanalysis indicate that marketing of agricultural productsconstitutes an important part of the major bottleneckincreased efficiency in tothe use of available resources.This project will respond directly to this. 

The BNF, as 
the single most important agriculturalcredit and storage institution operating in Honduras,
perform a key role 

must 
in any agricultural sector development
program. 
 The BNF will, with this assistance, be able to
further strengthen its operations, improve its reputation,
and become a more efficient institution better able to
 serve Honduras in the many areas of development banking. 

2. Project Contribution to Honduran Economic Development: 

(Note: 
 Much of the data and analysis presented in this
section relate to the discussion of "Alternative Sources
of Financing" contained below in Section II-D-4).
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a. Budgetary Position
 

The GOH budgetary position is basically weak, with
tax revenues being about 
11% of GNP. Although some tax
 
measures 
have been implemented since Honduras withdrew
from the free trade aspects of the CACM and reestablished

duties on goods from the region through Decree 97 issued
oil December 30, 
1970, natural growth has accounted for

almost all increases in revenue since 1970.
 

While real total expenditures during the 1961-71
period have grown at a compound rate of 8%, 
real capital

expenditures grew at 
12% per year. The following table

shows the progress in 
current account savings and invest
ment in the 1969-71 period and the sharp reversal in

1972. Revenues have been lower than projected in 1972,
causing cuts in planned expenditures, mainly on invest
ment. 
 As a result, investment will be smallera 
percentage of total expenditures in 1972.
 

FISCAL OPERATIONS OF CFNTRAL ,OVI-RNMIjNT: 1969-72 

(Millions of Lempiras) 

1969 1970 1971 1 9 72(est.)
 

Current Revenues 
 155.5 177.4 180.1 190.0
Current Expenditures 146.5 
 155.6 155.8 
 171.2

Current Account Savings 9.0 21.8 24.3 18.8
Investment 
 56.1 66.5 69.0 
 60.9

Deficit 
 47.1 44.7 
 44.7 42.1
Internal Financing 
 25.8 17.1 13.8 9.9


External Financing 21.3 27.6 30.9 32.2
 
Investment as %)of 
Expenditures 27.7 29.9 30.7 
 26.2
 

(2 Lempiras= I US Dollar) 

The GOH has borrowed from the Central Bank at a fasterrate than in previous years although official statements
 
say that the total projected for the year will 
not be
exceeded. There is, 
however, a likelihood that it will.
In addition to making 
some 
budget cuts, efforts to avoid
 
even more 
serious realignments in expenditures have

included slowing down payments and requesting the banana

companies to make advance payments of 
1973 income taxes.
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These measures, of course, provide some
enable the relief and may
Government to 
get by this year, but 
at the
expense of 1973 operations. 
A major tax increase
package, currently pending for submission to Congress,
seems 
to be 
the only way the GOH can put
ol its finances
a stronger footing. 
 Considerable opposition can
expected to be
any such package, the counterproposal always
being that the Government should make more 
efficient
use 
of presently available 
resources.
 

b. Balance of 
Payments:
 

Decree 97 
was issued in 
partial response to 
a rapidly
growing trade deficit with other members of the CACM.
disequilibrium, which came after The
 
a good overall performance
in the mid. 1960s, 
 wjs seriously threatening
international reserves built up through trade with non-
CACM countries and capital inflows. 
 Since the imposition
of Decree 97 and complementary 
measures, the total value
of imports has decreased and exports have increased
although trade with the CACM has decreased sharply.
good part of the increase A


in exports is 
due to recuperation of banana exports after Hurricane Francelia in 1969,
to 
further investments in banana production and to
increasing lumber and meat 
exports.
imports since Major decreases in
1970 have been in food, edible oils and
manufactured goods. 
 The following 
table gives a brief
description of balance of payments performance from
19o8 to 1972:
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HONDURAS BALANCE OF PAYMENTS: 1968-72
 

(Millions of Dollars)
 

1968 1969 1970 1971_ / 1972A/
 

Goods and Services
 
Exports 1/ 204.8 196.8 205.0 223.7 218.0
 
Imports 7/ -229.4 -227.5 -209.2 -245.7 -258.1
 

Balance of Trade - 24.6 - 30.7 - 04,0 - 22.0 - 39.5 
Capital Movements 36.7 27.4 50.0 27.6 30.9 

Private Sector 27.8 10.0 17.3 5.1 13.9 
Public Sector 8.9 17.4 29.5 19.9 19.9 
SDR Allocation -- -- 3.2 2.6 3.1 

Net Change in Reserves 
Reserves + 12.1 - 3.3 - 14.0 + 5.6 - 2.5 

I/ Includes Exports, service receipts and net transfer
 
receipts. 

2/ Includes Imports and service payments. 
3/ Preliminary 
4/ Estimate 

The future of the CACM is cloudy, as are the roles of
 
Honduras and,most recently,of Costa Rica in that market.
 
The key to the future of tile CACM lies in finding a way 
to restructure the Market to distribute gains more equitably 
among trading partners. Pending restructuring of tile CACM 
and resolution of outstanding problems with lI Salvador, 
Honduras has entered into a bilateral trading arrangement
with Nicaragua and expects to have similar arrangements 
with Guatemala and Costa Rica in the future. A complete
analysis of the CACNI implications of this proposed loan 
is contained below in Section II-B. 

c. GNP 

During the 1960-71 period, growth of GNP at current
 
prices in 1-onduras (4.3%) was the lowest in Central
 
America, as was per capital current GNP (0.9%). The most
 
recent revision of GNP data shows that growth in 1971
 
was 6.1% in current terms and 6.4% in real terms; on a
 
per capita basis, it was 2.7% and 2.8%, respectively.
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As shown in the following table, agriculture accounts
for about one third of GNP, which in turn is divided between
bananas (one-third) and other activities 
(two-thirds). At
the same time, the rural population is about 70% of total

population, and only a small proportion of the rural
population with comparatively high wages 
is engaged in
banana production. As a result, 
the overall per capita
GNP figure of $259 masks the much-lower per capita rural
output ($131) and the 
even lower non-banana per capita
rural output ($100) which goes 
to the remaining vast

majority of farmers. 
 These data dramatically show the
position of the average campesino in Honduras. 
 In addition,
it is clear that his welfare, measured in terms of per
capita output, has improved very little, 
if at all, over
 
recent years:
 

HONDURAS: 
 GROSS NATIONAL-PRODUCT: 
 1968-71
 

(Millions of Dollars)
 

1969 1970 
 1971
 
Current GNP 
 648.4 680.2 721.9
Agriculture 1/ 
 (216.0) (225.9) 
 (239.2)

Excluding bananas 
 (154.0) (160.9) 
 (158.9)
Constant GNP 2/ 
 626.4 649.6 
 691.3
Agriculture-I/ 
 (215.4) 
 (224.0) (244.9)3/

Excluding bananas 
 (156.6) (163.5) (172.2)
Population (thousands) 2,495 2,582 
 2,672

Rural population

(thousands) 
 1,772 1,818 
 1,865

Excluding banana
 
workers 
 1,622 1,668 
 1,715
Current GNP per Capita 
 260 263 
 270

Rural 
 122 124 
 128
Excluding bananas 
 95 96 93
Real GNP Per Capita 251 
 252 259

Rural 
 122 123 
 131

Excluding bananas 
 94 
 98 100 

Source: Based on Central Bank Data.
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I/ Agriculture's participation in GD 
 at factor cost.
Includes agriculture, forestry, livestock, hunting
and fishing.


2/ Based on index 1966 = 100.
 _/ Increase due mainly to jumps in physical production
of bananas when valued at 1966 prices, which werehigher than 1971 prices; real agricultural contribu
tion to GDP is higher than nominal (current) contribu
tion.
 

d. Monetary and Credit Policy
 

Monetary policy has traditionally been quite
conservative in Honduras, being based on maintenance of
exchange rate stability. Such 
a policy is not unreasonable in light of the 
strong tendency in Honduras for
 excess liquidity to show up as increased imports, leading
to a loss of international reserves. 
 Up to 1968, the
Central Bank actually absorbed Central Government funds
in excess of the credit it extended to the CentralGovernment. The year 1969 marked the first reversal ofthe Central Bank's position, switching from a net debtor
of L. 10.7 million in 1968 to 
a net creditor of' L. 5.0
million in 1969. This grew rapidly in 1970 and 1971 sothat net Central Bank credit 
to the Central Government 
was L. 26.1 million and L. 42.3 million, respectively,
at year end. The Central Bank has also been a traditional source of funds for the BNF, net credits being in thearea of from L. 9.0 million to L. 12.0 million per yearsince 1966. In addition, starting with 
1970, the Central
Bank has been a net creditor to the rest of the public

sector 
(L. 2.8 million in 1970 and L. 7.5 million in
 
1971).
 

The above changes are the result of the more active

role the Central Bank has been playing in the Honduran
financial community. It does not signify that the Central
Bank has replaced the goal of exchange rate stability with
that of economic expansion, but only that it is willing

to work with 
a lower international 
reserve position.
This change was partially in respo.-e to special financing

problems engendered by the 1969 c:nflict but also
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to a changed concept on the part of the
 
Central Bank of its role in development on a continuing

basis. Whereas in the past the Board of Directors was
 
content to let the Central Bank play a passive role,

there is now a growing awareness that it can be a much
 
more 
positive force on the Honduran financial scene.
 
The accompanying table shows the changes in Central
 
Bank accounts over the period 1966-1971.
 

CENTRAL BANK ACCOUNTS
 
(Millions of Lempiras)
 

1966 1967 1968 1969 1970 1971
 

I. 	Net Internation
al Reserves 46.9 49.6 61.5 57.3 39.9 43.7 

II. Domestic Assets 23.7 28.0 23.0 45.0 
 79.6 89.5
 
a) Government
 

(Net) 4.1 6.8 -4.9 12.7 39.3 61.4
 
Central Govern
ment -3.1 -1.6 -10.7 5.0 26.1 42.3
 
BNF 
 9.3 9.8 7.6 12.3 10.4 11.6
 
Rest of Public
 
Sector -2.1 -1.8
-1.4 	 -4.6 2.8 7.5
 

b) Banks 	 6.3 5.1 11.3 18.8 24.7 20.2 
c) Other (Net) 13.3 16.9 16.6 13.5 	 7.9
15.6 


III. Liabilities 70.6 77.6 84.5 102.3 133.2
119.5 

a) Allocation of
 

SDR's .... 
 6.4 11.7
 
b) Foreign
 

liabilities 
 0.9 0.9 1.0 1.0 0.8 0.4

c) Banks 16.9 22.0 23.1 27.4 35.8 41.2
 
d) Private Sector 52.8 
 54.7 60.4 73.9 76.5 79.9
 

1. Currency 52.1 53.8 59.6 71.7 75.1 
 78.4
 
2. Sight Deposits 0.1 0.5 0.3 0.4 0.2 
 0.5
 
3. Time I Svgs.
 

Deposits 0.6 0.4 0.5 1.8 1.2 1.0
 

Source: Central Bank statistics at the end of each year
 
(regrouped by the Mission). (2 Lempiras= 1 US Dollar)
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Realizing that 
it cannot meet all requests for funds
and still maintain international 
reserves and therefore
 
exchange rate stability, the Central 
Bank prepares a
 
program at the beginning of 
every year outlining the
 
monetary policy it plans to 
follow. The total credit it
makes available depends in large part on 
its estimate of

the capacity of the economy to 
absorb resources without
 
provoking large 
losses of international reserves or
 
threatening price stability. 

The plan for 1972 is based on the following proposi
tions:
 

a) a programmed loss in international reserves of
 
L. 10 million;
 

b) an increase in resources of the banking system

of 	 L. 32.5 million;
 

c) GNP growth of 510; and
 
d) import growth of 7.8',
 

The monetary program is essentially a compromise
between factors which would call for 
limiting monetary

expansion and stimulating adequate GNP growth. 
Thc
 
proposed program, based on 
the above considerations,

called for L. 34.9 million of net 
new credit to the private
sector and L, 15.3 million of net new credit to the public
sector (including L. 5 million under a recently-formed

Agropecuarial and Industrial Development Fund). 
 Of these
 
amounts, the Central 
Bank would provide L. 2. I million in
 
net credit 
to the banking system and L. 16.2 million to

the public sector. The rest of the banking system would

receive L. 0.9 million from the public 
sector (mainly

through the operations of the Agropecuarial and Industrial

DevClopmCnt Fund). As is evident above and in the
discussion of the Balance of Payments, major deviations
from this plan of operations could have disastrous results 
on growth, the balance of payments or prices. 

The 1972 program for Central Bank internal credit
operations with the public sector and the banking system
has been assigned quarterly targets based on expected
seasonal requirements. As of the end of September, the

actual results in millions of Lempiras were as follows:
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Credit to: 
 Planned 
 Realized 
 Difference
 

Public Sector 
 53.7 
 62.6

Banking System +8.9
 

35.6 
 36.3 
 +0.7

Total 
 89.3 
 98.9 
 +9.6
 

Within the banking system, the BNF 
has received L. 11.3
million of the Central Bank's regular resources, plus
L. 1.0 million of the funds of tile Agropecuarial and
Industrial Development Fund for the basic grains program.This total of L. 12.3 million is some L. 0.6 million lessthan projected, partially due 
to a drop in the 
BNF Credit
Department's discountable paper but 
also to a general
tightness in credit. 
 Other commercial banks, on 
the other
hand, experienced an increase in credit at the end ofSeptember some 
L. 1.3 million more than projected. This
can be traced to a special L. 1.0 million credit the CentralBank made to 
a commercial bank for extraordinary reasons
and to higher than expected drawings of counterpart funds
in connection with the Central Bank 
- administered IBRD
Livestock Development loan. 
 In general, the commercial
banks are facing a tight 
credit period. The reason forthis and for the radical departure from the monetary programestablished for the year is 
the same: the strong pressure
the Central Government
from on the Central Bank to help
deal with liquidity pressures 
arising from serious short
falls in revenues from projected levels. 

The Bank was forced to raise 
legal reserve requiremeits by 12% (from 25% to 28%) as a special measure to heed thesedemands and still 
meet the basic objectives of monetary policy for the
planning period. 
 Another remedial step necessary was 3 freezing of
Central Bank credits to the banking system.
 

Commercial banks will not be allowed to increase theiruse of Central Bank credits during the rest of the year.Payment of the L. 1.0 million liquidity advance will lowertheir total drawings while other Central Bank sources willremain frozen at their September levels. 
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3. Impact of Proposed Project on Honduran Economy
 

In general terms this project will make a significant contribu
tion to stimulating the production and efficient marketing of basic
 
grains in Honduras and in establishing an effective system of
 
stabilized prices more closely related to world prices for basic
 
grains. The project will also have more directly measurable effects
 
on economic variables: GNP growth will be increased, additional
 
exports will increase current account earnings, and domestic prices
 
to the consumers of basic grains will decrease in the long run with
 
seasonal fluctuations minimized.
 

4. Impact on US Economy:
 

Because this project is involved with the production and market
ing of basic grains produced in Honduras, of which practically none
 
are exported to the USA, and because Honduras now does not nor will
 
in the future import these grains from the USA, this project will
 
have little or no effect on the US economy. As far as Honduran
 
grains competing with US grains in the world market, indications
 
are that Honduras will be able to export more corn to certain
 
countries, particularly those ir Central America and the Caribbean.
 
However, the volume is not large and most Honduran corn is of the
 
white variety while most of the corn exported from the USA is yellow.
 
The two types do not compete with each other to a great extent. In
 
regards to beans, Honduran black and red beans are also different
 
from US varieties.
 

5. Duilding of Democratic Institutions:
 

The Banco Nacional de Fomento, which was founded in 1950, has
 
just recently been able to begin operating in enough areas and
 
with enough volume to have a significant
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effect on development efforts in Honduras. 
 both A.I.D.

and the IDB have made large loans to the BNF in the past

and the BNF will continue to 
receive foreign assistance
 over the next several years. The G(O)l has made 
a very substantial contribution towards BNF capitalization as well. This continuing support 
of the Bank by

the international agencies and the role which the GOH
 
sees for it reflect the importance of the BNF to
 
the Honduran development process.
 

6. Consistency with the CIAP Reviews:
 

The last CIAP subcommittee meeting on Honduras 
was
held in May of 1970. At that meeting, one of the recommenda
tions was 
that Honduras continue actions destined to
 
promote productive sectors of the economy, especially export expansion and diversification. 
 This project responds

to this recommendation in that 
it will promote agricultural

production by improving the incentive 
to farmers to
increase production, and will expand the potential for
 
increased grain exports.
 

7. Certification of the USAID Mission Director:
 

The USAID Mission Director certified on November 6,

1972 as to the satisfactory performance by the BNF with
 
respect to previous A.I.D. loans and 
to the 3NF'scapabilities to implement this proposed loan. 
 Annex I,
Exhibit I contains a copy of this certification.
 

SECTION II. Project Analysis
 

A. Borrower
 

1. Principal and Participating Entities:
 

The Borrower will 
be the Banco Nacional de Fomento

(National Development Bank), an autonomous agency of the
Government of Honduras having the prime responsibility

for development banking activities in Honduras, particularly
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in agriculture. The BNF an
was formed in 1950 as autonomous
 
agency of the Government, with a Board of Directors made up

of representatives of the Government and the private sector
 
(see Annex II, Exhibit 1). The Bank's President, appointed

by the President of Honduras, takes an active role in bank
 
operations and also functions as General Manager. Under
him are two separate departments, the I)evelopment Department

and the Credit and Operations Department, each of which is
 
responsible for an extensive list of activities and 
 is in
 
turn headed by a Manager. The Grains )ivision falls under
 
the Development Department.
 

This loan will be guaranteed by the Government of
 
Honduras, acting through the Ministry of Finance and 
Public Credit. The Minister of Finance will cosign the
 
Loan Agreement, and the loan will subsequently be ratified
 
prior to first disbursement.
 

2. Organization and Management:
 

The BNF, as a government agency with vast responsibilities,
 
many branch offices, and a shortage of trained personnel,

has in the past been involved in more activities than it could
effectively manage and thus has been affected by many of
 
the problems common to similar banks in other 
 Latin American
countries. However there has been a steady trend of improve
ment in its administrative capabilities during recent years,
 

particularly within the last five Years.
The bank has been able to attract and hold an increasing

number of qualified professionals at high levels, both
 
in managerial and technical positions. 
 The USAID considers
 
the BNF one of the most efficient GOH agencies and the
 
best operating in the agricultural sector. A.I.D. enjoys
 
close working relationships with the bank.
 

Following the elections in June, 1971, the President
 
of Honduras appointed a new President of the BNF.
 

The new President had

worked in 
the bank several years ago in the Industrial 
Division, and was one 
of the private sector representatives
 
on the BNF Board prior to his appointment. With experience

including organization of his own industrial development and
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promotion firm, he had an understanding of BNF problems

from both internal and external viewpoints. HIis 
appointment was not accompanied by a political "house
cleaning" of personnel and key capable department 
managers stayed in their jobs. (Please refer to Annex
 
II, Exhibit 3 for biographical data on key BNF personnel
involved with this project.) Since his appointment,
there has been a visible improvement in attitude of 
BNF personnel. and renewed enthusiasm of the key men
 
who previously had little authority or participation 
in BNF decision-making.
 

A significant step which the new President took was
 
to form a series of working groups (12 in tctal) to
 
diagnose the current problems of all departments and
 
programs of the BNF and to come up with "white papers"

containing suggestions for improvements. These groups
 
are formed of bank employees and the BNF President has
 
encouraged each group to conduct interviews among public

and private sector organizations that have dealings with
 
the Bank in order to obtain objective opinions. Each
 
group is now preparing its report, and most will be ready

by the end of this year. The work of the group concentra
ting on the grains program is closely related
 
to the analysis carried out by A.I.D. and BNF represent
atives of the grains division during this intensive review 
period. 

B. Economic Evaluation
 

1. Setting
 

Honduras is considered the poorest country in Central
 
America, in 
terms of both natural and human resources.
 
