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Summary Description

(See FY 69 P.id. Part II A.2 Agric. Sector)

The National uvcvelopment Bank (BNF) of llonduras has made
significant progress in recent years in increasing its agricul-
ture production credit to the small and medium-size faruers of
lionduras., A scries of loans from the Interamerican Uovelopment
Bank (IDB) alony with continually increasing financial inputs
by the GOI: has periiditted this developnent., liowever, most of
the BNF credit is beinyg provided to farmers with inadequate
farw planning and little or no technical supervision. As a
result, too little agricultural and livestock development is
occurring and increased production from the BNF credit is not
taking place in- the maguitude expected. While technical kncw-
ledge togetiier with iuproved seed for food crops are availgble
in Honduras and could more than double production, there is
cvidence thut BENF clients are obtaining only a 15 to 25% in-
crease in production of food crops.

It is generally recoguized that ilonduras has a well-
manayged agriculture extension service in the dinistry of :iatu-
ral Hesources' semi-autonomous institution, lDesarrural. iow-
ever, it is obvivus that up to the present time an efficicat
working rclationship between the BNF and besarrural has not
been developed, It is agreed that a close working rclatiouship
can and wust be developed in which besarrural will provide SNF
loan supervisors and their clients with the necessary technical
informution to permit maximum production from BNF credit.

The BNF has not been able to service the very small faruer,
often referrcd to as "subsistence farmers', which include 70%
or uworc of the farmers in Honduras. There is general agreencnt
that this sector of the farm population offers great potential
for increasing production of food crops as well as an important
consummer market for industrial goods. It is gemrally agrecd
that Production Credit must be provided to the small farwmer
sectoxr through well-managed agricultural cooperatives. (See
PROP Project HNo. 522'11'990-074'2)'k/

An AID agricultural loan has been requested by the Govern-
ment of llonduras to be used as follows:

For construction of approximately 25,000-
ton central grain storage capacity (to be
administercd by BNF) $ 3.0 million

For production credit - agriculturc and
livestock producers (to be administered

by BNF) UNCLASSIFILD 4.5 willion
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For agro-industries (to be administercd

by BNF)

For production credit to sumall farmers
through agricultural cooperatives (to
be administercd by Federation of Save-
ings and Loan Coopcrutives of lionduras

(FACACH)

0.5 million

1.5 million

Total vy 9.5 million

Specific goals of UsAID/lionduras program include:

1.

4.

Rapid incve sc in tue production of livestock and foou

grains ti-uugh tne incrcased use of inputs including

improved (recding animals, improved seca, insecticides

and fertilarers--with Alv technical assistance and
production credit.

Lstablishiment of a well-managed grain storage progruan
togetaer with a realistic price stabilization proyraw
for food crops coordinated witn tie Central American

Common qarket Grains Protocol--witii tecnnical assist-
ance frou Alu loan anu GOl

To cupnasize aud concentrate on a weaningful crop Jdi-
versification program wnpicihh uc-auipnasizes cofiee pro-
duction and cncourapes production of food grains und
new crops for export--with Alwv and multilateral teca-
nical ussistuancc.

To assurc adequate prouuction creuit for a broau
scepment of tie farwer population of honduras, includ-
ing tne small (subsistence) farmer, tiarough ayricul-
tural cooperatives--with AIo tecindcal assistance.
(Sec PKOP Project No. 522-11-990-074.2).

To assurc greater cfficicucy and better manogcuent of

the BNEF program of agricultural credit and agricultural

developnient projects generally--witi AID techmnical as-
sistance.

In order to achieve these goals AID technical assistance
and credit will be provided. Technical assistance and train-
ing will be the primary concern of this project and will con-
sist of the following activities:

UNCLASSIFIED
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1. Short courses and in-service training for technicians
of iesarrural and the BNF on farm planning.

2. Tecihnical guidance to the BNF on livestock and agri-
culture development projects.

3. Technical assistance and guidance to Lesarrural and
the BNF in the development of a close working relation-
ship betwcen the twou institutions.

4. Short courses and in-service training to BNT teclni-
cians and agriculture coopcrative tecimicians and
managers on use of production credit throug:: agricul-
ture cooperatives.

5. Technical guidance and assistaunce on operation of a
sound grain storage program, togetiier with a meaning-
ful price stabilizacion propram for food grains.

6. Short courses for Jesarrural teciinicians on pasture
and forapge improvenment and utilization of agriculturc
by-products for fecding livestock.

7. Participant training abroad for technicians of wvesa-
rrural and tne LNF with emphasis on degrec troining.

8. A significunt increcase in the besarrural budget to
periiit employument of 25 additional extension techni-
cians to be officed and serviced by the BNF at its
facilitices located at 23 differeut sites throughout
lionduras.