Nevertheless, the potential for long-term growth exists
 
in Honduras despite serious bottlenecks at present to
 
efficient resource utilization, especially in agriculture.
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Land resource utilization is extremely skewed, as the
smallest 82% of farms occupy only 23% 
of 	farm area, the

middle 15% of farms occupy 290 of farm area , and the largest
3', of farms occupy 48'a of farm area. While tile extent oflegitimacy of claims to farm lands is only now beginning
to 	 be explored (through the pilot cadaster project on the
south coast), it is generally believed 
 that many farms
of 	all size!; are operated without legitimate claims to
 
title.
 

A high proportion of good agricultural land is not
 
under cultivation at present, whereas some marginal 
land

is 	intensively worked. Production techniques are relatively

primitive, as evidenced to 
a certain degree by the following

data 
on yields and nutrients used in basic grains produc
t ion:
 

CROP YIELDS & NUTRIENTS:
 
1961-65 and 1968-70
 

Yields a/
 

Honduras IIighest _,/ 	 Lowest d/
01-65 68-70 1-65 0-70 61-65 68 

Corn 	 0.79 0.94 i.311.08 	 0.80 0.80Beans 0.44 0.48 0.57 	 0.380,78 	 o.17
Rice I.o5 1.74 2.34 2.93 1 .09 1 .2) 

1)lant Nutrients b/ 

Nitrogen (N) 8 12 33 50 0 11
Phosphorous (P20) 1 3 11 23 3 7Potassium (KqO)' 	 7-	 11 11 2 2 

a/ metric tons/hectare c/ El Salvador
 
b/ Kgs./lhectare 
 f/ 	 Yields: Nicaragua 

Nutrients: Guatemala 

Partially as 
a result of these factors, the income
 
distribution is also highly skewed. 
 In rural areas, 45%

of 	families earn less than $250 
per year, and an additional
 
26% 	earn from $250 to $500 per year. 

The campesini is a low level producer. lie is also a
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low level consumer. 
 Both aspects of this position constitute
limits to spreading the benefits of economic growth over
the entire population. This was brought out strongly in AID's
FY1974 Development Assistance Program for Central America,
and is a major element in designing the londuran strategyfor agricultural sector programs. The object of those !u'oilravs
is 
the rural man -- more specifically, the small farmer,

the corn and beans farmer. (An estimated 80 to 901 of all
small 
farmers produce corn, and an estimated 30 to 350 produce
beans). In this specific activity, the urban consumer 
is also

directly benefited. The net impact, then, 
is to be on the
 
small man, both urban and rural.
 

The present system of basic grain production and marketing is very fragmented. The great bulk of corn and bean
production comes from small farms (up to 
10 hectares -- 25

ocres). At the 
same time, however, most small farmers retain a large portion of their production for on-farm

consumption and for use as 
seed and feed. Medium and large
farmers sell a relatively larger amount of production. When
possible, small farmers withhold a small portion of their
 
crop as a form of temporary savings, 
to be sold after the
harvest season when prices traditionally are higher. 
 In

general, 
the portion of total production that enters the
marketing system is negatively influenced by the geographic

isolation of the producer and positively influenced by

the amount of production credit used.
 

Before the BNF became active in purchasing grains or

in providing small farmer agricultural credit, virtually
all small farmer c-edit came from middleman ("coyotes")
buying at low, harvest-season prices. 
 Given the sometimes
 
inflated prices charged for 
inputs, the high interest
 
rate on cash advances, and the low price paid for outputs,

small 
farmers were charged an effective interest rate of
about '10% per year. In addition, weights and qualities ofinputs and production were often misrepresented, to the
 
further loss of the farmer.
 

This system is still strong in Honduras, and is not
limited to the more remote rural 
areas. The reason for

its continuance is that 
it has been the only source of small
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farmer credit in many areas of the country and has provided

other basic services needed by the campesino. Middlemen
 
combined small lots of grain into larger ones and provided
 
inputs on an individual farm basis;; their operations also
 
reduced the marketing risks small farmers otherwise faced.
 

For the first nineteen years of BNF grain operations, 
beginning with the construction of a series of
 

rural warehouses in 1952, the overall BNF program was
 
inefficient and ineffective in competing with the coyote 
system. During this period it made no direct contribution 
to stabilizing producer prices or wholesale/icLail prices
in the marketpiace. 

2. Effects on Producers and Middlemen: 

An estimated 75 of basic grain production comes from
 
small farmers. With knowledge of a guaranteed minimum
 
price advertised before planting, and assuming that the
 
BNF has sufficient resources to maintain its schedule of
 
minimum prices, the individual farmer would have an
 
increased incentive to grow and sell more basic grains.
 
This would affect medium and large producers relatively
 
more than small producers, simply because they have more
 
resources to take immediate advantage of changed conditions.
 
Nevertheless, the bulk of the potential benefits eventually
 
will accrue to small farmers due to their preeminent

position as producers of basic grains. The fact that BNF
 
buying prices are now well publicized means that the
 
campesino knows the minimum market price which the middle
man will get upon selling to the BNF. This will have (and
already has had) the effect of forcing the middleman to 
raise his buying price in the field. Since this increase 
would be in effect for all sales and not just additional 
(induced) production, the overall benefit is very large.
 

A hypothetical example dramatizes the 
potential this program could have if it were well managed 
and adequately financed. Assume that total production 
before the introduction of the new program is 400 units, 
300 (or 75%) from small producers and 100 (or 25%) from 
medium and large producers. Small farmers sell about 40% 
(120 units) and retain 60% (180 units) of production. 
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Medium and large producers sell 80% 
(80 units) and retain
20% 20 units). 
 Total sales are 
thus
retenations. 200 units, as are
Prices received by small 
producers are 3
per unlit, and 4 per unit by other producers.are more often geographically Small producersisolated and more Iikely toproduce lower quality grains. 
This is the situation beflore thestabili zation grain storage and pricepirogram is put into effect. Assmtme thatat this point the BNF announces its intentionsall grain offered to buyto it, provided the grain meets certa in
quality standards, at
Assume then that 

fixed prices averaging 4.5 per unit.because of the wide publicitythe announcement, the accordedcampesinos know theyto bargain up are in a positionthe prices they receive from 3 pc:' unit4 per unit, to
an increase of 33%. 
 Other producers figurethey will receive.4.5 per unit instead of 4.0 per unit, an
increase of 130. Because the BNF pays more for higher

qual itv grains, all producers have an incentive to upgrade
the quality of the grains they produce as well
production. as to expand
Small farmers respond to 
the 339 jump in
price by increasing plantings and eventually harvesting
more crop (up
10' to 330 units), retaining 10 units of
the increase and marketing 20 units. 
 Other farmers, being
in a better financial and technical 
position, respond
to their 
13, price rise by increasing production 202, (to
120 units), all of the increase being marketed.
production has Total
increased 
from 400 units 
to 450 Inits,
mflarketed grain from ;ntl

200 units to 240.
 

The srma11 farmers' cash incomes go up 200(120 units sold at from 3603 per unit) to 560 (140 units sold4 per unit); at
other farmers' incomes 
increase 130 from
320 (80 units at 
4.0 each) to 
450 (100 unitseach). at 4.5The total increase in incomes
of which goes is 330, about 60%
to small farmers. 
 The following table
summarizes this 
example:
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POTENTIAL OUTPUT AND INCOME EFFECTS OF A
 

GRAIN PURCHASE PROGRAM
 

A. Before Program 

Farm Size Production Sales Retention 
 Prices Cash Income
 

Small 300 120 
 180 3.0 360
Others 100 80 20 4.0 320Total 400 
 200 200 
 680
 

B. With Program
 

Small 330 140 190 4.0 560Others 120 
 100 20 
 4.S 450

Total -450 240 210 1010 

C. Net Change
 

Small +30 +20 +10 +10 200
Others +20 
 +20 0 +0.5 130
Total +50 +40 +10 
 330
 

The above table is realistic in its essential aspects.
One of the most important assumptions made above relates to
the price elasticity of* supply. 
 To tile Mi.;sion's knowledge,
no study of this factor has been made in Honduras, butstudies for other countries indicate that unless institutional constraints unduly limit small farmer responsiveness,
the assumptions used above are valid. 

There are many other factors that limit how well smallfarmers can be accomodated directly by the program in the
short run, and this will probably mean that middlemen in
 many parts of the country will continue in their present

role. 
 With the improvement of the programs and particularly

of the BNF's rural buying station network, and increased

publicizing of prices, these middlemen will become more and
more oriented towards providing transportation services
exclusively. This has already begun to take place in the

San Pedro Sula area where there are indications that profit

margins for these dealers are being reduced significantly. 
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There will be further effects on
basic grain producers resulting from this program. 
 In
addition to cash income going up dramatically, income in
kind will also,-increase. As production cxpandsper unit costs of production should decrease. This i 
very important because, assuming buying prices now reflectproduction costs, 
it will enable a lowering of minimum
buying prices and permit lower prices 
for internal consumer
sales. 
 It would also mean Honduras could become more

competitive in world markets. 

3. Effects on 
Basic Grains Consumers:
 

There are two groups of basic grains consumers -urban and rural, or more precisely, purchasers and producers,
and a basic grains program must consider the needs of both.
Producer-consumers have a decision facing taem unlike that
Facing purchaser-consumers. 
Their major decision is made
at harvest time. 
 After that their consumption of basic
grains is virtually unaffected by grain price movements
 
throughout the year.
 

Purchaser-consumers, however, typically buy in small
quantities throughout the year and thus are vulnerable to
market price fluctuations. Such fluctuations have been
significant in the past, as shown in Annex II, Exhibit 5.It is generally recognized that the worst of these price
changes were resultthe of massive exports, due to 1ack of
domes tic storage capacity, leading to internal 
 shortages andthen re-imports were made at higher nrices. These speculativeprofits were made 
(above and beyond the value of storage
services) to the detriment of the balance of payments.
 

These purchaser-consumers which constitute about 45 * ofthe population of Honduras include urban residents and theportion of the rural population which does not produce
basic grains. Because of their 
low incomes and their need
to 
buy throughout the year regardless of price, a doubling
in the consumer price of basic grains, which form the major
portion of their diet, 
is a serious hardship. At present
 

This is calculated as the 
sum of 30% of the population

that is urban,plus 15% 
of the population which is rural

and does not grow basic grains.
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perhaps 40% of average personal income is onspent rood,although this percentage varies inversely with income andin many 
cases may exceed 50%.
 

About 
a third of the average food budget goes for
basic grains, that is, about one seventh of total consumption expenditures. Therefore, a drop of 15% 
in the average
retail price of basic grains would raise real 
incomes by
2% for the population as a whole, and
consumers, over 4% for purchaserwith the lower-income groups experiencing an
 even larg( 
 absolute benefit. The stabilization program,
then, has a potential to significantly increase the

welfare of the small 
man in Honduras.
 

4. Macroeconomic Effects:
 

Expanded Availability of
a. Basic Grains:
 

One of the effects of this program is expected to be thestimulus it gives to 
increase production and improve
the quality of basic grains available for sale.
 

As Honduras produces more 
basic grains and as 
a larger
proportion of these are 
channeled through BNF facilities,
spoilage should be greatly reduced. 
 This will be an additional contribution to increasing the supply of basic grains
both for 
internal consumption and export.
 

b. 
 Lower Basic Grain Prices:
 

As production expands, unit production costs will
increasing the competitiveness of Honduran grains. 
drop,
 

At present,
accurate cost-of-production data 
are not available, and
probably will not be until sometime in 1974 upon completionof a regional cost study. 
 Even though the magnitude of any
reductions is impossible to predict without 
these data,
the direction clearly will be downward. 
 At present,
Honduran prices for basic grains are 
generally competitive
within the CACM. 
This is evident in the volume of export

sales Honduras is making:
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1972: EXPORTS AND EXPORT CONTRACTS SIGNED 

(In hundredweight) 

Item Importer Quantity
 

White corn Nicaragua 195,000
 
Red beans Chile 44,000
 

Nicaragua 61,000
 
Guatemala 5,000


Black beans Venezuela 25,000
 

1972 Possible Exports*
 

Yellow corn Costa Rica 10,000
 
White corn Costa Rica 30,000 
Black beans Colombia 22,000
 

1973 Possible Exports* 

White corn Nicaragua 150,000
 
Red beans Nicaragua 25,000
 

Chile 42,000
 
Guatemala 15,000


Black beans Venezuela 40,000
 
Chile 42,000
 

*Under negotiation in October 1972.
 

There aie two factors to be kept in mind when evaluat
ing basic grains prices. First, prices in and of
 
themselves say nothing about comparative advantage - they
reflect only absolute advangage. Theoretically a country's

prices for all of a class of products could be higher than
 
those of all other trading partner countries, but it could
 
still be the preferred source of those products. It
 
depends on the amount of production each country obtains
 
through trading relative to what it gives up. This dir
ference is the basis of the theory of comparative advantage. 

Second, posted prices do not say that exportable

quantities are available. If such quantities are not available,

the real export price in economic terms is infinity.
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c. Increased Exports to CACM:
 

Prices received by the BNF for export sales are almost

the same as those charged for internal sales, being 
some
what higher for red beans and somewhat lower for corn.
The BNF has received almost $2 million for its 1972 exports
of basic grains, about 50, of total sales. beans(The

exported to Chile were o1 substandard qua I i ty , and were
 
sold at reduced prices. ) Exports this year were unusually
high; the percentage of total sales probably will dropin the future to about 40% as the level of IN" basic grain
operations expands. The apparent reason for such high
exports this year is that the drought which hns affected 
the prime growing season 
in Central America has reduced
 
availabilities of basic grains throughout the region. 
 Since

other countries seem to have been more affected by the drought

than has Honduras, which normally has two and in certain 
areas three grain crops per year, Honduran grains were
available and were priced competitively. There are
sufficient supplies this year for internal consumption

despite a lower level of production and high exports.
 

Nevertheless, speculative forces have pushed up wholesale 
prices of corn and beans in the second half of this year
(see Annex fI, Exhibit 5) apparently because speculators
believe that the BNF will i not have sufflicient supplies to
keep prices stable later in year or that it notthe -- will 

be willing to use these supplies to do so. This is an

interesting example of' the lingering elfects 
of past lIN:
failures to effectivelv stabilize prices. The difference

this year will be that with this 
 loan the RNF will have suf
ficient effectJXre storage capa(.ity to be stronga factor
 
in the marketplace.
 

A projected cashflow statement for the grains program
is shown in Annex IT, Exhibit 11 and will be discussed 
below in detail. The statement makes no sriecific assumptions
about the share of exports in total BNF sales of basic 
grains. Since one of the objectives of the proposed loan 
is to increase the comparative advantage Honduras has in
basic grain production, the Mission wanted to ifknow in
fact there were sufficient quantities of basic grains 
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available 
for export. The Mission therefore made aprojection for the 1972-1984 period, assuming moderate
rates of growth of production and internal consumption.Projections were made for corn and beans, but not r ice
since there are no ',Prospects for 
 sign if icant rice exportsin the near future. While the projections cannot specifythe quantities of beans and corn that would he exported,they do indicate what quantities are needed for basic

consumption on off
and the farm. The remainder wouldbe available for other uses, including use as inputs to
higher value added agro-industrial production. For
example, corn could be exported after further industrial
 
processing as corn starch or corn meal and can be used
as feed to support expanded beef, pork and poultry produc
tion.
 

The projections (see basic tables in Annex II,
LK hibits 12 and 13 
) make the following assumptions: 

(1) "Basic" production of corn is now 
340,000 metrictons, or 7,480,000 cwt, and will increase 
at 3.6% per year;
 

(2) "Basic" production of beans is now 52,000 metrictons, or 1,144,000 cwt, and will increase at 5.5% per year; 

(3) Corn buying prices will be dropped from $3.25 to$3.00 in This be1975. will lower than the present CfF-Honduras price for yellow corn of $3.10 (no comparabledata on white corn). Bean biiyinq prices are assumed to

remain stationary;
 

(4) The markup will drop gradually from 20% in 1973to 110 in 1984, as shown in~the projected cash flow statement; 

(5) fnternal uses of 
corn currently account for
.25,000 metric tons, 
or 
7.15 million cwt, at present;
 

(6) Internal uses 
of beans currently account for

47,400 metric tons, 
or 1.04 million cwt, at present;
 

(7) "On farm uses" is defined as production minus
marketed quantities; and 
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(8) "Other uses" is defincd for the base year (1972)
 
as marketed quantities less exports. Thereafter, "other
 
uses" is assumed to grow at 4.2% per year, the rate
 
of urban population growth.
 

The basic result of these projections is that increasing

quantities of corn and beans will be available for export,
industrial uses, or 
even higher than projected consumption.

Valued at BNF sales prices, these availabilities would be
 
worth almost $9.2 million dollars in 1984, up from $2.0
 
million (actual exports) in 1972. Such availabilities are
 
somewhat sensitive to the rate of growth used in projecting

production. The rates used were taken from the guidelines

for preparing the 1972-77 GO!! five year plan and are considered
 
quite conservative by the Mission. Barring unforeseen
 
climate problems, therefore, total availabilities could
 
well be higher.
 

On the basis of these projections, one can appreciate

why Honduras is so interested, in terms of export markets
 
alone, in the basic grains price stabilization program.

While perhaps the above type of analysis was never formally

conceived at the time, the recently concluded bilateral
 
trading arrangement with Nicaragua did give basic grains

the special status of not being subject to customs duties
 
or quantitative restrictions 
(except when the two countries
 
so agree), and of being fully coordinated with other Central
 
American countries.
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C. Technical Aspects of the Project
 

I. The GOH/BNF Grain Price Policy:
 

The GOH has placed with the BNF all responsibility for
the initiation and operation of a basic grains production, 
storage. and marketing program, and the BNF has been given 
a mandate to represent the GOH in meetings of the Central 
American Grain Marketing and Price Stabilization 
Coordinating Commission. BNF representatives on the 
Commission are among the most active. The BNF Board of
 
Directors has responsibility for deciding on implementation

of the policies resulting from these regional meetings.
 

Since the BNF prepared its original grain price

stabilization plan three years ago when implementation of
 
A.I.D. Loan 522-L-018 was initiated, the Bank has worked
 
with the Honduran Government in establishing a price

policy. In a letter dated November 1, 1972, the BNF set forth 
a brief historical analysis of grain production and market
ing in Honduras and stated the policy. Annex II, Exhibit 
4 contains a translation of the substance of the letter. 

The Mission believes that the views of the basic 
grain situation in Honduras, the policy of ircreasing
exports of corn and beans, and the goal of se!f-sufficiency
in rice, all of which are expressed in the letter, are realistic. 
Honduras is anxious to move ahead with the regional
production costs study since the BNF is confident it will 
show that Honduras does indeed have a significant
advartage over the other countries in corn and bean 
production, Honduras clearly intends to lower its prices in the 
near future in order to become more competitive both within Central
 
America and in other areas. The ENF strongly feels that the offers
 
receid from other countries to buy Honduran grains are evidence of 
the favorable prospects that exist. 

In the second of two letters received from the
 
President of Honduras in support of this loan application,
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the President reiterates the need for " ............ a loan to

the BNF in order to 
provide the funds necessary for the
 
Grains Division to carry out 
its Basic Grains Minimum

Price Stabilization Program, which assists both producers

and consumers of these most important food items". He further 
states that "my government is most interested that t.his 
proqram become a
reality as soon as possible which would be of great assist
ance to the high percentage of the Honduran population

producing and consuming corn, rice, and beans 
...... It

is my pleasure to inform you that I will give all 
support

necessary in order that the agencies responsible for

agricultural development 
in the country coordinate their
efforts so that consumers can benefit from favorable
 
prices for these important products in the coming years.

We are in agreement with the policy which has been

recommended by the price stabilization agencies in Central

America, as discussed and defined at 
the last session of
 
the Central American Grain Marketing and Price Stabilization
 
Coordinating Commission, held in Guatemala, and in 
which
 
one of the points on the agenda was 
the need to decrease
 
the support prices beginning in 1973: ........
 

2. USAID Anaisis of the Policy: 

The A.I.D. Mission is in agreement with these policystatements and believes that they are 
realistic appraisals

of the basic grains situation in Honduras. The importance

of basic grains to the Honduran economy from both the

standpoints of 
production and consumption cannot be 
over
emphasized. Corn and beans the
are two most important

items 
in the diet of the average Honduran, and if meaning
ful progress is to be made towards development of therural areas of Honduras and improvement in the lives of
campesinos, these grains must play a significant role.
Another factor is the comparative advantage which Honduras
enjoys in the production of corn and beans in Central
America, which can be exploited much more effectively
both regionally and in other countries, to increase and 
diversify Honduran exports. 

Until a coordinated price stabilization program can
 
be developed throughout Central America that 
can prevent
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the occurrence of w'ide price differentials which in turn make specula
tive buying-selling operations a v'ery profitable undertaking, restric
tion of exports and..inter-nal. nrrirnu stabilization combined with efforts
to increase production and efficiency is clearly a reasonable nolicy.

As free trade within Central America is gradually resumed and accurateproduction cost data is available, Honduras can begin to make adjunst
ments in prices and thereby fit into a regional stabilization program.
Through SIECA, Honduras has inforied the other Central Aerican grain

stabilization agencies of its application for this loan. 
 The BNF,

both verbally during the negotiations for this loan and in its letter

of May 24, 1972, has also made known its willingness to modify itsgrains program and prices in the future in conjunction with renewal
of free trade throughout Central America and the reestablishment of a
regional price stabilization program. A covenant will be included in
the Loan A~rce:ent to the e:ect that !:H-D-Cluras will ec.ntin.e to c' orc'in
ate its pricin6 policies, with other Central Ar.rican countries. 
3. Ooeration of .the !7r.-5: 

Annex II,Exhibit 6 contains a list of purchase nrices for grains
by geogra!)hical location ,fbuying stations, discounts apnlied for

moisture content and grade. Also shown are prices charged by the WI'Ffor processing and stering grains owned by private narties. 
 The USAID,
with the assistance of USDA consultants, has studied the Drices now'
paid by the BNF, and they appear to be within a reasonable range
compared to historical averaqas. The same is true of the sellinqpri'ces. If BNF prices can be made more available to the farmTer and to theconsumer in the r k.rk'etplace, the peak high and depressed low prices
of the past will be eliminated. 

The initiation of the current program and 
a price publicity campaignhave already hid an influence throughout the production area. Intermediaries have been forced to make adjustments. The extent to ,hich
such desirable changes actually have taken olace is not know:n, butwill be evident in the near future as a result of further study of the program to be undertaken in connection with this oroject. 
 The Mission

believes that there are 
not sufficient statistics or accurate cost
data available now to justify price changes. 
 The same is true of the

differentials and discounts used for grain moisture content, cuality

and transport costs, as well as the amounts charged by the BNlF to
private parties for drying, fumigation and storage rental. Annex I,
Exhibit 11 is a projected cashflow statement for the program. The
 
figures shown for 1972 are actual operating
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results and give an idea of the cost structure of the
 
program. During 1972, the BNF should handle a total of
 
about 330,000 metric tons of grains, approximately 70%
 
corn, 20% beans, and 10% rice.
 

The two new central grain handling and storage

facilities became operative in December, 1971. From the
 
first 10 months' experience, it is apparent that these
 
units will be used to complete capacity with an estimated
 
yearly inventorv turnover of 1.5 or more. 

The old facilities, having a total 
capaclty oit about 12,000 metric tons, must also be used 
to supplement the new facilities. USDA consultants 
have informed the Mission that the new facilities are 
ultra-modern in almost every respect. All equipment
 
is working free of problems, and if properly operated

and maintained, these terminals will continue to have the
 
capability of conditioning and storing grain in top
 
condition.
 

'these consultants assisted the Mission in reviewing

BNF operations in detail in connection wi h preparation
 
of this Capital Assistance Paper. The result was a
 
proposed comprehensive program both for improvements to
 
the network of rural buying stations and storage
 
facilities, as well as technical assistance in many
 
aspects of grain storage and marketing management. 

These points have been discussed at length by Mission 
personnel with BNF representatives, who have concurred 
in them and. suggested methods in which they can be most 
effectively implemnted. The BNF President has made a 
verbal cornipi tine nt that the Bank will make the money 
avail:i,,.c, 1nr those portions of the program to be financed 
by t:he BNF as a CounLerpart contribution (approximatel 
$225,000 for techni,:al a ssistance and improvement of t e 
rural facilities). 

Following are details of the recommended improvements
which have been agreed to by 'he BNF and will be reflected 
by cov lritiui . in the Loan Agreement. 

a) During the review of existing operations and 
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inventories, grain of poor quality was identified.
 
BNF-owned beans now in storage at the Comayagua
 
;buying station include beans of poor quality. Some
 
corn stored in the old facility at San Pedro Sula
 
was declared unfit for human consumption by a BNF
 
:representative. It is possible that there are other
 

BNF inventories in similar condition. 

Such grains will be sold and any losses documented'
 
prior to A.I.D. loan funds being put into the re
volving fund. BNIF will make a condition and quality 
pssessment of all existing BNF grain inventories 
pnd wili dispose of all low-quality grain at the 
best price available prior to any drawdown of A.I.D. 
loan funds. 

b) The RNF presently has 12 rural buying stations. 
Two or thrce are being operated only sporadically
because the)' are located in areas of a minimum 
amount of production. Others are in areas where 
production levels warrant operation and therefore
 
pre needed to bring the price stabilization program
 
to producers.
 

In general,the buying stations are not operating at 
anywhere near the effectiveness that is needed 
principally because of antiquatcd grain cleaning 
and drying equipment. As a typical example, the 
Comayagua facility could be improved through the 
installation of three small holding bins with a 
capacity of approximately 500 bushels each. These 
could be constructed with local lumber. Two such 
bins Mouldrequire aeration for maintaining the 
gondition of the grain prior to cleaning and drying, 
pnd three small augers are needed to move the grain 
through the conditioning system. The conditioning 
system would include a small cleaner and a 250 or 
500 bushel dryer. The new equipment and bins would be 
of a type that could be moved to other facilities 
in the future if necessary. 

Certain other improvements are possible at some
 
stations, such as modifying existing storage
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buildings, fumigation chambers, and steel silos.
 
With a very. m.inli.,na.l, investment, significant

improvements can be realized in a short time,

especially if accompanied by improved use of the 
facilities through technical assistance. The 
Mission and the BNF have agreed that the BNF 
will receive the assistance of a qualified
engineer who will help recommend the improvements
needed to make the rural facilities more operative
and effective in a short period of time. The BfIF 
shoulid move ahead as rapidly as possible in making' these 
improvements. Grain now handled in these facilities is a 
source of significant financial losses to the BNF due to 
deterioration. As a result, the BNF has agreed to make 
such i mprovements,, estimated to cost S200,000,. with.its-own 
funds. This %.,illalso have the important effect of bringing
the true marlkt to tho producer as wiell as a source of 
supply of high quality grains to the consumer. 

4. Technical Assistance: 

A substantial technical assistance and tra4ning program
has been fo"ula.ted by A.I.D. and the BNF for implementa
tion in conjunction with this loan. Part will be financed 
under the loan1, and par out of N. counterpart funds. 

The Mission's policv on this matter is to allow the 
BNF to the in making rie arrangements.take lea.d necessary
Through this involvement, some of the difficulties which 
hampered technical assistance work under Loan 018 can be
avoided. The peopie involved wfil b-e cIosely related to 
the GOH's agricultural sector analysis. The BNF is keya 
institution in agricultural sector development efforts,
and these technical assistance efforts will be coordinated 
and made compatible with the analysis so as to have a 
greater impact on sector development. 

a) Evaluation of BNF Program and Fearibility Study

for new rural grain facilities: 

The BNF, prior to the initiation of the intensive review 
for this loan, was in the process of negotiating a contract 
for a study of improvement of the basic grains program 

UNCLASSIFIED
 



UNCLASSIFIED
 

Page 53
 

with a local Honduran team of economists and engineers, to be headed
 
by Lic. J. Mario Ponce and Ing. Julio Flores. Both Mr. Ponce and
rir. Flores are well-qualified to perform this study.
 

The scope of work, which has been negotiated with this group,

is partially the outgrowth of a dialogue between the BNF and A.I.D.
 
on what type of assistance is necessary. The scope of work for this
 
study includes the following:
 

a) Determination of the principal marketing channels which are

used to move grain to the principal consumption centers;
 

b) Determination of the price differentials between farms,

wholesale and retail markets in order to determine the relative
 
efficiency of the various channels used;
 

c) Reco r.endations to the BNF on improved operating nrocedures
 
for the grain orice stabilization program; and
 

d) Determination of where additional outlying BNF qrain receiv
ing stations and facilities should be located and what type of cons
truction and equipment would be most appropriate for them.
 

This contract is to be signed in early November. The estimated cost
 
is $25,000, financed with BNF funds.
 

(Note: The possibility of a technical assistance contract
 
grant funded by A.I.D. with the Instituto Centroamericano
 
de Investigaci6n y Tecnologfa Industrial (ICAITI), had
 
been discussed by the BNF and the Mission. ICAITI has
 
attemn)ted to find nualified personnel to take on this
 
work, but thus far has been unable to nropose candidates
 
who were 
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well-qualified. Negotiations are continuing,'&) 

b) Other Technical Assistance and Training:
 

During the intensive review, certain other technical assistance nppMc 
were identified and discussed with BNF personnel, As a result the 
Mission is recommending that $100,000 of loan funds be 
reserved for additional technical assistance and training 
of BNF personnel involved with the program as may be 
appropriate during loan implementation. The areas to be 
included are listed below: 

i) Grain handling, conditioning and storage technician
 

This consultant must have the ability and knowledge of 
operations and management of a grain storage facility 
including operation of equipment, minor repair work, 
drying techniques, etc. (especially for rice, corn, 
beans and sorghum). lie also must have the ability 
to supervise insect control through the proper use of 
fumigants, grain protectants, and 

aeration and be able to recognize
 
when reconditioning or corrective action is necessary
 
to maintain grain quality. He should work with and
 
help train the managers of the grain storage facilities
 
throughout Honduras with special emphasis on training
 
a counterpart who will be capable of supervising
 
these activities at all BNF facilities in the future.
 
Although he need not be a highly skilled grain
 
quality laboratory technician he should be able to
 
operate such equipment, to make acceptable quality
 
determinations and to assist in the normal buying
 
and selling activity at the various facilities. This
 
consultant should be available for an initial period
 
of at least 90 days and should return for follow-up 
visits at various intervals over at least a two
year period in order to cover problems that arise 
from holding grain in storage for an extended period 
of time. 
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ii) 	Redesign Engineer:
 

This technician will assist the BNF in assessing
 
the older rural facilities and make recommendations
 
on modifications and investments needed to 
improve

them in the short run. The initial survey should
 
include size of holding bins, define aeration system

needs, type and capacity of cleaners, grain auger

conveying needs and the type and capacity of dryers.

He also will work with the local consulting firm
 
in preparing its study of the new buying stations.
 
The Mission has already identified several possible

candidates for this position, and it is estimated
 
that this work will take from six months to one
 
year.
 

iii) 	 Grain marketing expert:
 

The US Department of Agriculture, through a PASA
 
arrangement with AID/ROCAP, is assisting the Mission
 
in identifying a highly-qualified expert in grain
 
marketing with experience in export markets and
 
price fluctuations for short-term assistance, lie
 
may also work along with the local Honduran firm
 
referred to above. An initial 60-day visit, with
 
follow-up visits, is contemplated.
 

iv) 	Improvement of accounting and budgeting systems
of Tle BNF Grains Division: 

For some time, the Mission has been discussing with
 
the BNF the need to overhaul its accounting and
 
budgeting system. Although computerization of the
 
accounting system has recently been initiated, the
 
methods still used are antiquated and inefficient
 
and the system is not able to produce meaningful
 
data on a timely basis which can be used for
 
decision-making. A complete revision of this
 
system all at once would not be practical and
 
A.I.D. has concluded that it could be done on a
 
gradual basis.
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Because of A.I.D.'s direct involvement with the 
Grains Division, the current plan is to begin
there with improvements in budgeting and accounting,
both through the revolving fund being established 
in connection with this loan and other improvements 
which will, in effect, set up a separate management
accounting system for this division. The specific 
work contemplated with this assistance is a review 
of the current systeili, with recommendations on 
improvements onl the flow of documentation from 
the rural buying stations and terminals to a new system at 
the BNF's main office. This should result in the elimination
 
of unnecessary record keeping and the development
 
of needed cost information. The establishment of
 
a detailed cost accounting system. is of top
priority and must cover every operation involved 
with grain handling and marketing. It is estimated 
that this work will take at least 12 man-months. 

5. Training:
 

To complement technical assistance, A.I.D. is now
 
developing with the BNF a preliminary training program for
 
Grain Division personnel in order to upgrade the staff
 
directly involved with this project. Some in-service
 
training may also be utilized. This will also involve observation
 
trips, possibly in some cases of outside technicians and their BNF
 
counterparts, to grain storage facilities in the United States.
 

6. Conclusions:
 

In order to insure that all technical assistance in
 
grain marketing and operations of the program is initiat
ed promptly, the Loan Agreement will contain a condition
 
precedent to initial disbursement to the effect that
 
A.1.D. shall approve the plan made by the BNF for this
 
assistance prior to first disbursement. A covenant will also 
be included to the effect that technical assistance and training will
 
be obtained throughout the loan disbursement period.
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On the basis of the above analysis, the Mission has
 
concluded that this project is technically sound and
 
feasible and that the BNF has the capabilities needed
 
to implement it effectively.
 

D. Financial Analysis
 

1. Funding Requirements:
 

The total funding requirements for this project are
 
as follows:
 

Upgrading
 
Grain Rural Grain Training and 
Inventory Receiving Technical 
Financing Stations Assistance Total 

AID Loan 
(dollars) .... 
 $ 50 $ 50 
AID Loan (local
 
currency) $ 1,900 
 -- 50 1,950 
BNF counterpart 1,700 25
200 1,925 
Central Bank-loan 500 .... 500 

Totals $ 4,100 $ 200 $ 125 $ 4,425 

Following the completion of A.I.D. loan disbursements 
and of the BNF counterpart contribution to the project, the 
total amount in the revolving fund for grain inventory 
financing will be $4,100,000, which will be sufficient to 
allow the BN F to operate its grain program effectively.and make 
full use of its storage facilities. Of the total $1,700,000 BNF counter
part for grain inventories, AID will require, as a condition precedent to initial
 
disbursement, that the BNF pay into the fund to formally
establish it, the equivalent in cash and grain inventories 
of $1,400,000. The additional $300,000 BNF contribution 
is to be paid in cash at the rate of $100,000 per year
during the 3-year loan disbursement period. An appropriate 
covenant will be included in the Loan Agreement.
 

The Mission is confident that the BNF will be able to
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make these counterpart contributions in a timely manner.
 
As a result of negotiations between the USAID and the
 
BNF, the BNF approached the Central Bank and has been
 
able to obtain a commitment guarantying that the existing 
-vear line of credit for $500,000 assigned to the grains
 

program will be renewed each year during the next five
 
years.
 

2. Financial Position of the BNF: 

Annex II, Exhibit 7 contains a comparative balance
 
sheet for the BNF covering the years 1968-1971, giving a 
general idea of the size of the Bank and the type of
 
operations in which it is engaged. (Note: A.I.D. Loan
 
522-L-018 does not appear as a liability on the Balance
 
Sheet since the loan was made to and is being repaid by
 
the GOII.)
 

In 1964, the GOlf took action to eliminate the BNF's 
dependence on annual appropriations from the Honduran 
Congress for funding through a plan to capitalize the 
Bank. GOll bonds in the amount of $17,500,000 were given 
to the BNF to hold nnd to be cashed in at the rate of 
S1,000,000 during tle first five years and $1,250,000 
during the remainining 10 years. Ilowever, in connection with 
Loan 018, the (O11 agreed to increase the rate of these 
redemptions to $2,000,000 during the A.1.D. Loan disburse
ment period, with redemptions of $1,000,000 thereafter
 
until completion. Also, $4,500,000 of A.I.D. funds were 
to he counted as part of the GOlf's $17,500,000 commitment. 
The actual contributions made by the GOf with its own 
funds through this mechanism were discussed above on page
 
18 and as of 12/31/72, all of the bonds will have been 
cashed in. The BNF has also received three loans from 
the fD1 totalling $16.3 million and is about to receive 
another for about $10,000,000 for use in livestock, 
industrial and other credit activities.
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Tile BNF has built up a stable financial
 
structure over its 22 years of operations. It has
 
obtained loans, both long and short-term, at concessionary

and commercial terms, from many sources, 
both foreign and

domestic and is considered a good credit risk. In fact,
 
as CABEI has pointed out in its current study of the BNF,

its financial structure is very conservative by develop
ment 
banking standards, since it has a debt/equity ratio

of about 1 1/2:1, whereas an acceptable ratio for most
 
development banks would be 4 or 
even 5:1. Therefore,
CABEI has estimated that the BNF potentially could absorb
Up to as much as $100 million in new loans, once it has
increasea Lime uman resources ana organlzational capabilities
;h.-Oded to utilize such a large amount. 

As shown in the BNF organization chart (Annex II,

Exhibit 1), 
 the BNF is divided into two distinct departments,

Development and Credit/Operations. The Development
Department has traditionally been in charge of all new 
projects, programs and investments which the BNF under
takes in an effort to stimulate agropecuarial and
industrial development activities. The Credit Department

does not have responsibilities for this type of promotional

work, but 
is only an operating department rcsponsible for
 
making and supervising loans (including those made for 
activities initiated by the Development Department).
 

The Grains Division currently falls under the

Development Department. The two departments have separate
accounting systems, which are linked by means of an
 
informal line of credit that Development has with Credit,

but on which Development is to draw only in extraordinary
circumst ances. 

The BNF"s policy is for the Credit Department to
 
operate close to the breakeven point, and to obtain most
 
of its 
new capital through loans from international
 
agencies as well as from the Central Bank through a re
discount agreement. Short-term loans from commercial
 
banks are used temporarily and only as a last resort.
 
The Credit D)epartment has also received $12,500,000 of
 
the $17,500,000 GOH contribution, the remainder having gone to
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the Development Department. Annex I1, lixhibit 8 contains 
a cash flow projection for the Credit and Operations 
Department for the years 1972-1977. 

Although the Development Department is also supposed 
to operate near the break-even point, this has not been 
the case. The $5,000,000 received by this Department from 
the GOH has to a significant extent been drained away by 
losses. The BNF does not assign funds from foreign 
assistance loans to the Development Department since all 
such funds received thus far have been for relending. A 
direct, grant subsidy from the GOH has always been needed to 
help the Division continue investing in new projects. Annex 
I1, Exhibit 9 contains a cash flow statement for this division 

.:imilar to that shown for the Credit Department in Exhibit 8, 
and Exhibit 10 contains a listing of BNF investments in 
various enterprises, almost all of which are a result 
of past and present activities of the Development 
Department. 

Contrary to BNF policy, the Development Department
 
has, in the recent past, accumulated a sizable overdraft 
with the Credit Department. This reached a peak in mid-1970 
and a close -nalysis of the situation reveals that it was 
a direct result of the start-up of the new grains program. 
It was at that, time that the BNF decided to finance the 
51,534,000 equipment procurement and installation contract 
for the new silos with its own funds and there were no 
funds in the budget of the Development Department for this. 
It was decided that the funds would be taken from the 
Credit Department. Moreover, after the silos were 
completed, working capital was needed. The BNF then 
decided that Development should negotiate for outside 
financing. 

These financial statements give a general idea of the 
types of activities in which the BNF is engaged and also 
show the various sources of funds that are available to 
it. However, to a certain degree, they are also
 
indicative of inefficiencies in management, budgeting
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and control which have been characteristic of the BNF in 
the past. This inefficiency is gradually being overcome 
as management imp '6Vds' and if a significant amount of 
add'itional resources are ever to be used effectively, BNF 
financial management and planning must continue to be 
improved. As this is accomplished, the BNF will be able 
to do much more with the funds that it already has at its 
disposal. The Mission's continual objective is to assist 
and encourage the BNF to push harder in the area of 
financial management and budgeting-on all projects.
 