The gencral approach and plan of action will involve a
coordinuated effort on the part of USAID (technical and capital
assistancce), IDE (technical and capital assistance), biF (tech-
nical, aduinistrative and capital inputs), besarrural of the
Mdinistry of Nhatural lesources (agriculture extension, agronoaic
rescarcn, improved seeu), UNUP Special Funu Project "Crop deve-
lopment thvrough Applied Research and bemonstration" (technical
assistance and training), and the Agriculture Cooperative Pro-
gran (technical assistance on cooperatives organization and
management, together with training). In addition to truaining
benefits both in-service and training of lionduran technicians
abroad, the provision of technical and advisory services con-
templated by the apencies and institutions cited above will
bring about a significant improvement in the management ana
operation of the BNF, isesarrural aud the agricultural coopera-
tives.

UNCLASSIFILY
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Setting
(See FY 69 P.i. Part II A.2 Agric. Scctor)

The National wcvelopuent bank (BNF) is the principal agri-
culture lending institution in lionduras. After morc than 15
years of experience, tiids institution has becowe a major con-
tributing factor in agricultural development and increcased
agriculture prouuction.

tlore than 50% of its total resources is being lent to
about 12% of the total farwers in llonduras for agricultural and
livestock production. In 1967 BNF clients included about 10,500
small farmers producing livestock and fecod gruins. Funds for
lending to small farmers were made available from an IuB loan,
along with GOh resources. The following table shows relative
size of loans made by the BNF in 1967:

Size of Louns

(in Lempiras)® wo. of Loans % Value/Lempiras® %
0 - 200 194 1.9 31,788 0.1
201 - 500 3,704 36.1 1,462,021 4.7
501 - 1,000 3,001 25,8 2,375,254 7.7
1,001 - 2.500 1,863 17.9  3.147.392  10.2
2,501 - 5,000 869 8.3 35,217,949 10.4
5,001 - 10,000 377 3.0 2,807,012 9.1
10,001 - 20,000 164 1.6 2.542.710 8.2
20,001 - 50,000 127 1.2 4,145,301 15.4
50,001 - 100,000 43 0.4 3.078.311  10.0
100,001 - 250,000 21 0.2  3.196.800  10.3
250,001 - 500,000 7 - 2,551,294 6.3
500,001 - 750,000 2 - 1,322,207 4.3
1,000,C00 - over 1 - 1,000,000 3.3

10,433 100.0 30,878,705 100.0

* 2 lempiras = $1.00 U.S.

Unfortunately, almost 100,000 potentially credit-worthy
small and subsistence farmers in lionduras are still without a
means of production credit. Of the wmore than 10,500 small
farmers receiving BNF credit in 1967, very few or nonc received
adequatc techinical supervision in the usc of credit. This re-
sulted in a less than desirable return from increascu productioun.
The BNF organization, manageucent and operations have been suc-
cessful in rcaching credit-worthy saall farwer clients with an

UNCLASSIETLY
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ever-incrcasing amount of credit, but has so far been unable
to orient crcdit to mecaningful farm pluns, along with the ne-
cessary technical supervision. This unfavorable situation cuan
and will be improved with the proposed technical guidance and
training assistance to be provided by AID along with IDB tech-
nical assistance,

The BNF has 23 fielud offices well distributed throughout
llonduras and locatcd in the principal agriculture producing
areuas. At the cnd of 1967, 52 agricultural technicians werc
employed by the credit department of tie bank to serve as agri-
culture credit appraisers (loan supervisors). These technicians
werc attempting to provide supervision on an average of more
than 250 loans each. This voluse of loans per technician auto-
matically ruled out adequate technical supervision for individual
small farumer clients.

pesarrural is a well-organized and efficiently operuted
agriculture extension organization, scmi~autonosous and depen-
dent upon the iinistry of Natural lesources. This institution
has 33 fielu offices well distributed throughout the principal
agriculture producing arcas of the country. In addition to
agriculture extension activities, it manages and operates two
modern sced-processing plants (one in San Pedro Sula and one
in Tegucigalpu) and conducts a secd-improvement progran wiich
provides iuwprovea corn, bean, sorghunt and rice sced for the
processing plants. It is also carrying out applicd research
on the fcur basic foou grain crops of corn, bLeans, sorghua and
rice, and to a lesser extent on fruits and vegpctables., In addi-
tion, besarrural owns, mages and opegsates a 4,000~acre live-
stoch center at Comayagua, where it produces pure ana cross-brecd
brecding aninals (principally beef and dairy cattle) for salc to
livestock farmers tiuroupliout itonuuras. This center also serves
as a source of breceainpg stocl for the BNF's livestock borrowers.