3. Financial Analysis of the Basic Grains Program:
 

The present funds available to finance inventories are
 
not sufficient. If the BNF is not able to operate this
 
program on a consistent and continuing basis, the producer 
and the consumer will again be subjected to wide price 
fluctuations. Such slippage would justifiably cause the 
public to lose faith in the ability of BNF and the GOH 
to be effective in the field of grain price stabilization.
 

Annex I I, Exhibit 11 conta ins projected cashf'lcw and profit/loss 
s'tatements for the grains program, and it is designed to 
show approximately ho,, the revolving fund might operate 
under the A.I.D. loan. Included in it are grain purchases 
and sales, rentals and services to private parties,
 
operating expenses, and financia! obligations. 

Bccause 1972 has been the first year of operations 
of the new facilities, and also becpuse per-ormance in 
prior years cannot really be used to predict what will 
happen in the future, this statement cannot ba considered 
a definitive picture of future performance. However, it 
does give a general idea of what the factors are that 
will determine this performance. It also provides certain
 
insights as to the relative importance of each of these
 
factors.
 

Administrative costs are assumed to increase at 6c per year.
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Also shown in 1972, 1973, "and 1974 are the extra resources that the B11F has 
obtained temporarily from other sources, and the IF credit nrorria 
in order to be able to continue, during the first years of e:._mcke- operations, 
to buy grains at the -,,00,0CO level. The statement reflects the 
continued. albail-.__ility of ' 500,CCO Central BnLk line of credit and 
the $300,O00 addition,%l contribution to the fuund'discusscd above. The
 
AID, loan figures are based upon 20-year, 4,4 terms including a 5-year
 
grace period and a. 3-yea disbursement period.
 

Three basic characteristics of the program have been 
assumed in preparing this statement: 

a) The initial grain inventory fund level of
 
$3,O0,c '-O will be increased racuc!ly over the

12-year period shown, reflecting ,.uracuya a inceasnr storae 

capacity, additional BNiF contributions to the 
revolving fund and reinvested o-prating profits. 
Storage capacity will be increased as a result of 
new construction and uo-radin2 of existing facilities. 

b) in program-,,, BNF p ity andoperating the'? the c will become
 
more efficient in the use of storage capacit
 

tu-nworking capital, nr "he raisin- .verl 
over, I.e. the nu::2ber cf times the silos can be 
fi 1led (,."' -,e .. :.r, t urnover 2.0." j- -ner
haps a realistic goal for the 12-year period s1ow..'n. 

c) The differences between FIN'E, purch.ase and sales 
prices for grains will be reduced from the current
 
overall level of about 20% to at least -5:, duaring 
the first 12 years of the program, reflecting either 
reduced prices to consu::,ers or increased prices to 
producers. As explained above, because ef uncer
tainties now surrounding production costs and 
future changes in sales prices, it is not possible 
to specify exactly what prices will cha.nge, by 
how much, or when. In this case, it is assumed 
only that the gross profit will and should be 
reduced gradually. 
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Given these assumptions, the statement shows that over
 
the medium term, 15% markup can be considered as a rough

break-even point, which means that the BNF can indeed
 
reduce its margin from current levels and
 
still maintain self-sufficiency with respect to grain

operations. The assumed 20-year, 4% A.I.D. loan terms are
 
a factor in this. If a shorter repayment period werq granted, 

consumer price reductions or increased incentives to
 
producers would be postponed. By making the loan funds
 
available at these terms, A.I.D. is enabling the BNF to
 
pass on at an earlier date more of the benefits of the
 
marketing program to those who are most directly affected
 
by it. Moreover, if the program turns out to be more
 
profitable than indicated by the projection, even further 
reductions in the BNF's margin can be made. 

In view cf the cost studies and technical assistance
 
described above which are to be initiated together with
 
improvement of the accounting system, the Mission is
 
recommending that no changes be made in grain purchase 
or sales prices, nor in the charges for services, discounts 
or mark-up at this time. If accurate cost figures collect
ed do indeed provide evidence that the spread between 
buying prices and selling prices is excessive and that 
the program is operating at a disadvantage to the producer 
or the consumer, the same figures will help identify those 
charges that are out of line. It is preferable to operate
temporarily within a profitable framework and be able to 
pass those advantages to the public later on than to 
operate at a loss and be forced to make adjustments that 
would be politically difficult. 

In makiing any adjustments in the margin, several 
factors must be considered: 

a) Adjustments should be through changes of the 
charges and discounts that are excessive, as well 
as by reducing the mark-up to cover overhead,
 
depreciation and financing costs. However, a
 
sufficient level must be maintained to assure full
 
recovery of BNF costs.
 

b) Every effort must be made to provide a price
 
that provides incentives to the producer and makes fooa
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available to the consumer at a price within his
 
ability to pay, but this should not be applied
 
with such vigor that direct government subsidies
 
are required. Price adjustments must be made
 
within reasonnble and logical limits.
 

c) Adjustments mu:t take ipto consideration Honduras' 
position relati,'e to wrrld market prices. 

d) 	 Prices paid for grains by the low-income consumer 
shou!d be reduced in the long run. 

e) 	 Price adjustments must take into consideration 
the need to encourage the use of grains for animall 
feed as well as raw material for agro-industries. 

4. Alternative Sources of Financing: 

In response to the instructions of AID/Washington 
contained in State 110687 (Annex I, Exhibit 2) which ap
proved the IRR for this loan and indicated areas to be 
discussed in detail in the Capital Assistance Paper, the 
Mission has looked at possible other sources of financing for 
this project, including the Honduran Central Bank, commer
cial banks, and othr international lending agencies. The 
possihi iity ol obtaining these Funds from the G(IHl budget 
or from within the BNF itself has also been investigated. 
The Central Hank has otHficially informed the BNF lthat no 
further increase in the $500,000 line of credit already 
lrin, utilized is possible. The reasons for this determi

nation have been discussed in detail above in Section 
II-B. Similarly, it is obvious that the w;l1 cannot make 
the needed additional res;ources available. 

The IBR) and the IDB, in their letters of August 22, 
and Septembcr 26, 1972, respectively, indicated that they 
were not interested in financing this project. The lExim 
Bank, in minutes of its September 8, 1972 meeting indicated 
that it was not interested in this project. The IDB, 
however, has informed AID that it is considering a possible 
grain storage loan for Guatemala, El Salvador, and Honduras 
for CY73 or CY74, which would be complementary to this
 
proposed loan through construction of additional storage
 
facilities. Over the past few years, the possibility 
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of obtaining funds for this purpose through the World Food
 
Program has also been explored by the BNF as well as by

regional organizations and it has been conluded that 
no
 
satisfactory arrangement can be made at this time. CABEI
 
presently does not have capital resources for this type
of program. Such a program, on a remioi'al basis, is contemplat
ed in the futu re with financing from A.I.1)., in accordance 
with the strategy outlined in pIUinning documents for the 
A.I.D. develop~ment assistance program in Central America
 
for FY74 and future years.
 

The BNF could continue to finance this program to a
 
limited degree with internal funding but only at the expense

of other projects. Many of these projects are of an experi
mental nature and are important if Honduras is to diversify
 
its agricultural production and exports. The BNF has
 
Ailready had to cut back its programs for sesame seed and 
melon production and has postponed the implementation of 
other agro-industry projects now being planned such as a 
feud concentrate plant, refrigerated storage facilities, 
a ertilizer mixing plant, and a large-scale poultry 
,aising project. The cashflow projection of the BNF's 
credit Deparment shown in Annex II, Exhibit 8 prepared
in connection with the BNF's $10,000,000 loan application 
to ':ihc IDB shows that lending levels can only be slightly 
increased from 1972 through 1974 from $21,150,000 to 
$22,025,000 and must then drop unless additional financing,
such as the fDi1 is providing is obtained. Even with the 
new Il)1 loan, the BN F will have difficulty increasing its 
lending operations at the 15%-20% annual rate attained in 
recent years. Part of the problem is that the BNF must 
repay If)B about $9,000,000 in interest and principal from 
provious loans during the period 1972-1977. Also, more
and more BNU resources are being channeled into medium
to-long term loans for investments in fixed assets, thus 
tving up additional funds. The BNF estimates that the 
demand for agricultural credit in t[onduras is growing 
at a rate of perhaps 25% per year, and the GOII lconomic 
Planning Council has recognized that the demand is much 
greater than BNF attend. The Mission concursthe can thus 
in the BNF's judgement that no more resources should 
be diverted from the credit program. 

UNCLASSIFIED
 



UNCLASS I F IID 

Pagc 66 

With regard to possible commercial bank financing,
 
even though a loan has been obtained on one occasion,
 
the Mission does not believe that the banks would prove 
to be a viable source of financing in the long run,
 
especially for the large amount nf money needed. Althoug;h 
the loan previouslsy rcce ived was at reasonable terms 
(0 1/-: interest, 180-day maturity), the going real rate 
of iutecrest f*or lOans fr'om banks in Honduras is between 
8" to 12?, per y'ear, with maturities Of one or two years. 

ilonda ran kinks tr:iditionally (o not make loans for such 
proects. Nvcrtheless , i the BNF were to press the 
hanks, the %IMssion believes that some mitg.ht he will ing 
to part icipate through some sort of a consortium arrange
me nt, but the hNF: would need either a medium or long-term 
loan or else a commitment that the loan would be renewed 
oil a normal basis in orcer to insure tile continuity of 
the program. The BNF strongly believes that since the 
irice stabilization and grain program is of a social 
iterest and should be administered so as to benefit low
income I'lral farmers and urban consumers, it should not 
be hampered 1,%, having to depend on financing from com-
Imerc i Il souIrces. 

The Miss ion has concluded that it isunreasonable to 
expect that :ldd itional funding, for this program could 
he ohta ined at this time from any of the above sources 
iii t 1ie 11otnts aid Ol th0 terms needed, aIld that an All) I oan 
It oncessiomarv t erms to the BNI: is jtst i 'icd . The I1NI: 
is a de'eIlopne nt inst i ttltion whose total Ip rogrImII incltldes 
subs talt ia I which not IV ha nk:mllact ivi ties are commercially e. 
There fore it is appropriate that loan funds he made 
available t, the BNF at such terms. The Mission is 
reconicndinu, that this loan be authorized with an amortiza
tion period 0f 20 years, includii.g a grace period of 5 
'oars atnd with interest of 1% per annum during both the 

grace puriod :ind the amortization period. 

5. Local Cost Financing:
 

Tile proposed breakdown between dollar and local cost 
financing is shown in the above table. All but $100,000 
of loan funds are to be made available for purchases of 
grain in Honduras. Of this $100,000 reserved for training 
and technical assistance, $50,000 is to be disbursed in 
dollars and $50,000 in local currency. 
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6. Prospects for Loan Repayment:
 

Tne MiF has a stablc financial peti
tion and shotild have no difficulties meeting its interest 
and principal obligations on this loan in a timely manner. 
The 1DB has made four previous loans to the BNF and as of 
the end of CY72, the outstanding balance on these loans 
was alImost $11.000,000. 

The Government of Honduras, as the guarantor of this 
loan, has been meeting its AID interest and principal

obligations ir,a timely matter and 
is not delinquent or
 
in default on any loan repayments to AID. To the best of
 
the Mission's knowledge, the CGOI has a similar excellent
 
rec:ord with the other international lenders as well as its
 
loans from private sources.
 

Financial Conclusions:
 

Based on the above analysis, the Mission concludes 
that the project is financially sound, there are no 
alternative souirces of financing for this project, the 
BNF'.s contribut ions to the project will be made available 
in the amounts and with the timing consistent with the 
needs of the- project, the level of local cost financing
under the AID loan is justified, and that the prospects 
for loan repayment are good. 
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SECTION III: Loan Administration and Evaluation
 

A. Project Execution
 

I. Execution Plan and Responsibility for Action:
 

Following the signature of the Loan Agreement by BNF, GOH and
AID representatives and ratification, this loan will 
be ready for
disbursement, which perhaps may begin by February, 1973 at the time
of the second, smaller harvest season in Honduras. Because the new
BNF silos will by then have been operational for over one year, many
of the start-up problems customarily associated with projects of
this nature will already have been overcome. Similarly, by that
time, the BNF-funded technical assistance will be well underway.
 

The prime day-to-day responsibilities for implementation of
this loan will 
rest with the BNF's Grain Division, under the direct
supervision of 
the Manager of the Development Department, the Grains
Committee and the BNF President. These individuals have already had
experience in working in this program and thus 
no break-in period
will be required. 
 The Manager of the Development Department will be
the principal officer involved with supervision of the technical
assistance program for the Bank, while the Chief of the Grains
Department will have prime responsibility for the day-to-day program

operations.
 

AID will continue to have close daily contacts with all of these
people in connection with both loan and grant activities. The technical

assistance personnel will 
be brought more and more into the activities
 
of the GOH agricultural sector analysis team.
 

2. USAID Monitoring Responsibilities:
 

The USAID staff will perform the close monitoring of this project
that is 
common to other loan projects in Honduras, and which involves
daily contact with implementing agencies. 
 The USAID Rural Development
Officer, who is also attached to the agricultural sector team, will

the Project Coordinator for this loan, and will 

he
 
be assisted as
 necessary by the Capital Development Officer, who has general
responsibilities for supervision of the entire loan portfolio.


Mission anticipates The
 
no problems in carrying out these monitoring


functions, which will be similar to those already being performed in
 
connection with AID Loan 522-L-018.
 

UNCLASSIFIED
 



UNCLASSIFIED
 

Page 69
 

3. Technical Assistance:
 

The types of technical assistance for this project and scopes
of work for various ccnsultants who will 
be needed have been
discussed above. 
The BNF-funded portion of the technical assistance 
is already unden.ay. 
The Mission anticipates that the other
consultants can be on board by early 1973,
of the Loan Agreement as 
as soon after signature
possible. 
The majority of the assistance
will 
be provided by individuals, who will be placed under loanfunded personal services contract with the BNF. 
 The Mission has
already been in contact with several 
individuals who have good
qualifications for this work.
 

With respect to the assistance in accounting and budgeting, it
is likely that these services will 
be obtained from a consultinq
firm, possibly a Honduran or a third country firm, or a local 
branch
of a US firm. Procurement of these services will be carried out
according to standard AID regulations.
 

D. Evaluation Criteria
 

In order to measure the effectiveness of this loan, the Mission
proposes below a number of evaluation criteria which it feels 
are
relevant from managerial 
and economic viewpoints. In effect, these
criteria are desiqned to judge the effectiveness of both the loan and
the basic grains program, even though some are based on events not tinderthe control of the program. Good management practices should allow
for periodic review of these measures with read.justments if necessary.Some specific objectives are not fixed as 
yet, pcrdinq the results of
research planned or already in progress. 
 The Mission would appreciate
the concurrence of AID/14 in nrogramming small 
amounts of Technical
Support funds (around $10,000) to develop some baseline data andspecific objectives. 
 These indicators are:
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INDICATOR 


1. 	 Seasonal fluctuations in wholesale 
and retail prices of basic grains, 

2. 	Volume of BNF purchases and sales 

of basic grains, 


3. 	Utilization of rural facilities. 


4. 	Utilization of central facilities 

(Tegucigalpa and San Pedro Sula). 


5. 	Levels of deterioration or spoilage 

of basic grains received at BNF 

rural grain facilities. 


OPJECTIVE 
 DATA SOURCE
 

In general, price swings should be RNF, DESARRURAL
 
less than in 1972, except where and SIECA data
 
climatic conditions clearly hamper files.
 
the effectiveness of the program.
 
Rice prices are further conditioned
 
on the degree of Production stimuli
 
given.
 

These should be at levels which allow BNF data files.
 
substantial coincidence of projected

and realized turnovers of the basic
 
fund (see Annex II, Exhibit 11,
 
Cashflow).
 

Utilization of present capacities BNF data files.
 
should increase. Evaluation should
 
take into accou. -hanges from
 
present capacities resulting from
 
improvements made in conjunction
 
with this loan. A more specific
 
objective to be set by Technical
 
Assistance hired under loan.
 

Should increase to rate implicit in BNFdata files. 04 
capital turnover rates. Objective 
should be from 1.5 to 2.0 per year. M 

Specific objective to be determined; Baseline data to
 
lower levels should result from bet- be developed.
 
ter enforcement of ouality standards
 
and higher proportion of improved
 
ouality grains.
 



INDICATOR 


6. 	Sale of drying and cleaning 

services at BNF rural grain

facilities, 


7. 	Volume of export sales. 


8. 	Farm gate prices. 


9. 	BNF buying prices. 


10. Basic grain production 


ii. Percentage and trend of 

grain purchases from small 
farmers. 

OBJECTIVE 


Such sales should increase faster than 

general BNF qrain purchases, partially
 
as a result of using better equipment
 
at these facilities.
 

Exports should increase in absclute 

terms. Futher, exports outside the CACM 
should increase relatively faster.
 

Nominal prices received by farmers should 

increase at first and then level off. 

No spedific objectives set.
 

Should move in direction indicated in 

regional 
cost study to be undertaken, 


Should increase. No specific objective 

set. 


Increased participation of small 

farmers in the program. 

DATA SOURCE
 

BNF 	data files.
 

Export data from
 
BNF 	data files. 

Baseline data to be
 
developed.
 

BNF and SIECA data
 
files.
 

Baseline data from
 
estimates and agricultural
 
census.
 

BNF 	purchase records
 

G-4 
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C. Implementation Procedures:
 

1. Target Dates:
 

The following target dates have been established for this
 
loan, and are based uDon a three-year disbursement period:
 

--	 Loan Authorized November, 1972
 

--	 BNF-funded technical assistance 
contract signed. November, 1972
 

--	 Loan Aqreement and two-step Payment 
Agreement :igned December, 1972 

-- Loan Agreement Ratified by 00l1 February, 1973 
Disbursements initiated for grain purchase February, 1973
 

-- Disbursements initiated for Loan
funded technical assistance April, 1973 

-- Loan Terminal Disbursement Date June 30, 1976 

2. Disbursement Procedures: 

A 3-year disbursement period for this loan should be suf
ficient to allow the BNF to draw down all funds for grain marketinq,

and for the comFietion of the technical assistance programs.
 

Disbursement documents will be processed by the USAID
 
Controller's Office, with disbursements authorized upon the presenta
tion of reimbursement documentation in accordance with AID
 
reqiations. Must of the disbursements will be in local currency

for the purchase of grains in Honduras. The remainder, including

the portion for dollar-funded technical assistance, will 
be made
 
in accordance with contracts approved by AID. Disbursements for
 
training costs will 
also be on a basis of reimbursement for actual
 
expenses or signed contracts. All local currency for this project

will be generated in a manner satisfactory to A.I.Fl. No need for
 
an advance of funds is contemplated since the BNF already has a
 
sufficient amount of cash to finance initial reimbursement vouchers.
 
In conclusion, no problems are foreseen and no deviations from
 
standard A.I.D. procedures are anticipated.
 

UNCLASSIFIED
 



UNCLASSIFIED
 

Page 73 

3. Procurement Procedures:
 

Procurement financed under this loan will he of one of two
 
types, either for the purchase of grain produced within Honduras
 
or for technical assistance and training of BNF personnel.

Technical assistance and training financed under the loan shall
 
be procured in countries included inA.I.D. Geographic Code 941.

Grain procurement financed directly under this loan will be
restricted to the purchase of corn, beans and rice produced inHonduras. However, it is important to point out that under 
the revolvinq fund, the NF during certain times of the year will 
import grains, principally rice, from Central America or the
United; States in order to satisfy internal demand. These imports
will not be loan-funded. The Loan Agreement will contain a
 
provision to the effect that any imports of grains by the BNF,

under its revolvirng fund, will 
he carried out in Free-World
 
countries. The Mission, therefore, does not foresee any

departures fro;m standard A.I.D. procurement procedures. 

D. Coriditions and Covenants:
 

Inaddition to the standard clauses, the Mission's Capital

Assistance Convittee 'ecomnmending that the Loan Agreement

cont-ain the fol'iowrina coniitions and covenants:
 

1) Gri,!n purchases financed under loan shall be only for corn, beans and rice proddced in Honduras. A11 other grain
purchases financed by the BNF under this program during the life

of the loan shall be for grains produced incountries included in
 
,.I.D. Geographic Code 935.
 

2) The Government of Honduras will be offered a two-step

payment agreement arrangement, and the funds available to the
GOH through any such arrangement will be used to assist socio
economic development projects mutually acceptable to the GOH and
 
A.I.D.
 

3) Prior to first disbursement, the BNF shall submit evidence
 
satisfactory to A.I.D. that it has:
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a) Established a seDarate revolving fund in a manner satisfactory
 
to AID, which shall be used exclusively for grain purchases, processing
 
and for operation of the BflF network of storage facilities during the
 
life of the loan, and that an initial payr.ent into the fund of at least
 
the local currency equivalent of US$1,l00,00 in cash and grain inven
tories has been made by the BNF from its own resources.
 

b) 	 Made a cmnorehensive review oV all existing grain inventories in 13!.F 
storage facilities and that all low-quality grains have been disposed of. 

c) Presented evidence satisfactory to AID that the Central Bank will 
maintain its $500,000 line of credit to the ![F for the basic grains 
progr= available for a five-year period. 

1;) 	 Prior to the disbursement of loan funds for other than technical assistance 
and training costs, the P3NF shall submit to AID: 

a) 	 A Rural Storage Ii:.roveinent Plan, to include a budget and calendar 
for 	imp].ementation, satisfactory to AID, for purchases of equipment and
 
other phly:. cal im~r.ove,-cnts to its existing network of rural storage 
facilities and buying stations, with the exception of those facilities 
which the P Y and AID shall jointly have determined no longer to be 
economically viable. to iisbursc::nt, the sPrior such 	 XFsall also pre
sent evidence that progress, satisfactory to AID, towcards implementation 
of the 1lan, usin, its o,.nM resources, has been made to insuie that all 
work cont.plated undcr the Plan will be cor.letcd during the first 12-month 
period of loan dis ,:.se.r,ts. 

b) 	 Evidence that it 'as init7ateo] a com':.rehensive tac.nical assistance 
program to aid in i...ove,..ent of the entire E.,F grains ooerations. 

5) 	Prior to the disbursement of more than $500,000 of loan funds, the BflF 
shall sub..it to AID evidence that it has carried out the Rural Storage 
Improvement Plan approved by AID. 

6) The shall with AID t''t:, covenant 

a) Loatn-funded technical assistance and oersonnel trainin required for 
further i.rovement of the oerations of the =F grain Storage and market
ing program will be obtained by the YE.iF throughout the loan 
disbursement period on terms and conditions mutually agreed upon by the 
BNF 	 and AID. 

b) 	The BNIF will establish basic grain stabilization prices at the producer
 
level in consultation with the Central American Basic Grains
 
Coordinating Commission.
 

c) All proceeds from the sale of grains financed hereunder and under the 
revolving fund mentioned above shall be redeposited in the revolving fund 
during the l.ife of t.c Ican. 
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d) During each of the first three years of the program, it
 
will make an additional cash contribution to the revolving

fund of the local currency equivalent of $100,000.
 

e) Itwill negotiate with proper Honduran financial institu
tions or with the GOH for my and all additional financing

that may be necessary for the program during the life of the
 
loan, and that Itwill make every effort to make the program
 
financially self-sufficient.
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Section IV: Issues
 

The three major issues are:
 

1. Should loan funds be made available for ENF purchases of Honduran rice?
 

2. Whether ratean interest of 4h or 6% would be more approoriate con
sidering the pocsibility of a CABEI loan in the future as well as 
the
 
factors involved with the prooosed two-steo arrange.:ent and whether the 
additional benefits resulting from the interest soreuid should be imade 
available to the Government of Honduras or the National Develonment Bank
 
(B1m').
 

3. Timing of Improvements to Rural BNF Buying Stations
 

Furthermore, concern has been exDressed as to the degree to which benefits
 
of this project will flow do.n to the small and medium grains farmer. 
Reflecting this concern, the Project Description to anoear in the Loan
 
Agreement will make snecific reference to the desireability of incorora
ting more small and medium far.ers and grains producers in the project.
The basic l..nlcmcntation Letter will describe the re.ortn- and-vatla-i n 
sche::e to be used ie" -" ttis al 

1. Rice:
 

Considerable attention hab been focused on whether AID, by providing

these loan 
funds, would be encouraging the relativly inefficient nroduc
tion of rice in Honduras. Should the Toan Agreement not allow loan funds
 
to be used for ricc curchases, or should a c-venant bc included that ould

discourage this oroduction or attemaot to ftrce Honduras to reduce the mar
ket price of rice over the period of AID loan disbursements? It was 
decided that at this time, AID does not have enough information to be able 
to rkze a specific judgement on the notential of rice for Honduras, but 
that All).wis to convey to the Hcndurans our concern that the stabiliza
tion of .ricesr.ins be set in conformity with orices in other Central 
American countries, also taking inzo account the long rvn cc-marati-.e
advanta.es, beten the countries in various c-'mr-'cdities. It was also 
deternined r .at his loan is not an anpropriate vclicle with which to 
deal directly with production nriorities in general or rice cultivation 
in particular. 
 Instead, AlD) should use the Loan Authorization and Loan
 
Agreement as a means to express concern in areas, with theour these hope
that influence directed at adjustments of these and other prices, as 
well as production priorities, can be brought to bear in the future through
the efforts of RCCAP and the agricultural sector analyses-now being done

in Central America. Furthermore, it was decided that any covenant beto 
inclu!ded in the agreement should not cover only rice, but should be appli
cable to the other basic grains an well. Therefore, it is proposed that
 
the Loan Authorization contain the following covenant:
 

"The TF, .will establish basic grain stabilization

1,'ice~s &{t th~u .i i:.r a -.''
 

in consultation with the Central American rsic 
Grains Coordinating Comnuission."
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It 	 is further recommendcd that the Loan Authorization contain no restriction 


against the purchases of rice by the BNF with loan funds.
 

2. 	Interest Rate:
 

The issue concerning any possible difference between the interest rate to be
charged on this loan (4% p.a.) and the 	rate which AID might charge on a futureloan 	to CABEI (probably over 6r! p.a.) for grain marketing in Central America-.
 
has 	been raised.
 

It was felt that, as 	 the ROCAP loan is still in a preliminary discussionstage and has a i:.ajor issue to'resolve (e.g. a regional grains policy), it isnot 	possible to judge at this tir.e 	with any fair degre of certainty that (a)will 	in fact be for' 	 .loan and () on whn.at terms. Also, the reason foratte-,:ntin.; to lii: the in-erest rate of thi loan to 	d nossible future loan(namely; a lower rate now would act 	as a disincentive for the Central Ar.-ericancountries to aproac CABEI for 	fiuturc financing) does not annear valid. Shouldthe 	C.A. countri(es cs..e additional funs; at a future date, the dete-rmininfactors will be the andterms condition.; on alternative sources of funds on thatdate not on what was obtainable in the past.
 

It was then decided that the interest rate should be determined on
of what was apnrocriate 	 the basis
for 	this project and not in relation to future rates.The 	 cash flow indicatcs ex)l icitly th'at the 	 Tl-TF can service a 21%p.a. ofinterest and i-::".icitly that 	

rate 
it would have difficulty with a --,rate in t-helater years of t,,e cash flow reriod. The arg'xaent for an anroriate rate
also turns on the answer to the question of ..here AID wculd prefer to see the
difference in interest rates invested. Under the two-step arrangement, the GOHwill 	receive st-an a-.- ,ev.... an-	 s2c.' di the graceperioCi, , p.a. traf. 2 	 the terms tC 	th w.. instead o'GOH{ 	 would rec i'e fron the n!: an aCtdditicnal -a.ountof interes raents over 	$300,c.90 of 

over 	 the 10 year AID grace ucriod. This additiona1 zount wotildbe, 	deonosited in a dcve3o.:ment :'und to be tili:cd for soeIo-econca•c-rojectsmutually a-reed uron between the 	G0{ and AID. On the other hand, if thisaddition renains with the B'F, it must be reinvested in the grains r.arketingprogr'a::- a cre: which Al] )as rcviewd in detail and would !,.referi to see
 
strent.,ened ove, future 
 n~er:.t projects. Consequently, the USAID is

I, st t i ofor t!i loan rczain at 4 .a. 

3. 	 RK1ral £ui:<Stzt~on: 

To assure the tirsely i.,rovement of the rural BUTF buying stations, the LoanAgreement will include the following condition precedent to disbursements forother than technical assistance and training costs ($i00,000):
 

"Prior to the disbursement of loan funds for other 
than 	technical assistanceand 	 trainin<, the n7TF shall present a 'Rral Storage Improvement Plan, toinclude a budget and calendar for implc:entation, satisfactory to AID, for
purchases of equipent and for 	other physical improvements of' its existingnetwork of rural storage facilities and buying ctations, with the exception
of 	those facilities which the and AID jointly shall haveMFNF determined nolonger to be economically viable. Prior to such disbursement, the B1F shallalso 	-rr,-t , : -. t -,, . to A_, 
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towards implementation of the Plan, using its own resources, has
 
been made to insure that all work contemplated under the Plan
 
will be completed during the first 12-month period of loan dis
bursements."
 

To cmphasize the urgency of executing the Plan rapidly, the Loan Agree
ment will also contain the following condition:
 

"Prior to the disbursemcent of nore than $500,000 of loan funds, the
 

DUF shall submit evidence satisfactory to AID that it has carried 

out the Rural Storage Imrrovement Plan approved by AID." 
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Honduras - BNF Grain Marketing Project
 

CERTIFICATION PURSUANT TO SECTION 611 
(c) OF THE
 
FOREIGN ASSISTANCE ACT OF 1961, AS AMENIED
 

I, Edward MarasciuLo, tle princial officer of tileAgency for International Development in Honduras, having
taken into account, among other things, the maintenance
and utilization of projects in Honduras previously
financed or assisted by the 
United States, do hereby

certify that in 
my judgement, the National Development
Bank - BNF has both the financial and human resources 
capabilities to effectively maintain and utilize the
capital assistance project consisting of the BNF's
 
grain marketing program being financed in 
part by this

proposed loan entitled Honduras: BNF Basic Grain
 
Marketing Project.
 

This judgement 
is also based on the BNF's satisfactory

performance and execution of its portion of the Agricultural
Credit and Storage Project financed under A.I.D. Loan No. 
522-L-018, and t t it has the ability to satisfactorily

manage the groin irchasing, storage, and marketing fund
for which addition .. capital is being provided by this 
proposed loan. 

Edward'Ma rasc iu 
Mission Director
 

Date
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CAEC Comments on Mission's Intensive Rcview Request 

Below is the text of State 110687 received on June 21, 1972
 
and following each paragraph is a short explanation of the 
Mission's response to each point raised. 

"1 . Subject IIRR was considered by CAFC on 30 May and 
approved subject to recommendations set below. These re
commendations should be considered during intensive review 
and appropriate conclusions discussed in loan paper." 

"2. Considerable discussion focussed on GOl and BNF 
commitments under L-018. Specifically, Section 3.03 (7)
asked for plan to assure effectiveness of basic grain 
price program including sources of financing of crop
purchase and procedures for use of warehouse receipts.
Inasmuch as subject loan request is for partial financing 
for such program loan paper should present detailed 
analysis of pJan approved by USAID, circumstances prevent
ing GOl and/or BNF from meeting financial commitments 
under that plan, and justification for such A.I.D. financ
ing. Furthermore, warehouse receipt system should be 
described and conclusions presented as to effectiveness 
and arrangements for refinements including commitment to 
enact basic warehouse laws, if necessary. Finally, 
analysis shoutd also include detailed evaluation of all 
aspects of L-018." 

Response: The original price stabilization plan that was
 
submitted by the BNF and approved by A.I.D. formed the 
basis For the effective BNF grains operations during 
1972. This plan has been continually revised over the 
past year. The circumstances preventing the GOIl and the 
BNF from financing the plan have been explored in relation 
to the Mission's analysis of possible Alternative Sources 
of Financing for the project. It was acknowledged at the 
time the CAP for Loan 018 was prepared that the BNF would 
have difficulty obtaining the necessary working capital 
financing. The GOH price policy has been discussed in 

UNCLASSIFIED
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Honduras - BNF Grain Marketing Project 

CERTIFICATION PURSUANT TO SECTION 611 
(e) OF THE
 
FOREIGN ASSISTANCE ACT OF 1961, AS AMENDEID 

I, Edward Marasciulo, the principal officer of the
Agency for International Development in Honduras, having
taken into account, among other things, the maintenance 
and utilization of projects in Honduras previously
financed or a-:sisted by the United States, do hereby
certify that in my judgement, the National Development
Bank - BNF has both the financial and human resources 
capabilities to effectively maintain and utilize the
 
capital assistance project consisting of the BNF's
 
grain marketing program being financed in part by this
 
proposed loan entitled Honduras: BNF Basic Grain
 
Marketing Project.
 

This judgement is also based on 
the BNF's satisfactory

performance and execution of 
its portion of the Agricultural

Credit and Storage Project financed under A.I.D. Loan No.
 
522-L-018, and that it 
has the ability to satisfactorily
 
manage the grain purchasing, storage, and marketing fund
 
for which additional capital is being provided by this
 
proposed loan. 

Edward 'Marasciulo
 
Mission Director
 

Date
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CAEC Comments on Mission's Intensive Rcview Request
 

Below is the text of State 110687 received on -June 21, 1972

and following each paragraph is a short exp lana t ion o f 11

Mission's response to each point ra sed. 
"1 . Subject IRR was considered by CAIC on 30 ,4ay and 
approved subject to recommendations set below. These re
commendations should be considered during intensive review
and appropriate conclusions discussed in loan paper." 

"2. Considerable discussion focussed on O11 and BNF
commitments under L-018. Specifically, Section 3.03 (7)asked for plan to assure effectiveness of basic grain

price program including sources of financing of crop

purchase and procedures for use of warehouse receipts.

Inasmuch as 
subject loan request is for partial financing

for such program loan paper should present detailed

analysis of plan approved by USAID, circumstances prevent
ing GOH and/or BNF from meeting financial commitments
under that plan, and justification for such A. IA). financ
ing. Furthermore, warehouse receipt system should be
described and conclusions presented as to effectiveness
and arrangements for refinements including commitment toenact basic warehouse laws, if necessary. Finally,
analysis should also include detailed evaluation of all 
aspects of L-018." 

Response: The original price stabilization plan that 
was

submitted by the BNF and approved by A.I.D. formed the
basis for thp effective BNF grains operations during

1972. This plan has been continually revised over the
past year. The circumstances preventing the GOH and the
BNF from financing the plan have been explored in relation 
to 
the Mission's analysis of possible Alternative Sources
 
of Financing for the project. 
 It was acknowledged at the

time the CAP fer 
Loan 018 was prepared that the BNF would

have difficulty obtaining the necessary working capital

financing. 
 The GO1- price policy has been discussed in
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detail in Section I-C. 
No viable warehouse receipt system
is operating at the present time basical1ly due to a lack
of adequate storage facilities which could be effectively
controlled by parties other than the BNF. 
 ROCAP is now
initiating work 
on a regional study of public warehouses.
In connection with that studk,, 
the possibilities of developing such 
a system in Honduras will be explored. The othe
important aspects of Loan 018 
have been discussed in detail

in Section I. 

"3. With regard to alternative sources of finzr..ing,
questions raised as to possibility of Central Bank providing
line of credit which would cover need in whole or in part.Even though -his would most likely lead to temporary
 
monetary expansion, inflationary effects would appearl 
to
be reduced by ;hort term nature of credit requirements.
Thus, requested that USAI) discuss this possibility withCentral Bank 
inc lud ing how such financing might alffec Iundersta1nding with 
IMF. in addition to Centralalternative IJSAI1) should prepare fiscal 

Bank 
and monetary

analysis to determine whether GOII or other sources o(financing are available. In this regard, recommended thatMission explore if funding already obtained for programnot 
be reduced even if A.I.D. approves loan. Thus, total
additional A.I.D). assistance request 
in CAP might be
reduced by some $400,000 from amount 
requested in IRR. In
any event, 
loan paper should address question of source
of future working capital as production and storage

facilities expand."
 

Response: The Mission has made an intensive analysis forthe possibility of obtaining funds for this project fromthe GOth, the Central Bank 
or the BNF itself. The Central
Bank has agreed to maintain available for the project itsexisting $500,000 
line of credit 
to the BNF for the next
S years. An intensive fiscal and monitoring analysis is
included in the paper in Section 1-C. 
 The projected cash
flow statement for the program contained in Annex II,Exhibit 11 shows that the future working capital for the
program will be obtained through the BNF's future contribution of $300,000 and through the profitability of the
program itself, which will become self-sufficient in a
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short time and will operate above the breakeven point. In
 
making this cash flow projection certain assumptions have
 
been made about the future expansion of the project,
 
including increased turnover of inventories, additional
 
storage capacity, and more working capital. The Mission
 
has recommended that the loan be authorized at the amount 
suggested in the IRR, because the $2 million proposed is 
needed to give the BNF enough working capital to make ful I 
use of its present facil ities and to fina , t.,dtd technical 
assistance and training. 

"4. Loan reques t should be supported by ana lysi. s of ;,elf
help measures of GOIl in agricultural sector. Adequate 
self-help must show that GO!! agricultural funding levels 
increasing and, with regard this project, any A.I.D. 
financing would not serve to replace existing GOI! contribu
tions to BNF." 

Response: The GOIl has recently undertaken a comlrehensive 
agricultural sector analysis with the support and encourage
ment of A.I.D. At the same time the share of the nationaIl 
budget allocated to the Ministry of Natural Resources 
(includes agri culture) has been increased from 1969 levels, 
as was agreed to by A.I.D. and the GOI! as a covenant in 
Loan Agreemeot 522-L-018. These figures are shown on page 
20 of the pap,-r. The Mission has determined that A.I.D. 
financing 4ll not replace GOII contributions to the BNF. 
The rate of GOI! contributions to the BNF hlas actually 
exceeded slightly the amounts anticipated at the time the 
018 CAP was prepared. 

"5. Fundamental part of program should be clear statement
 

of objectives of GOII price policy on principal grains and
 
this should be analyzed in depth during intensive review.
 
Adequacy of proposed GO] pricing formula and analysis of
 
like operaticnal effects as a means for reaching this
 
basic goal should be studied. For A.I.D. support basic
 
goal should be pricing policy leading toward world market
 
price levels in order encourage exports and lowest possible
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price to low income consumer in Central America. This
analysis should also address implication of (OII grain pricing 
policies for CACM.
 

Response: The GOH/BNF grain price policy has been analyzed

in detail by the Mission and a lengthy letter has been 
received from the BNF which sets forth this policy. A 
translation of that letter is included in Annex If, Exhibit 
4 . The BNF and the GOHl have committed thcl. silves to
lowering the sales prices in the future in order to make 
Honduran grains more competitive in world markets. The
 
GOH has informed SIECA, who will advise the grain stabiliza
tion institutes of the other 4 countries in Central America
 
of its application for this A.I.D. loan. The CACM implica
tions of the GOIH policy are discussed in Section I1-B. 

"6. Loan paper should also treat in greater detail commodity 
flow through storage system.'
 

Response: A discussion of grain movements through the 
system is incIluded in Section IT-C of the CAP. 

"7. Technical assistance needs discussed and questions
raised as to whether ICA1TI was appropriate source in view 
its limited experience in grain marketing and pricing
policy. Thus, either technical assistance should come from 
other source or ICAITI should be strengthened in this area. 
USAI) should emphasize to GOB difficulty in administering 
sound program and need for advisors with considerable 
operating experience in grain marketing. Loan paper should 
contain scope of work for technical assistance requirements." 