Uesarrural maintuins a close working rclationship with the
BNF in many aspects, but this rclationship has not beeu effec-
tive in providing cither the BNIF agricultural credit appraisers
or the DBNF small farmer clients with adequate techinical guid-
ance that is ncedecd. An improvewment in this situation can and
will be effectcu with AIL technical assistance and training.

The agricultural cooperative movenent in tionduras is deve-
loping and growing rapidly. If the agricultural cooperative
novement is to continuc te prow and flourisi, it must have the
close support and attention of the public sector in tie foruw

UNCLASSITFILY
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of a production credit source and agricultural extcunsion ser-
vices. USAIU technical assistance to Lo providea will help to
assure agricultural cooperatives of tiie necessaty agriculturul
extension and production credit needs. Sec¢ PROP Project No.
522-11-990-074.2).

BNF operations include a number of activitics which in the
past have served an important purposc, but at present and in
the future should not be a part of the Bank's operations.
These consist of various industries, including a milk-processing
plant; the functions of a coffcc ygrowers' association; grain
storage and marketing, topether with a price stabilization pro-
gram; an extensive networl of agricultural reiail stores; and
industrial promotion activitics. Technical assistance provided
by AID through grant funds together with loan funds wiil lelp
to assure tha* the BiI divest itsclf of many of thesc non-banking
operations and that these essential functious, where applicable,
become¢ private enterprisces or if necessary semi-autononous in-
stitutions creatcu to carry out su i functions.

The dission sces no unajor cconowic, sociul, legislative
or administrative owstacles to be overcousle in achieving pruject
goals.

Stratepy

Broadly spcecuaking, project objectives for this project con-
sist of traininy, institutional improvement and iucrecasing pro-
duction of livestock and food crops through prowuction credit
with tecinical supcrvision. The proposeu approucs 1s a1 exten-
sion of and is cousistent with over-all d.5. assistance strategy
for lionduras. It supports and complewments Central American
Coumnon arket (CACH) goals and objectives planncd for tihce re-
gion. The project contri uvtes in a direct manner to the follow-
ing U.S. goals: (1) increasing livestock and food grain produc-
tion, and therefore increasing incoues for small and subsistence
farmers; (2) it will wale a sipnificunt impact on crop diversi-
fication by iuncrcuasing acreages of food crops and new export
crops, by taking land out of coffee production; (3) providing
credit for howme inprovement in rural arcas; (4) improving social,
economic and tecchnical institutions; and (5) benefitting U.S.
commercial intercst by +the creation of new and increasing mar-
kets for U.S. industrial goods, including machinery, insecticides
and fertilizers. At tiie samce time, wore and new agricultural
exports will find a growinp demand in U.S. markets.

UNCLASS1EFIED
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This project will be tjed to anu closely associatea with
an AID agriculturce loan of “.omillion dollars to the GO, (Sce
Summary description, p. 2). The loan is cxpected to be approveu
by carly July 1968 and the first loan disbursement made by Sep-
teaber 1968. Loan funds will be drawn down by the end of be-
cember 1970. Two resident advisors will ba provided vy USAID
contract and will be oi. board on or before 1 September, 1968.
Three resident advisors will be contracted by the LNI with ID3
loan funds and will be ou board by 1 September, 1908. Two U.S.
resident advisors will be contructed by the BRF with AID loan
funds and will arrive by 1 January, 1969. Short-tera countract
consultants will be uscd throughout the course of this project
for specific services, including short courses for local emplo-
yces of the BNF, besarrural and agricultural cooperuatives.

In the opiniou of the :lission, local institutions, includ-
ing the BNF, utesarrural and FACACHY, will provide adequate sources
of support, lcadership and stimulus to assure the success of
the project on a continuing basis. At the same time, taere dJdo
not appear to be elcuents of potential opposition or disinterest
in the acnievenent of project objectives.

Cross-relationships of institutions ane scctors appear to
be especially appealing in tiis project. They includc:

1. The BNF - bceing assisted by Ibb ane Al with both
capital and technical assistance.

2. Desarrural (agriculture extension mi rescarch) -
being assisted by USATu and FAO and provieing technicual
agriculture supervision to the BNF.

3. The Livestocl cepartuent of the cfinistry of MNatural
Resources - provides assistance in livestoclh discase
control and slaugiterhousce inspection of beef for ex-
port and for internal consumption.