Response: A detailed technical assistance plan for the 
program is set forth in Section Il-C. The Mission and the 
BNF have both concluded that the possibilities of obtaining 
the needed assistance from ICAITI are remote. A local
Honduran consulting firm has already signed a contract with the 
BNF, financed with BNF funds, to initiate an evaluation of 
the BNF program at the farmer level, and has made suggestions 
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to improve the rural grain storage network. A.I.D. loan
 
funds will be used to finance personal services contracts
 
with qualified individuals to assist in grain handling, grain
 
marketing and other areas. Scopes of work for these
 
advisors are contained in the CAP.
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MEMBERS OF THE BOARD OF DIRECTORS 

Position Name 

President, BNF Guillermo Medina Santos 

Government Representatives 

Elio Ynestroza M. 
Minister of Finance 

Ruben Mondragon C. 
Minister of Economy 

Edgardo Sevilla I. 
Minister of Natural Resources 

Roberto Cantero R. 
Minister of Comunications and 
Tran'sportat ion 

Private Banking Represent
ative Coronado Rivera 

Central Bank Representative Roberto Ramirez 

Private Sector Representatives
 

Jorge Coello
 
Henry Holtz 
Sergio Salinas
 
Arturo Bendafia 
Rene Sagastume
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ORGANIZATION CHART Or THE B.N.F. GRAINS DIVISION
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MEMBERS OF TIlE GRAINS COMMISSION 

Position Name 

President, BNF Guillermo Medina Santos 

Government Representatives 

Ruben Mondragon C. 
Minister of Economy 

Edgardo Sevilla I. 
Minister of Natural Resources 

Private Sector Representatives 

Manager of 
Department 

the BNF Development 

Henry IHoltz 
Sergio Salinas 

Raul I'dgardo lscoto 1). 
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BIO-DATA OF KEY BNF PERSONNEL
 

1. President: Guillermo Medina Santos Age: 37 

Studies: Degree in Economics from the Natiowil
 
University of londuras
 

Various courses in management , p roduc
tion, human relations, civil service, 
industrial processing, and administ rat ion 
within the firm. 

Recent Experience:
 

1963 - 1966 Assistant manager of the Development
 
Department
 

1964 - 1966 Chief of the Industrial Development
 
Division
 

1966 - 1971 	 President of Industrial Projects of 
Honduras Inc. 

1966 - 1971 Member of Board of Directors of Chamber 
of Commerce and Industries of Tegucigalpa 

1966 - 1971 Secretary of "llotels of Ilonduras" Inc. 
1966 - 1971 Member of Board of Directors of Rio 

Lindo Textiles Inc. 
1966 - 1971 Member of Board of ,,irectors of the BNF 
1966 - 1971 	 General Manager of "Fomento Internacional" 

Inc.
 
1971 Became President of the BNF
 

2. Manager of 	the Development Department:
 

Raul Edgardo 	Escoto D. Age: 41
 

Studies: 	 Gradute of the Panamerican Agricultural
 
School (Zamorano)
 

Bachellor of Science Degree in Agronomy

from Mississippi State University
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Completed a 15 month special course 
sponsored by the Rockefeller Foundation 
on improving intensive agriculture 

Completed a one year cours'e at Texas 
A & M University in seed technclogy 

Recent Experience: 

1965 - 1967 Agricultura! lEngineer of ;i:he Division 
of Agricultural Deve lopmcTIt within 
the BNF 

19C7 - 197- Assistant manager of the Development 
D)epartment of the BNF 

April 7, li)7? Became Manager of the D)evelopment 
Department 

3. 	 Chief of BNF Grains Division: 

Antonio Puerto M. Age: 36 

Studies: 	 Degree in Economics from the National 
University of Honduras 

Recent Experience: 

19b5 - 190O Assistant economist in the Coffee 
Division of the BNF 

1966 - 1971 Assi'tant manager of the Coffee Division 
1971 - 1972 Chief of the Operation and Control Section, 

BNF Grains Division 
April 21, 
 1972 Became Chief of the BNF Grains Division 

4. Market Analyst of the BNF Grains Division: 

Manuel C. Cambar C. Age: 35 
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Studies: 	 Degree in Economics from the National
 
University of Honduras
 

Recent Experience:
 

1963 - 1966 	 Assistant economist in the BNF Technical
 
Division
 

1966 - 1968 	 Economist in the BNF Coffee Division 

1968 - 1971 	 Chief of the Technical and Agricultural 
Section of the Coffee Division 

1971 	 Became market analyst of the BN- Crains 
Division 

5. Administrator of the Tegucigalpa Silos:
 

Othoniel Vicra 	A. Age: 38
 

Studies: 	 Obtained an instructorship in agriculture
 
from the Escuela Normal Agricola in
 
Colombia
 

Received a certificate in general
 
agriculture from the University of Puerto
 
Rico 

Earned a Bachellor of Science degree in
 
agriculture from Mississippi State
 
University 

Recent Experience: 

1958 - ;971 	 Various assignments with the ;OIl agricultural 
extension service (DESARRURAL) 

1971 
 Became administrator of the Tegucigalpa
 
Silos
 

6. Administrator of the San Pedro Sula Silos:
 

Hector Lardizabal D. Age: 40
 

Studies: 	 Graduated from the Panamerican Agricultural
 
School (Zamorano)
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Completed a course in corn improvement
conducted by the Rockefeller Foundation 
in Mexico during 1955-56
 

Completed a course in soil and water
 
conservation at the Rural University of
 
Brazil. 1969-61
 

Completed a course on iiitensive cultiva
tion at Florida University. 1961-62 

Completed a course on grain technology
 
At Mississippi State University in 1962
 

Recent Expe:ricnce: 

1962 - 1966 Technician in charge of secd production 
DESARIURAL 

1966 - !970 Employed as an agricultural technician 
by the ALCASA cornstarch factory 

1970 Became administrator of the San Pedro 
Sula silos. 
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SUBSTANCE OF LETTER FROM BNF PRESIDENT TO USAID MISSION
DIRECTOR, DATED NOVEMBER 1, 1972 SETTING FORTH GOH
 
BASIC GRAIN POLICY
 

..
 We hereby offer a review of the history of grain
prices and their effect on the stabilization of prices paid
both to the producer and by the consumer, in ordeL to show
the problems that 
have affected the price stabilization
program and influenced decisions on purchase price 
levels
from 
1965/19t. through 1972/1973. Corn, beans, and rice
are in fact the principal elements of the Honduran diet.
 

In the past, the policy for price stbilization in
Honduras and other Central American countries has been
notwell-defined due to 
a lack of statistical information which
would give price stabilization agencies the facts necessary
for formulation of 
a firm price regulation policy for these
grains. The prices 
set 
during the period 1965/1966 through
1971/1972 have had the following effects on grain produc
tion and price stabilization:
 

1. Beans: Support prices for beans set by the BNF aspart of its stabilization program have affected
consumer prices, especially in the Tegucigalpa and
San Pedro Sula markets. 
 When a support purchase

price of $5.00 per cwt 
was set in 1969/70, market
prices paid by the 
consumer rose 
to an average annual
figure of $8.75 
per cwt and the BNF purchased only
4,387 cwt during that year. However, for the 1971/72
harvest, the purchase price was set 
at $7.00 per cwt,
which had a positive effect on stabilization sinceaverage annuail market prices 
rose to only $7.10 per
cwt in Tegucigalpa and San 
Pedro Sula. 
 This reduced
the average price to the consumer by $1.59 and theBNF purchased 157,495 cwt during the 1969/70 harvest.
The BNF was thus able to 
guaranty an adequate supply
to the consumer as well 
as develop a well ordered
plan for exports. During the 
1971-72 harvest,
more than 44,000 cwt 
of beans were exported to
countries outside of Central America at 
favorable
 
prices. *
 

* See figures on Page 
 of CAP
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2. 	 Rice: Honduras in the past has had a chronic
 
TeT cit in rice production and although the
 
situation has improved in recent years, produc
tion is still less than internal consumption. 
This deficit persists because of high produc
tion costs in Honduras due to traditional ifarm
ing methods. Other Contral American countrie 
(especially Nicaragua) and the United Statce: 
have been able to offer rice at better prices 
than those prevailing for internal production. 
The support price set by the BNF for the 1970/71
 
harvest was $3.30 per cwt for rough rice, which
 
was 	 much lower than the average prices prevailing 
in the private sector. In addition this price 
had no effect on stabilizing prices. In fact, 
the average annual prices in the Tegucigalpa and 
San Pedro Sula markets rose abruptly to $10.07 
per cwt in 1970 and to $13.89 in 1971, an increase 
of $3.82 per cwt. Taking into account the fact
 
that low prices in past years have contributed to 
low production in Honduras, the support purchase 
prices have been slightly increased for the 
1972/73 harvest. At the same time, differentials 
have been established in accordance with yields 
after milling, .inorder to increase internal 
production and stimulate the cultivation of 
higher-yield, better quality rice with more
 
modern methods.
 

3. 	 Corn: The positive effects of the grain program, 
especially in the stabilization of corn prices 
beginning with the 1971/72 harvest, were made 
possible by the BNF's installation, through A.I.D. 
financing, of new processing and storage plants 
in Tegucigalpa and San Pedro Sula. These silos 
increased the storage capacity of the BNF, enabling 
increased amounts to be purchased and provided an 
adequate internal supply as well as an organized 
system for exporting surpluses to other CACM 
countries. All these factors contributed to the 
stabilization of the price paid by the consumer. 

Support prices paid for corn have been maintained at
 
an almost constant level from 1965/66 through 1972/73 of
 



Annex II,Page 11 of 26
 
Exhibit 4, Page 3 of 4
 

$3.25 per cwt, with only a slight drop during the 1969/70

and 1970/71 harvests when the price was set at $3.00.
 
During the 1969/70 season, only 52,68S cwt of corn were
 
purchased. This figure significantly increased in
 
1971/72, when the price was again raised to $3.25 with
 
purchases of 362,981 cwt. This represented an increase
 
of 310,296 cwt, which enabled the BNF to regulate
effectively the price paid by the consumer, and simulta
neously to export surpluses to other Central American 
countries. The exported corn was channeled through the 
various price stabilization organizations, principally

the Instituto Nacional de Comercio Exterior e Interior,
 
of Nicaragua.
 

The guidelines of the IBNF's price policy are not 
only to increase production and stabilize pri.ces internally
but also to coordinate grain prices on a regional level 
within Central America. An analysis of all factors which
influence grain prices is to be carried out, for the 
purpose of relating, as closely as possible, prices to
production costs plus a normal profit for the producer.
With this in mind, the Central American Grain Marketing
and Price Stabi.lization Commission, in Resolution 135, 
Act No. 14 of the Session held in Guatemala, (May, 1972)
decided to carry out a study of the different factors
 
which influence basic grain marketing, including market
ing channels used by the various Central American
 
stabilization agencies, volumes of grair, moving through

these channels, storage facilities, differences in
 
consumption patterns according to income levels 
in rural
 
and urban population7, use 
of basic grains as raw material
 
for industry, and above all, a detailed investigation of

production costs and incomes of producers. Data on
 
production costs and income will be broken down by farm

size, farming iaethods, and technology, in order to obtain 
basic information upon which support prices can be 
set
 
on a coordinated basis throughout Central America. 
 This
 
study, should result in an ordered flow of these products

throughout the region. 

Even though we are conscious of the importance of
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such a survey to determine production costs and income 
to producers and of its impact on the development figures 
for the first harvest of the 1972/73 season reflects
 
losses as a consequence of the prolonged drought. This
 
type of study, if it were carried out under these adverse
 
conditions, would not reflect accurate cost and income
 
figures; on the contrary it would show low yields and
 
high production costs. On the other hand, sUCh a survey 
should not be carried out for the ;econd harvest since 
the BNF is making an effort to compensate with the second 
planting for losses suffered during tile first harvest. 
This would sl,,w up in itncreased yields in rel ::tion to 
national production under normal conditions and, there
fore, lower costs because of improved techniqtues which 
are being used in the area wherc the BNF is sLIp)ort ing 
this special program. 

For the above reasons, the FNP decided, havehas as 

the majority of the other Central American countries,
 
to postpone the collection of data in order to carry 
out the study nder more normal conditions, since informa
tion then obtained would reflect the real situation of 
costs and inacome to the producers. 

Taking into account the need for accurate basic
 
data in order to adopt a price policy, the pricing
 
policies of the BNF must be conditioned upon the study
 
to be carried out in the future.
 

Nevertheless, a general analysis indicates that the
 
current price levels for basic grains in Honduras have
 
reached maximum levels. It would be very difficult
 
to exceed these levels since this would cause consumer
 
price increases. In effect, support prices should be
 
reduced in the future in accordance with the results
 
of the study. 

Traditionally Honduras has supplied basic grains 
to the majority of the Central American countries, 
because of its ideal ecological conditions and competitive 
advantage." 
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Location 


Tegucigalpa 


Choluteca 


Danl! 


Juticalpa 


Catacamas 


El Porvenir 


San Pedro Sula 


Puerto Cort6s 


Tela 


Olanchito 


Comayagua 


El Negrito 


La Entrada 


Cuyamel 


BNrNGRAIN PURCHASE PRICES PI R HUNDRED WEIGHT 

1972/73 Growing S-ason 

Corn Red Beans Black Beans Rough Rice with a Mill Yield of: 

50-59% 60-641 65% or more 

S 3.25 7.25 S b6.75 S4.50 $5.00 S 5.50 

3.00 .... 4.25 4.75 5.25 

2.93 6.93 6.43 4.i8 4.68 5.18 

2.83 6.83 6.33 4.08 4.58 5.08 

2.75 6.75 6.25 4.00 4.50 5.00 

2.88 6.88 6.38 4. 3 4.63 5.13 

3.25 7.25 6.75 4.50 5.00 5.50 

3.13 -- -- 4.38 4.88 5.38 

2.88 .... 4.13 4.63 5.13 

2.75 -- -- 4.00 4.50 5.00 

3.00 7.00 6.50 -- -- -

2.88 -- -

2.88 6.88 6.38 -- -

2.88 -- 4.13 4.63 5.13 

(Price differentials are based on transportation costs from granary location 
to the central silo facilities in Tegucigalpa ard San Pedro Sula.) 

0 0 

W R)
o1o 
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13NF PRICES FOR GRAIN PROCESSING SERVICIES
 

Price per
 

Service CWT 	 Comments 

A. CORN AND SORGHUM - ALL LOCATIONS
 

Drying $ 0.0175 for grain with an initial moisture 
content of more than 18% 

0.0125 for grain with an initial moisture 
content of 18% oi less 

Cleaning 0.075
 
Storage 0.025 per month
 
Fumigation 0.05 per app] ication
 

B. RICE AND BEANS - ALL LOCATIONS 	EXCEPIT SAN PEiDRO SULA 

Drying $ 0.075 	 for grain with an initial moisture 
content of 12.01b to 14.50, 

0.125 	 for grain with an initial moisture 
content of 14.51% to 10.502 

0.175 	 for grain with an initial moisture 
content of 1.51% to 18.50 

0.225 	 for grain with an initial moisture
 
content of 18.51% to 20.502,


0.25 	 for grain with an initial moisture 
content of more than 20.51 

Cleaning 0.10
 
Storage 0.05 per month
 
Fumigation 0.05 per application
 

C. RICE AND BEANS - SAN PEDRO SULA 

Drying $ 0.225 	 for grain with an initial moisture
 
content of more than 18%
 

0.175 	 for grain with an initial moisture
 
content of 18% or less
 

Cleaning 0.075
 
Storage 0.04 per month
 
Fumigation 0.05 per application
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BNF GRAIN SALHIS PRICES - 1972/73 GROWING SEASON 

Tegucigalpa and San Iledro Sula Warchouses 

Dome s t i cx t 

Corn 
 $4.00 $3.90
 

Rice 6.00 rough -

12.50 polished
 

Red Beans 9.00 9.50 to 
9.00
 

Black Beans 8.50 8.50
 



-- 

-- 

BNF BALANCE SHEET 
(InI Thousands) 

ASSETS 
 1968 


Cash, bank deposits, and government bonds 
 $ 2,100
Accounts receivable, loans, 
and
interest due 
 28,828

Stocks, equity investments,
 
inventory and development project
investments 


3,777
Fixed assets 
 2 907

Totals Assets 
 .31,612 


LIABI LITIES
Current
 

ravings deposits, term deposits,
and short 	term borrowings 
 5,742
Foreign bank liabilities 
 1,204

Central Bank of Honduras 	 4,421
Interamerican Development Bank/

current portion 
 381Coffee Institute 

Building Mortgage 
- Central 	Bank/current portion 

92
Others 
578Current Liabilities 
 12,418 


Medium and Long Term
 
Coffee Institute 
 1,262
Mortgages 	and Bonds 
 214
Reserve for fringe benefits 	 260
Building Mortgage 
- remainder 
 1,072
Inter American Development Bank 
 11,316 

Agency for International
Development* 


1,493 

Medium and Long Term
Liabilities 
 15,617 
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1969 
 1970 
 1971
 

$ 2,143 	 $ 1,721 $ 2,437 

34,933 	 36,291 
 37,552
 

4,277 	 4,825 
 5,459

3 191 4691 5,312


44 544 	 47t528 50,760
 

6,636 	 6,964 9,272
 
2,022 2,090
5,746 	 5 171 6 186
 
5 ,

906 1 024 1,035 
-- 193 

92 
 92 
 92

4610 1 986 2 472 
17,990 	 17,259 21,340
 

1,300 1,365 964

144 
 72 
244 
 230 
 173
 
980 
 888 
 796


11,843 	 12,161 10,950
 

1,929 	 1,929
 

16)440 	 16645 
 12883
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Capital Account 

Department of Credit and 
Operations 

In0.. rt nt of Development 
$ 5,653 

3,924 
$ 5,933 

4,181 
$ 9,087 

4,537 
$10,905 

5,632 
Total Capital 9,577 10,114 13p624 ' l37 

Total Liabilities '1 Capital 37,612 44,544 47,528 00,700 

*Loan 522-H-01 1 transferred to FIilICOVIL in Imp lementat ion Letter 
No. 16 dated March 14, 1972. 



BANCO NACIONAL DE FOMENTO 
Department of Credit and Operations 

Source and Use of Funds 
(In thousands) 

1972 1973 1974 1975 1976 1977 

SOURCES S35,590 $36,698 $37,620 $38,186 $38,686 $39,339 

Initial cash and bank deposit balances 
Capital recovery (Loan repaymeints) 
1-nterest received on loans 
Profits from commercial banking operations 
Rediscounts from the Central Bank 
Increase of deposits 
GOH Contribution 
Loans from foreign banks 
Loan from A.I.D. 

3,368 
17,004 
2,600 

221 
6,826 
1,414 
--

2,000 
1,000 

1,873 
18,612 
2,849 

237 
7,288 
1,415 
1,500 
1,750 
--........ 

2,023 
19,184 
3,055 

253 
7,749 
1,417 
1,500 
1,750 

2,226 
19,382 
3,226 

269 
8,210 
1,419 
1,500 
1,750 

2,475 
18,986 
3,377 

286 
8,672 
1,420 
1,500 
1,750 

2,810 
18,656 
3,531 

302 
9,133 
1,422 
1,500 
1,750 

Interest from commercial banks - export 
loans 
Interest on investments 

108 
11 

121 
13 

133 
14 

145 
15 

157 
17 

168 
19 

Time deposits 1,000 1,000 500 -- -- --
Other inflows 38 40 42 44 46 48 

USES 33,717 34)675 35,394 35,711 35,876 36,129 
Loans extended 
Ordinary service costs 

21,150 
938 

21,800 
942 

22,025 
946 

21,575 
983 

21,200 
987 

20,975 
991 

Personnel costs 718 723 728 772 777 782 
Operating costs 350 379 407 436 465 494 
Payments to the Central Bank 

a. 

b. 

Rediscounts 
Building mortgage (including 

6,366 6,537 6,748 7,209 7,671 8,133 

interest) 106 107 108 109 111 112 
c. Interest on rediscounts 360 394 428 462 496 529 

C+ 



1972 1973 1974 1975 1976 1977
 

Payments to foreign banks 
a. Principal $ 1,750
b. interest 118 

Payments to BID 
a. Loan 20-SF ;00
b. Loan 42-"F i37 
c. Loan 115-SF-HO-1 253 
d. Loan 115-SF-HO-1l 160 
e. Interest and Commissions 411 

Interest payments on Mortgage Certificates 70 
Investments 174 
Interest on deposits 156 
Amortization of Mortgagze Certificates --
Closing cash balance of the Department
of Credit and Operations 74 
Reserve requirement at the CentralBank 1,799 

S 1,750 
123 

500 
156 
253 
159 
374 
140 
174 
164 

--

131 

1,892 

S 1,750 
123 

600 
163 
253 
159 
336 
173 
174 
173 
100 

-11 

1,985 

$ 1,750 
123 

700 
169 
253 
159 
291 
165 
174 
181 
200 

397 

2,078 

S 1,750 
123 

700 
175 
253 
159 
245 
150 
174 
190 
250 

640 

2,170 

$ 1,750 
123 

700 
175 
253 
159 
199 
132 
174 
198 
250 

947 

2,263 

ox 

o. 

R0 

0 0 

"1" 



BANCO NACIONAL DE FOMENTO 
Department of Development 
Source and Use of Funds 

(in thousands) 

SOURCE 1972 1973 1974 1975 1976 1977 

Beginning cash balance 
GOH Contribution 
Sale of Sula Milk Plant 

S(1,529) 
2.000 
1,840 

$ 237 
500 
--

S 52 
500 
--

S 58 
500 
-

$ 48 
500 

$ 27 
S00 

Profits from Investment and Farming Activities 
a. EXCAHiO 
b. Sula '!ilk Plant 
c. Rice Production 
d. Cotton Production 

59 
100 
--
--

100 
103 

5 
354 

103 
105 
10 

--

105 
108 
13 

--

108 
110 

15 

110 
113 
15 

--

Other Cash Inflows 
a. Marcalina Cooperative (Sale of shares) 
b. Southern Cotton Cooperative (sale of 

plant) 
c. Paraisefia Cooperative (sale of shares) 
d. DESARRURAL (loan repayment) 
e. ENEE (land sale) 
f. FANALCO (land sale) 
g. INGESA (sale of SAHSA airline shares) 
h. Rental Income 
i. Interest 
j. Other 

4 

12 
6 

24 
11 
5 

50 
5 

43 
8 

4 

12 
6 

24 
8 
5 

50 

35 
6 

4 

12 
6 

24 
9 

--...... 
52 

27 
5 

4 

--

6 
24 

8 

50 
--

20 
5 

4 

--

6 
24 

8 

.... 
.----. 

12 
3 

4 

-

6 
24 

-

5 
3 

Total Inflow $2,638 S1,449 S 906 S 901 $ 838 S 807 

O -

O 



USE 1972 1973 1974 1975 1976 1977 

Personnel Costs 
Operating Costs 
Payments on Obligations 

33 
18 

696 
363 

372 
190 

399 
199 

374 
185 

358 
176 

a. 
b. 
c. 
d. 
e. 
f. 

Honduran Coffee Institute a/ 
M.E. Larios y M. de Motz (Tand purchase) 
Albertina v. de 'fendieta (land purchase)
Bank of America (EXCAHO stock) 
Interest 
Other 

159 
17 
33 
35 
72 
35 

155 
-

31 
34 
35 
30 

155 
-.-.-

--..... 

32 
31 
28 

158 

--
27 
25 

158 

--
23 
23 

158 
-

-

19 
20 

Investment Programs 

a. 

b. 
c. 
d. 
e. 
f. 

Agroavicola Inc. b/ 
Grain purchase c/
Rice cultivation 
Cotton cultivation 
Melon cultivation 
Sesame seed cultivation 

98 
1144 

19 
450 
169 

4 

-- --

23 25 
-- --
.......... 

--

-

25 

--

25 
--

--

25 
-

--

New Investment in Fixed Assets 115 30 15 20 23 25 

Total Outflow 2401 1397 848 853 811 781 

Closing Balance 237 52 58 48 27 26 

a/ Dues to International Coffe Committee 

b/ 

c/ 

In Liquidation 

BNF's Initial Grain Purchase 

0 

& 

P 

0 

X 



Annex 11, Page 23 of 26
Exhibit 10, Page 1 of 1 

BNF INVESTMENTS
 

Investment 

Amount
 

"Altos Hornos" Steel Mill Project $"Fanalco" Feed concentrate plant 
25,000 

BNF Employee Credit 6,350Cooperative
PLAHSA 5,000Miik Plant 
"Excaho" 810,105Coffee Exporting Company
Choluteca Sugar Co. 250,00 
"COPINO" Pulp and Paper Project 

52,500 
Barbed Wire 217,000Project

CANASA Paper 43,000Ckarton Company
:Agroavicola Hatchery 50,000 

49,399
SULA Milk Plant 
1,469,800BNF Retail Sales Department

Grain 501,006Silos and Warehouses 
903,937
Tobacco Processing Plant


Honey 45,288Bee Project
Puerto Cort~s 12,913Development 

135,169 

$4,576,.467
 



BNF Grain S+ora-re and .farkf?+jn Revolving Fund 
roic c4rd Ca,,h Flo,,: S a+.e,:.en-% 

Beginning Cash Balance 
Prior Year's Profits 
BNF orig. cont.ribution 
MhF temp. contribution 
Central Bank loan 
BNF new con.ribu-.ion 
AID loan disbursements 

Total: 

1972 
-

-
1400 
600 

1000 
-

-

3000 

1973 
1900 

29 
-
471 
-

100 
500 

3000 

1974 
2529 

8 
-

263 
-

100 
700 

3600 

1975 
3337 

90 
-

. 
-... 

100 
700 

4227 

(in t housands of dollars)
1976 1977 1978 1970 190 
4227 4351 4493 4267 4107 
124 142 157 223 216 

- - - - -
. . ... 
. 
. . ..... 
. .. .... 

4351 4493 4650 1490 4323 

1981 
4190 
186 

-
_ 

4376 

1982 
4243 
206 

-
_ 

4449 

1983 
4316 
226 

-

_ 

. 

. 
4542 

Repayments;
Central Bank 
AID 
BNF tem:-orary 

500 
-

-
-

-
-

-
-

-

-
-

-

-
-

-

250 
133 

-

250 
133 

-

-
133 

-

-
133 

-

-
133 

-

-
133 

Total Iepayments- 1100 471 263 - - - 383 383 133 133 133 133 
Ending Cash Balance: 1900 2529 3337 L2271351 493. 1267 L1,07 4190 4243 4316 4409 

5Mark-up of Grain Sales 
over Gr in Purchases 

Yearly t.ur,-over of
capital 

20 

1.08 

20 

1.1 

20 

1.i 

19 

1.1 

19 

1.15 

18.5 

1.2 

18 

1.3 

17.5 

1.4 

17 

1.5 

16.5 

1.6 

16 

1.7 

15 

1.8 

Grain Sales 
Grain Purchases 
Services and Rentals 
Gross Margin
Personnel Costs 
Operations and Maint. 
Other 
Overhead 
Interesi.-C ntral Bank 
Interest-AI-D 

Total Costs 
Profit (Loss) 

1972 
3908 
3240 

30 
69 
261 
141 
102 
125 
40 
-

669 
29 

1973 
3960 
3300 

38 
6-3 
274 
143 
107 
131 
20 
10 

690 
8 

1974 
4752 
3960 

45 
37 
288 
155 
112 
138 
20 
34 

747 
90 

Projected Profi',.
1975 1976 1977 
5534 5955 6390 
4650 5004 5392 

50 55 60 
934 1006 1060 
302 317 333 
163 171 180 
118 124 130 
145 152 160 
20 20 20 
62 so 80 

810 864 903 
124 142 157 

and Loss Sa.erent. 
1978 !"9 1930 
7133 7 336 7586 
6045 6". 6484 

66 73 80 
-1.173 1182 

350 367 336 
189 198 208 
137 144, 151 
168 176 185 
10 - -
77 72 66 

931 957 996 
223 216 186 

1981 
8157 
7002 

F8 
1243 

405 
219 
158. 
194 

-
61 

1037 
206 

1982 
8773 
7563 

97 
1307 
425 
230 
166 
204 

-
56 

1081 
226 

1983 
9402 
8176 
106 

132 
446 
241 
174 
214 

-
51 

1126 
206 

http:a+.e,:.en


1972 

1973 

1974 

1975 

1976 

1977 

1978 

1979 

1980 

1981 

1982 

1983 

1984 

Production 
_( 3.6.) 

7480 

7749 

8028 

8317 

8617 

8927 

9248 

9581 

9926 

10,283 

10,654 

11,037 

11,435 

Marketed
' Amount)m 

50 3740 

50 3875 

51 4094 

52 4323 

53 4567 

54 4821 

55 5080 

56 5365 

57 5658 

58 5964 

59 6286 

60 6622 

61 6975 

Proiected H3NF Operations in the Corn Market 
(Thousands of cwt. and dollars) 

BNF Purchases Prices%Amou nit Valu u in , r p.. ,"l n_- A u B ,T,, SelinOg 
14.1 526.8 51712 S 3.25 17 S 3.80 
18.0 69S.4 2200 3.15 20 3.78 
i8.2 745.2 2310 3.10 19 3.69 
19.8 857.0 2571 3.00 18 3.54 
20.8 9-48.7 2846 3.00 18 3.54 
21.7 1045.0 3135 3.00 17 3.51 
23.4 1191.7 35% 3.00 17 3.51 
25.1 1347.3 4042 3.00 16 3.48 
26.7 1512.3 4537 3.00 15 3.45 
28.3 1686.7 5060 3.00 14 3.42 
29.7 1870.0 5610 3.00 13 3.39 
31.1 2062.3 6187 3.00 12 3.36 
32.5 2264.3 6793 3.00 11 3.33 

Valuea ueU
of Sales 

S 2036 

2641 

2749 

3034 

3359 

3668 

4183 

4689 

5219 

5769 

6639 

6930 

7539 

Usese 
on Farm 

3740 

3874 

3934 

3992 

4050 

4106 

4162 

4216 

4268 

4319 

4368 

4415 

4460 

Other 

3406 

3549 

3698 

3853 

4015 

4184 

4360 

4543 

4734 

4932 

5140 

5355 

5580 

Available 

334 

326 

396 

472 

552 

637 

726 

822 

906 

1032 

1246 

1267 

1395 

m X 
x 

C+ 

f0 

0 



Projected BNF Operations in the Bean Market 

(Thousands of cwt. and dollars) 

Production 
C 5.5%) % 

Marketed 
Amount 

BNF Purchases 
Amount Value 

Prices 
Puving Markup Selling 

Value 
of Sales 

Uses 
on Farm Other Available 

1972 

1973 

1974 

1975 

1976 

1977 

1978 

1979 

1980 

1981 

1982 

1983 

1984 

1144 

1207 

1273 

1343 

1417 

1495 

1577 

1664 

1756 

1852 

1954 

2062 

2175 

50 

52 

54 

56 

58 

60 

60 

61 

61 

61 

62 

62 

62 

57' 

028 

687 

752 

822 

897 

946 

1015 

1071 

1130 

1211 

1278 

1349 

22.9 

27.3 

26.' 

26.6 

27.0 

27.2 

29.5 

31.0 

33.0 

34.3 

36.1 

37.7 

39.3 

131.0 

171.3 

s.0 
200.3 

221.7 

244.3 

278.6 

315.0 

353.b 

394.3 

437.1 

482.1 

529.3 

S 917 

1200 

1260 

1402 

1552 

1710 

1950 

2205 

2475 

2760 

3060 

3375 

3705 

57.00 

7.00 

7.00 

7.00 

70 

70 

7.00 

7.00 

7.00 

7.00 

7.00 

7.00 

7.00 

17 

20 

19 

18 

18 

17 

17 

16 

15 

14 

13 

12 

11 

SS.19 

S.40 

8.33 

8.26 

8.26 

8.19 

8.19 

8.12 

8.05 

7.98 

7.91 

7.84 

7.77 

S1382 

1441 

1499 

1655 

1832 

2001 

2281 

2558 

2946 

3146 

3458 

3780 

4112 

572 

579 

586 

591 

595 

598 

631 

649 

685 

722 

743 

784 

826 

469 

489 

509 

531 

553 

576 

600 

626 

652 

679 

708 

737 

768 

103 

139 

178 

221 

269 

321 

346 

389 

419 

451 

503 

541 

581 

x 

a x 

d%~0 0 

-0' 
00, 
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AID 1240-2
 

CHECKLIST OF STATUTORY CRITERIA
 

(Alliance for Progress)
 

In the right-hand margin, for each item,write answer or, as 
appropriate, a
summary of required discussion. As necessary, reference the section(s) of the
Capital Assistance Paper, or other clearly identified and available document,
in which the matter is further discussed. This form may be made a part of the
 
Capital Assistance Paper.
 

The following abbreviations are used:
 

FAA - Foreign Assistance Act of 1961, as amended.
 

App. -
Foreign Assistance and Related Agencies Appropriations Act, 1972.
 

'MMA - MIerchant Marine Act of 1936, as amended.
 

COUNTRY PERFORMANCE 

Progress Towards Country Goals 

1. FAA § 208; §.251(b). 

A. Describe extent to which 

Country is: 


(1) Making appropriateefforts 
to increase food production
and improve means for food 
storage and distribution. 

(2) Creating a favorable climate 
for foreign and domestic private
enterprise and investment, 

(1) The Government of Honduras hasplaced a strong emphasis on increasing
food production and providing enlarged 
facilities for its storage and 
distribution. A comprehensive analysis
of the agricultural sector wasinitiated at the beginning of thisCY. All the international agencies 
involved in llondur-an economic deve lop
ment are contributing thirough varioIs 
programs to the goals of increased 
food production and improved fooddistribution. 

(2) 'Honduras is striving to create as

favorable a climate as 
 possible for 
foreign and domestic private enterprise
and investment. The GO has just
recently organized an export promotion
department in the Ministry of Economy.This department provides assistance todomestic firms entering international 
markets and foreign companies wishing 
to invest in Honduras. The AID
Specific Risk Investment Guarantee 
Program is fully operative here. 
Firms can obtain loans from several 
sources including the Government-owned
 
National Development Bank and the
 
Central American Bank for Economic
 
Integration.
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(3) Increasing the public's (3) Honduras is activily encouraging the
role in the developmental participation of its citizens in the process. development process. The export promotion
department., previously mentionedis working
to involve private businessmen in developing 
an enlarged industrial base. The GOH is 
working with AID in several grant and Io,in

(4) (a) AZZoating availabZe programs, designed to strengthen privat'e

budgetary resources to institutions, including coops. 
development.
 

(4-a) Hlonduras has been allocating slightly 
over 2'% of its budget in the recent last
 
Tor investment purpcses. 

(b) Drvertina .uch
2?':sources for ",nnfr<.!!,.,aYjri1itaryu fxpndz.re (See 
 (4-b) Military spending increased somewhat 

also It.z? No. 16 ant because of the 1969 hostilitics with 1lSalvador. Thisifterotin in affars disproportioiate increase does not appeuir to beto Honduran defense needs.
of other free andindependent nations.) ma terial taine1d benbenueTheThol~~i loI an~~a-hasL 11sed oill for
indeedent atio.) 

ay. 
defense purposes and not 
to intervene in the
(See aloo .tetn N¢o. 14.) affairs of other free and independent nations. 

(5) Wi.ZZing to contribute funds (5) The BNF is provi 1 ing a substantial 
to the project or progran. contribution to his project. For more 

information see Section II 
D of the Capital
Assistance Paper.
 

(6) .akiv econoCm'ic, social, (6) At the present time the Honduran Congress

acd poZitlcaZ refoius such as is studying ways to improve tax collection
 
t=.~ collection improvements procedures. A law allowing a pilot cadasteeand, chans in land tenure to be made has just been passed. The
n2'?'carJ&ents, and vmaking cadaster will assist in making changes inprocl'c;':- tcmvard resp:ect for land titling procedures. Honduras does not

t;:C 2.aZe of law-, freedom of restrict freedom-of expression and of the

tcxp',C:sion and of the press, press an,1 recognizes the importance of

(M, Mr ogjiizinz 
 the importance individual freedom, initiative,and private
of imzdTividal freedan, enterprise.
 

nitiativc, mNd private
 
enterprise.
 

http:fxpndz.re
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(7) Adhering to. the. principles
of.the.Act of Bogota and

Charter of Punta del Este. 


(8) Attempting to repatriate 
capital invested in other 
countries bY its 	 own citizens. 

(9) Otherwise responding to

the vital economic, political, 
and social concerns of its 
people, and demonstrating a 
clear determination to take 
effective self-help measures, 

B. Are above factors taken into 
account in the furnishing of the 
subject assi tance? 

Treatment of U.S. Citizens
 

2. 	 FAA § 620(c). If assistance is 
to government, is the 	government 
liable as debtor or unconditional 
guarantoron any debt to a U.S. 
citizen for goods or services 
furnished or ordered where (a)
such citizen has exhausted 
available legal remedies and (b) 
debt is not 	denied or contested 
by such government?
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(7) Honduras has been adhering tothe principles of the Act ofBogota and the Charter of Punta 

del Este.
 

(8) By following a course of
 
political stability and attempting
to 	promote economic development.

Hbnduras is'taking an effective
 
step to induce its 
own citizens
 

to repatriate capital.
 

(9) In June 1971, a new governmet 
was inaugurated following elections
 
in March. 
 The elections took
 
place in accordance with the
 
constitution and enabled the
 
Honduran people to participate 
directly in the country's
 
political process.
 

B. All of 
the above factors were
 
taken into account. 

2. AID knows of no such 
indebtedness to any U.S. 
citizen. 
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3. FAA § 620(e)(1). If assistance 3. There is no evidence of any such 
is to a government, has it 	 action. 
(including government agencies 
or subdivisions) taken 7'!? 
action which has the efj .-t of 
nationalizing, expropriating, 
or otherwise seizing ownership 
or co-itrol of property of U.S. 
citizens or entities beneficially 
owned by them without taking 
steps to discharge its obligations 
toward such citizens or entities? 

4. 	 FAA § 620(o), Fisher-nen's 4. Honduras has not seized or 
any, U.S.Protective Act. § 5. If country imposed any such sanction on 

has seized, or imposed any penalty fishing vessels on account of their 

or sanction against, any U.S. activities in international waters 

fishing vessel on account of its during recent years.
 

fishing activities in international
 
waters,
 

a. has any deduction required by 

Fishermen's Protective Act been
 
made?
 

b. has complete denial of 
assistance been considered by
 

A.I. D. Administrator? 
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Relations with U.S. Government and
 
Other Nations 

5. 	 FAA § 620(d). If assistance is 
for any productive enterprise 
which will compete in the United 
States with Untted States enter
prise, is there an agreement by 
the recipient countryj to prevent 
export to thc United States of 
n'ore than 20Z of the enterprise's
annual production during the life 
of the low? 

6. 	 FAA § 620(-). Has the countr 
permitted, or failed to takeadequate meoxur1s to prevent,
tae dnage s destruction,by 

mob action, of U.S. property? 


7. 

asFAA§ 620(l). if the country

has failed to institute the 

investment guarant/ progrorff
 
for 	the spcw fc risks of
 
eXpropriatin,
, in convert-

ibiiit or confiscation, has
ti1te A.1.D. a( ,iinistrationwithin 
the 	past year comsidered denying 
assistance to such government
 
for 	this reason? 

8. FAA § 6 20(q). Is the governent 
of the recipient country in
 
default on interest or principal
 
of any A.I.D. loan to the
 
country?
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5. This loan is not for a
 
productive enterprise.
 