4. Farm-to-marhet and primary road construction witn AIv
and Ibb capital assistance.

5. The proposed UNUP preject "Crop wvevelopment tarough
Applied Rescarch and benonstration', under Food and
Agriculturc Orpanization (FAQ) administration - will
concentrate on agriculturce rescarch, with besarrural
as its countcerpart agency.

UNCLASSIFILD
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0.

The agricultural cooperative aovement under the direc-
tion of FACACIH - receiving t chalcal anu capital assisuc-
ance from Alu; will need to ¢stablish close working
relations with wesarrural ang tae siF.

The National A_ruarvian Institute (INA) - with its pro-
posed cadastral survey project and land settlenent
activities, it will rclate closcly to wvesarrural and
BNF activities and will receive technical anu capital
assist.nce from IbS and AID, and technical assistance
and training frowm the OAS.

The National Plaaning Council - plays a coordinating
role in the training of llonduran technicians abroad
and in the cuarryiny;-out of national agriculcural deve-
lopment plans; receives technical assistance from Alb.

Planned Taructs, lesults and Qutputs

1.

Increcasing amount of BNF credit for production of food
crops anu livestochk from 37.5% in 1967 to 57% in 1Y70.
At the sawmce tiwme, the number of RNEF small-farmer clients
will be increased from approximately 10,500 in 1967 to
15,000 in 1970.

The provision of essential technicul supervision for
BENF's small-farmer loans will be increased from approxi-
mately 1,000 in 1967 to 13,000 in 1970.

Incrcasing tie percentage of wediuwa- and long-tern
loans to il small-farier clicnts frow approximately
18% in 1907 to 0% in 1970,

Total fertilizcer consuuwption will be increascd up to
100,000 tons in L1970, comparcd with approximatcly 50,000
in 1967.

Usec of improved sced (corn, beans, sorghlun anu rice)
will be increased to 20,000 quintales in 1970, coumpared
with 0,000 quintales in 1407.

Production crcdit will be provided to 7,000 small far-
mers tarough asricultural cooperatives in 1970, com-
parcd with production credit to 1,000 such farmers in
1967. (Sce PROP Project iwo. 522-11-990-074.2).

UNCLASSTEF Y
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7.

9.

10.

11.

12,

The annual calving rate for cows will be incrcased

to 60% by 1970, couwpared with approximately 35% in
1967; mortulity of calves under one year of age will
be reduced to 10% in 1970, compared with approximately
25% in 1967; this will result in an estimated 30% in-
crease in slaughter of beef animals in 1970 coumpared
with 1967.

Medium- and long-term credit for livestock production
will result in an 800 pound marketable beef animal at
two ycars couparecd to the same weipht at four yecars
of age in 1Y67. This should occur by 1970.

Central prain storage for food grains will be increased
by 25,000 tons by 1970; this will be accompanied by a
meaningful price stabilization program for food grains
as set forth by SILCA of the CACM.

Up to 2,500 tons of grain-storage capacity will Dbe
constructed by seven agricultural cooperatives by 1970.
No sucn grain-storage capacity existed in 19067. Far-
mers will be given credit against warehouse receipts
issued for grain stored by the cooperative, assuring
them of optimum prices for their produce,

Three central agriculture rescarch centers and five
sub-stations will be in operation by 1972 and will be
providing additional basic information on new and im-
proved varieties of food crops along with new crops
to be grown for export in 197§. Research activities
in 1967 werc confined to the main experiment station
in Comayagua and threec sub-stations. Information was
available on improved secd for corn, sorghum, beans
and rice, principally, and to a lesser extent on po-
tatoes, melons and citrus. This target will be as-
sisted by a U.N. Special Fund project to be adminis-
tered by FAO.

The Desarrural agriculture extension program of the
Ministry of Natural Resources will expand its opera-
tions by adding 30 new technicians to its field staff
by 1970, It will estublish close working relations
with the DNF and the agricultural cocperatives in
order to provide the necessary technical guidance for
the respective production credit programs.

UNCLASSIFILD

15




USAID/Tegucigalpa TOAID A-qq, URCLASSLELLD 11 15

13. bDuring the 1966-1971 period approximnately 62 credit
supervisors of the BN and 35 Desarrural extension
workers will Dbe provided in-service and short-course
training on farm wanagement and improved iending pro-
cedures for small farmers. In addition, 15 agricul-
tural cooperative manugers and 7 agricultural coopera-
tive cxtension workers will reccive in-service and
sitort-coursc training in credit for agricultural
cooperatives.

14. DBy 1973, 30 technicians selccted from field staffs
of the BNF and Desarrural will have received B.S.
degrees in Agriculture under USAID and UNDP partici-
pant training programs.

The outputs described above will result in doubling of
production for up to 40,000 small farmers, thus more than doub-
ling their net incomes in 1970 over 19067. At the same tine,
it will have made active consuners of industrial products out
of these swall farmers, approximately 25,000 of which were by
and large outside the lHonduran consumer market in 1907.

With the considerable technical assistance being provided
by the IDL and USAID, =i oiflcant improvenent will result in
the following:

1. BNF organization, management and operation;
2. wvesarrural managenent and operation; and
5. lManagement and operation in agricultural cooperatives.

Course of Action

The following describes the time sequences of steps to be
taken in order to achieve the project targets during the life
of the project:

1. Capital Loan Paper forgsmillion dollar loan to the
GOl to be submitted to x&u/h by 1 June, 1968. Loan
approval expected by 1 July, 1968. Loan agrecment to
be ratified by GOIl by 1 September, 1968 and loan dis-
bursement to begin by 1 October, 19C8. Loan funds to
be coimpletely drawn down by 31 becember, 1970.

2. Two USAID resident contract consultants, one a gencral

UNCLASSIFIED
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livestock advisor and the secoud a cooperative credit
advisor, to be on board to begin in-service training
to bLNE, Desarrural and agricultural cooperative techi-
nicians by 1 September, 1968. The services of these
resident advisors will continue through bDecember 1971.
USAID short-term contract advisors to arrive in lion-
duras as deterained by specific needs for short cour-
ses. They will include the following:

1
1
}
|
|

a., Livestock geneticist - 1 month - 1968.

b. Improveud pasture and forage production specialist -
2 months - 1Y9068.

c. Livestock diseasc control specialist - 1 month -
1968; 1 month - 19069.

d. Grain storage specialist for agricultural coopera-
tives - 3 months - 1968 and 19069.

e. Soil fertility specialist, fertilizer demonstra-
tions - 1 month - 1966; 1 wonth - 1969,

f. Farn management specialist - 2 months - 1909,

g. Small agriculture industries specialist - 3 months-
1969 and 1970,

buring the years 1968 through 1971, approximately five
llonduran technicians will bLe selected cach yecar for
academic training leading to B.S. or i.5. degrees in
Agriculture under the USAID participant training program.

3. Through the IbLB loun agrecement with the GOIl three
resident advisors arc to be coutracted by the GOIl with
ILE loan funds. These include:
a. A bank accounting advisor;
b. A banking organization and management advisor; and
C. An agriculture credit advisor.
While the accountant is already on board, the other
two advisors ure cxpected to be on board by 1 September,
1908, Tie services of these threce consultants will be
provided through becemnber 1969,

: UNCLASSIF1LU
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4.

A UNDP Special Pund preject, 'Grop uvevelopient tarouyi
Applicd Rescarch ana dewonstration', will be approved
in Junc 1968. This project will be administered by
FAO of the U.N. besarrural will serve as the GObL
counterpart agency for this project. The project ma-
nager will be on board in late 1968 and specialists

in agriculturc marketing, soil fertility, plant breecud-
ing, pasturc and forage crops, irrigation, tropical
crops, horticulture, plant discases and soil survey
will arrive in early 1969. Selection of lionduran
techinicians in the ficlds of irrigation, tropical
crops, pastures and forage crops, horticulturc and
plant diseases will be made in carly 19069; they will
be sent abroad the same year for academic training
leading to B.S. degrees in agriculture. During 1969
and 1970, approximately 24 llonduran technicians will
be selected for academic training leading to B.S.
degrees in agriculture.

buring 1969 three central research centers will be
sclected and established. These research facilitices
will be fully staffed by the UNDP project and Desa-
rrural by 1970. Tive sub-stations will be sclected
and staffed during 1970,

The BNF staff of loan supervisors consisted of approxi-
mately 50 agricultural technicians at the end of 1907,
Up to 20 additional loan supervisors will be employed
by the INF over the 1968-1970 period. In-service
training of BNF field staff will begin in 1968 and
continue through 1970. Special short courses for bNF
ficld staff will commence in early 1969 and will con-
tinuce from time to time through 1970. Alony with in-
service training of BNF field staff, up to 30 techni-
cians of Uesarrural will receive in-service and short-
course training along with more than 50 BNF technicians.

The iinistry of Natural Resources will enter into a
formal arrangement with the BNF in 1968 in order to
provide technical supervision to BNF small-farmer
clicnts. Its budget will be increased to cnable it
to employ 25 additional agriculture extensionists iu
1969, The BNF will provide transportation, offices
and other support for the 25 Desarrural cxtension
tecunicians beginning in 1969,

UNCLASSIFILD
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