. During per Is o F tension and
 
public commotion caused 
 by 	Factor.,
 

such as the Cducati onal reform
 
program being carried out by Lhe 
GOII with All) loan as.iistance 
the Government Ia i I CL 1 o tL hc 
adequate measures to prex'Leit 
damage to the U.S. Chancery, USI:
instal lat ions, and U.S. N1i I itaryAdvisory Group offices'. Honduran 
officials have subsequently assuredthe Mission of adequate protection 

from any future disturbances.
 
The Chancery has been given a 24
 
hour guard. The GOH has to date
 
shown willingness to compensate the
USG for all damages sustained.
 

7. Ilonduras has inititd the
 

OPC Investment Guaranty Program.
 

8. Honduras is not in default
 
on any such loan.
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9. FAA § 620(t). ilas the country 9. od has mai tained 
severed dip r matic relationo 9. lldas has ithined 
with the United States? If o, diplmati relations with the 
have they bee, resumed and U.S. 
have new bilateralassistance 
agreements been nigotiated and 
entered into since such
 
reszwnption? 

10. 	 FAA § 620(u). What is the 10. Honduras is not in arrears 
payment status of the countryts to the extent described in 
,I N. obligations? lf the Article 19 of the U N Charter. 
country is in ,_,reare, were such
 
arrearagesta:w, into account by
 
the A.I.D. Acninistrator in
 
deterviining the current A.I.D.
 
Operational Year Budget?
 

11. 	 FAA § 620(a). Does recipient 

country furnish assistance to 11. Honduras neither furnishes 

Cuba or fail to take appro- assistance to Cuba nor permits 
priate steps to prevent; ships ships or aircraft under its 
or aircraft under its flag flag to carry cargo to or from 
from carrying cargoes to or Cuba. 
from Cuba? 

12. 	 FAA § 620(b). If assistance 12. The Secretary of State has 
is to a govervnent, has the determined that Honduras is not 
Secretaria of State determined controlled by the international 
that it is not controlled by Communist movement.
 
the internationalCommunist
 
movement?
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13. 	 FAA § 620f). Is recipient country 
a Conmnist country? 

14. 	 FAA § 620(i). Is recipient country 
in any wcaj involved in (a) subver-
sion of, or militaryl aggression 
againoWt, tho ;vitod States or any
couttpiY v' c.ivin U.S. assistance, 
or (b) thC t1,00wing of such 
suver.-.ion o, aggres. ion? 

15. 	 FAA § 620(n). Does recipient 
country furnish goods to North 
Viet-lion or permit ships or 
aircraft under its flag to 
carry oargoes to or from North 
Viet-Nam? 

Mi li tary.Expendi tures 

16. 	 FAA § 60(.). WThat percentage of 
country budget is for military 
expenditures? How much of for2eign
exchange resources spent on 
military equipnent? How much 
spent for the purchase of sophis-
ticated weapons systems? (Consid-
eration of these points ia to be 
coordinated with the Bureau for 

Program and Policy Coordination 
Regional Coordinators and Military 
Assistance Staff (PPC/RC).) 

ANNI:X Ti1 
l1ar1e '( ol' I.* 

13. Honduras is not a 
communist country.
 

14. AID has 
no evidence of 
any subversion or aggression 
or of plans for any such action 
against any country. 

15. AID has no evidence of 
Honduran involvement in 
such maters.
 

lb. According to official
released 1igures , 10.26 of the 
6011 budget is allocated to 
military spending during 1972. 
The Mission believes the major
portion of this fund is 
used
 
for standard arms and
 
ammunition, personnel costs,

maintenance, etc. 
 There is no
 
reason to believe the GOH has 
any 	sophisticated weapons
 
systems. 
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CONDITIONS OF THE LOAN 

General Soundness 
17. The proposed loan is legal under 

1?. 	 FAA § 201(d). .Tnfoxnation and Honduran and U.S. law and the proposed 
conclusion on reasonableness terms are reasonable for Honduras. 
and !egality (under laws of 
country and the United States) 
of lending and relending teyms 
of the Zoan. 

18. The activity has been found
 

:9. 	 FAA § 251(b)(2); § 251(c). economically and technically sound.
 
r?:f02~nation and conc!lusion on The Borrowcr has submitted a loan
 
atiVity'5 econlomicW ,d application to AID dated May 8, 1972
 
technical soundnesw. If' loan which contains assurances that the
 

made 	pursuant ) g usedmnot -( funds wi I I be in a sound manner. 
,n ti Lateral plan, and the 
amount of the loan exce-ds 
$100, 	000, has count,-j :ul)mitted 
to A.I.D. an application for 
such 	funds together with 
assurances to indicate that 
funds will be used in an econom
ica'lZ and technically sound 

19. It appears reasonably certain 
19. 	 FAA § 251(b). Information and that the BNF (Borrower) will be 

conclusion on capacity of the able to repay the loan.
 
country to repay the loan,
 
including reasonableness of
 
repayment prospects.
 

20. 	 FAA § 611(a)(1). Prior to 20. The necessary plans have been 
sign,ng of loan will there be completed and a reasonably firm
 
(a) engineering, financial, estimate of the cost to the U.S. of 
and other plans necessarl to the activity to be financed has been 
carry out the assistance and obtained. 
(b) a reasonably firn estimate 
of the cost to the United States
 
of the assistance?
 



_________ 
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21. 	 FA1 § 6 11(a)(2). Iffurther 

Zegislative acticn is 
 required
w.ithin P,cOf:r,,1; ounttP, what 
is: basi,. forv r,,nable ea,0
tation tult slwh (lotion will he
(!otf)lt'tdin '"iW 	 to pOni't

orderlyV aocompi.:lhmnt of 
playpo.se's of loan? 

22. 	 FAA § 611(e). If loan is for

Capital Assistance, and all 

U.S. assistance to project now 
exceeds $1 mi 7lion, has Mission 
Direotor certified the country's
capaility effectively tomaintain and u t' iize 	the project? 

23. 	 FAA § 251(b). Info2rnation and
conclusion on availability of 
financing from other free-world 
sources, incZuding private 
sources within the United States. 

Loan's Relationship to Achievement 
of Countryand Regional Goals24. 	 .F.AA 20?.;§ 2 5(a). Extent to 

which assistance rcflects appro-
priate ephasis on: (a) encour-
aging development of democratic,
economic, politicaZ, and social
institutiorn.; (b) self-help in
meeting the country's food needs;
(c) improving availability of 
trained manpower in the country; 
(d)programs designed to meet 
the country's health needs, c". 

ANNEX III 
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21. 
 Since the GOH will guarantee

the 	 loan, ratification by theHonduran Congress wi l l be necessary
pr i or to ini t 	iation of disbursements. AID loans made to theGovernment and 	 its agencies inthe 	 past have been rat iI i ed on a
timely bas s 

22. The Mi ssion Di rectort has
signed the certification 
 included 
in Annex 
I of this CAP.
 

23. Financing for 	this project isapparently not available 
from other

free-w,orld sources, including
private sources within the United 
States. 

2.Ti oni eindt 
24. This loan is 
designed to
improve the Natiqnal Development
Bank's grain marketinq nrogram whichwill in turn improve agricultural
production and distribution. 
 Itwill not 
have a direct effect 
on
improving availability of trained
 
manpower in the country or 
meeting
the 	country's health needs other
 
than in nutrition. 
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24. 	 (e) other important areas of 
economic, political, and social 
development, including industry; 
free labor unions, cooperatives, 
and Voluntanr Agencies; trans
portation and commrunication; 
planning and pulilic adninistration; 
urban development, a-d 
??Idernization of existing lows. 

25. 	 FAA § 209. Is projcc4 susceptible 

of execution as part of regional 

project? If so wky is project not 

so executed? 

26. 	 FAA § 251(b)(3). Informntion and 

conclusion on activity's relation-

sh-'p to, and consistency with, 

other development activities, and 

its contribution to realizable 

Zong-range objectives, 

27. 	 FAA § 251(b)(7). Infornation and 
conclusion on whether or not the 
activity to be financed will 
contribute to the achievement of 
self-sustaining growth. 

28. 	 FAA § 281(a). Describe extent to 
which the loan will contribute to 
the objective of assuring maximum 
participation in the task of 
econowic development oi the part 
of the people of the country, 

through the encouragemnent of 
democratic, private, and local 

governmental institutions. 

ANNI,:X li 
P1.ae 	 10 ol' 1. 

25. This project is not suitable
 
for execution as part of a regional
 
project. See Annex V of the CAP
 
(classified).
 

26. This project is consistent with 
the host countr,'s 

development plan and the AID program 
in agriculture and its execution is 
essential to the realization of 
long-range development objectives. 

27. This project will contribute to 
the achievement of self-sustaining 
growth of the National Development 
Bank (BNF) since it emphasizes 
improvement in administrative 
practices and the financial position
of the Bank.
 

28. By developing a national basic 
grain pricing policy and having the
 
resources necessary to back it up

the BNF will be in a position to
 
help small farmers gain a greater
 
share of participation in economic
 
development.
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29. 	 FAA § 281(b). Describe extent 29. The loan recognizes the needto which progrcn recognizes of small farmers as well as low
the particularneeds, desires, income consumers to be assured ofand capacities of the people of stable basic grain prices... The.BNFthe country; utilizes the is using its 
own 	staff to develop
cozotry's intellectual resources a pricing policy which will produce
to encourage instit-utional devel- a stable situation. 

opment; md supports civic 
education and training in skills
 
required for effective partic
ipation in govermental anod
 
political processes essential to
 
"e Zf-governyment.
 

30. 	 FAA § 601(a). infobiation and 30. This project will increase

conclusions whether loan will the flow of international trade encourage effort-,s of the country by giving small farmers anto: (a) increase the flow of incentive through stable pricesinternational trade; (b) foster to produce for market ratherprivate initiative and competition; than just personalfor consumption.(c) encourazc dLcelopment and use Cooperatives, credit unions, etc.of coopcrative , credit unions, will receive indirect encourage
and savings and loan associations; ment from this project because(d) dioo:ze monopolistic more farmers wi 11 be able andpractices; (c-) improve t, 2hnical willing to engage in such
efficiency o f indu,, try, ugricuture,activities.
 
ani ecwtverce cnd (f) strengthen
 
free labor zozions.
 

31. 	 FAA § 619. If aesistance is for 31. Honduras is not a newlynewly independeni country; is it independent country.
furnished through multilateral
 
organizations or plans to the
 
maxinan extent appropriate?
 

32. 	FAA § 251(h). Information and 32. It has been determinedconclusion on whether the activity 
 that this activity is consistentis consistent with the findings 
 with the findings and recommenda
and recommendations of the Inter-
 tions of the Inter AmericanAmerican Comittee for the Alliance Committee for the Alliance forfor Progress in its annual review 
 Progress. (See page 33 ofof national development activities, the CAP).
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33. 	 FAA § 251(g). Information and 33. This loan will allow small 
conclusion on use of loan to farmers to engage in more 
assist in promoting the cooperative activities by increasing
cooperative movement in the income they can use for such 
Latin America. activities. 

34. 	 FAA § 209; § 251(b)(8). 
Information and conclusion 34. This project onill have a 
whether assistance will secondary effect on regional develop
encourage regional doveZopment ment by strengthening Honduras' 
programs, and contribute to position in the internationa 1 grains 
the econonic and political market thus giving them a stronger 
integration of Lat'n .,,erica. bargaining position in CAILM 

negotiations.
 

Loan's Effect on U.S. and A.I.D. 
Prora l 

i5. FAA § 251(b)(4); § 102. Information 35. This project will have no 
and conclsion on possible effects foreseeable adverse effects on 
of loan on U.S. economy, with special the U.S. economy. 
reference to areas of' substantial 
labor surpZus;, and extent to which 
U.S. 	con-vodities and assistance are
 
furn.shed in a manner consistent
 
with imp',oinj the U.S. balance of
 
payments position.
 

36. 	 FAA § 601(b). Information and 36. U.S. private trade will be
conclusion on how the loan will 
 encouraged indirectly through the
 
encourage U.S. private trade and increased ability of farmers to
 
investnent abroad and how it will purchase U.S. manufactured products.
 
encourage private U.S. participation 
in foreign assistance programs
 
(including use of private trade
 
channels and the services of U.S.
 
private enterprise).
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37. 	 FAA § 601(d). If a capital

project, are eni neering and 
 37. Services of U.S. consultantsprofessi.-al services of U.S. will be used to the maximum extent.
firms and their affiliates used
 
to the mr irtnm extent consistent
 
with the national interest?
 

38. 	 FAA § 602. Inforrnation and 38. No funt's under this loan arc toconclusion whether U.S. small be 	 forallocated commodities normallybusiness will participate produced by U.S. small business. 
equitably in the furnishing of
 
goods an sert)ices financed by
 
the loan.
 

39. 	 FAA § 620(h). Will the loan 39. loan notThis will promote orpromote or assist the foreign assist foreign aid projects of
aid projects or activities of Communist-Bloc countries.
 
the Coa':ist-Rloc countries?
 

40. 	 FAA § 621. if Technical 40. Technical ass-istance to beAssistance is financed by the financed under the loan will beloan, ir waation and conclusion furnished to fullestthe extentwhether such cssictance will be practicable by private organi zations.furnished to the fullest extent Because the facilities and personnelpractica--Ze as goods and profes- of the U.S. Department of Agriculture
sional a&;. other services from are particularly suitable for providingprivate enterprise on a contract some of the technical assistance and 
basil, If the facilities of other training to be funded under this loan,Fedp;ra agencies will be utilized, some use of these facilities is
infornatin and conclusion on contemplated but A.I.D. understandswhether ;,ey are particularly that they can be made avai-lable withoutsuitable, are not competitive with undue interference with domesticprivate enterprise, and can be programs.
made available without undue
 
interference with domestic programs.
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.=4- § 252(a). Total amount of 41. The entire amount of the.loan will ... r.er loan "whichis going made tobe available an intermediate 
C .. rri--v:e enterprise, credit institution for inventory

I ;-,5 ...... ats credit Financ ing gra inof produced wi thin 
i is :2hcr borrowers ilondu ras by the private sector, as wellor 

or zusc i'!. riva>. enterprise, is -s to finance related tra inini, amidni ured to f rznce i.vTorts from technical assistance orI 'l l'soniiil. 
private sources, or is otherwise
 
Je-,.esed to procurements
pince

fromi rr€ vats soiz,,:es. 

:3'3 C07Z,ia?:ccO with Speceific 

-901(d). i.terest rate7 42. Yes .- ,,at least 2 per jnuwan
 
."r c per:::d md at least
 
, annw,: thereafter?
 

60(a)..SCOS I-foymation onti on43.to be82Iknfo iz A requirement to this effect willt. be men rto be in the Loan 

. (.OV,17' :P707t eXCeSS PC-rOonal
 

in lieu of the
 
uron,,ent of now items.
 

uilize included Agreement. 

FAA § 604(a). Will all comwnodity 44. Any possible commodity procurement

z:' 'n. revien. fincaced under the under the loan will be restricted to
lZoa be fro'; the United States countries included in AID Geographic

exoetpr as otherwise deternined by Code 941
 
the President?
 

FAA § 604(b). h.at provision is 4S. No bulk commodity procurement is 
maae to prevent financing conmmnodity contemplated under this loan 
procurement in b.lk at prices higher
than adjusted U.S. market price?
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46. 	 FAA § 604(d). If the cooperating 46. The Loan Agreement will 
country discriminates against U.S. provide for compliance with 
marine insurance companies, inl loan this provision. 
agreement require that mar-ine 
insurance be placed in the United 
States on commodities financed by 
the loan? 

47. 	 FAA § 604(e). If offshore procure- 47. No such procurement is 
ment of agriculturalcommodity or 
product is to be financed, is there contemplated. 
provision against such procurement 
when the domestic price of such 
commodity is less than parity? 

48. FAA § 611(b); App. § 101. If loan 
finznces water or water-related 
land resource construction project 

48. This project is not a water 
or watcr-re1atd 1land rsources 

or progcVwI, is there a benefit-cost 
computation made, insofar as 

construction project. 

practicablec, -;n accordance with theprocedures -et forth in the Memorandum 
of the Prestdent dated May 15, 1962? 

49. 	 FAA § 611(c). f contracts for 
construction are to be financed, 49. No construction is 
what provision will be made that contemplated under the loan. 
they be let on a competitive basis 
to maximum extent practicable? 

50. FAA § 620(g). What provision is 50. The Loan Agreement will 
tere agatnst use of subject 

assistance to con ensate owners 
for expropriated or nationalized 

provide for specific use of the 
loan funds and thereby preclude 
allocation of the funds for 

property? such purposes. 
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51. 	 FAA § 612(b); § 636(h). Describe 51. No U.S. owned foreign
steps taken to assure that, 	 useto the currency is available formaximum extent possible, the country in the 	 loan. Honduras is
is contributing local currencies to contributing local currency to
meet 	the cost of contractual and the project. See Section II Dother services, and foreign currencies of the CAP. 
owned by the United States are utilized 
to meet the cost of contractual and 
other services.
 

52. 	 App. j104. Will any loan funds be 52. Loan funds will not be used

used 	to pay pension., etc., for for 	this purpose.

military personnel;

53. 	 App. § 106. If loan is for capital

project, is there provision for 53. loan will
The agreementA.I.D. approval of all contractors require AID approval of any
and contract terms? firm providing services for the
 

project as well as the terns 
of any contracts under which 

54. 	 App. § 108. Will any loan funds such services are Provided. 
be used to pay U.N. assessments? 54. No loan funds will be 

used to pay U.N. assessments.
 

55. 	 App p0. Compliance with 55. This provision will be
regulation on employment of U.S. complied with.
 
and local personnel for funds
 
obligated after April 30, 1964
 

. DI hA.R : c, i l a t i on , 7 ) . 

56. 	 FAA § 636(i). Will any loan funds 56. No loan funds will be used
be used to finance purchase, long- for 	this purpose.

teri 	lease, or exchange of motor 
vehicle manufactured outside the
 
United States, or any guaranty of
 
such a transaction?
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5?. App. § 401. Will any loan funds 57. 
 No loan funds will be
be used for publicity or used for propoganda purposes.


propaganda purposes with the
 
United States not authorized by

the Congress?
 

58. FAA § 620(k). If construction
 
of proctve enterprise, will 
 58. This project will not
aggregate value of assistance 
 involve construction of 
a
to be furnished by the United productive enterprise.

States exceed $100 million?
 

59. FAA § 612(d). Does the United

States own excess foreign currency 59. The United States does not
and, if so, what arrangements have own excess foreign currency
been made for its release? suitable or available for
 

utilization 
in this project.
 

60. MMA § 901.b. Compliance with
requirement that at least 50 
 60. The Loan Agreement will
per centum of the gross tonnage 
 provide for compliance with
of' comodities (coiputed separately this provision.
for dry bulk carriers, dry cargo
liners, and tankers) financed with 
funds made available under this
 
loan shall be transported on
 
privately owned U.S.-flag
conpercial vessels to the extent 61. The GOH has taken adequate steps
that such vessels are available 
 to control illegal narcotics traffic.
at fair and reasonable rates. A special Narcotics Investigation 

ol. WAA 68i. Has the goverunent Branch was established within theof Police (CE) ill 1970. londuras is notrecipient. country t'ail,-d to take at this tine a channel for international.adequa, steps to pre'ent narcotic traffic in heroin or cocain, and mostdrui-Ls and other controlled substances cases have been in Ihe area of' the(as defined by tie Comprehensive Drug internal use, sale or growing ofAbuse Prevention n'nd Control Act of marijuana or ,ne use or' sale of'1970) produced or processed, in whole 
 amphetamines or barbituates.
or in part, in such country, or trans-
The
 

Honduran Police have cooperated with
ported through such. o untry from being BODD on twg recent occasions involving
sold illegally within the jurisdiction 
 suspected trafficking. Draft legislaof such country to.'U.S. Government 
 tion was introduced in the Honduran
perkonnel or theil, dependents, or from 
 Congress to provide criminal penalties
entering the U.S. unlawfully? 
 for drug abuses not covered by the
 
existing code.
 




