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project. Each of these models has its drawbacks. The proposed
packing plant organization, drawing as it does on the previous
experience of these other models, should be a real Improvement.
If it is, it will be Imitated.

(5) The original concept of performing technical feasibility
and marketinyg studies, ‘to culminate In the organizaticn of some
structure to operate packing f;cllltles. was well conceived to start
with, and has been proceeding quite satisfactorily. The recommenda-
tions of the Standard Fruit Company study have been for the most
part implemented, and have resulted In positive demonsiration

experiences.

(6) The impact upon the target groups has been very positive.
For both groups this Is the first successful collective project
that they have cxperlenced,}ﬁ the wake of the financial rewards they
recelved, both groups have nothing but positive things to say about
the project and all cooperating agencies, Standard Fruit, MHR, AID,
Eméloyw«nl of women at salaries equal to men was enthusiastically
received by women and the women's involvement In the project it a
small move against the ideology of female inferiority held by most
peasant men and women In Honduras. Massive technology transfer was
attempted both in the growing and packing, and it has already been
largely successful according to both peasants and agronomists., Hold-
Ing packing plant capital costs tu an absolute minimum and using
unusually labor Intensive technology, even for an Industry which Is
Inherently labor Intensive, has been an effective way to maximize
Income benefits to the target population,
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No groups or farmers in Comayagua or Copin were encountered
who did not themselves wish to join this project. The project has
caused the peasant groups and their affiliate organizations to
comport themselves in a more business |ike manner and less like a
pressure group move:ment. Also, other asentamientos and even the
Comayagua ANACH office have become quite !nterested in working with
Standard Frult,

The Incentives built [nto the project -- paying wages to
campesinos and of allowing them to sell locally non-exportable
product resulted in misimpressions and possible counterproductive
effects. One misimpression is that the company buying the produce
will pay them for working in their own fields. The practice of
allowing the campesinos to go directly to the local fresh market
with the non-exportable produce may have created some unusual

harvesting techniques and a selection bias.

(7) Techaically, the tomato production is deemed by Standard
Fruit technicians to be at least two years away from com:}clallzatlon.
There are fewer technical problems with cucumber produétlon. and
these problems couid well be resolved during the next growing season.
Three shipments of tomatoes from the project were rejected by the
USDA in New York because of the deteriorated condition of the product.
It Is suspected that handling problems may have caused this problem
due to the lack of constant supervision of Inexperienced packers,
and due te equipment which may rot have been completely adequate
for the pruper handling of tomatoes. Cucumbers were produced with
amazing high ylelds and most of those shipped to New York arrived

in very good conditlon,

There are currently In the Comayagua Vallay 30-50 experiancad
medium sized tomato farmers, capablo of planting an average of 20
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manzanas each. Thus once technical problems are overcome, there
should be no problem in rapidly increasing the scale of exports
to fully commercial levels.,

(8) Top level Ministry of Natural Resources (MHR) officlals
do not feel that the project is their responsibility, but they are
committed to carrying odt technical qctivltles connected with It.
Project-level MNR personnel, however, view the project as thelrs.
When the contract with Standard Fruit was signed, it specified
that the MNR had project control, a factor which led to minor
conflicts. However, the project participants felt that the
vegetable technician team's performance was quite satisfactory.
During the course of the project, the MNR falled to provide equipment
as specified in the contract.

(9) The PATSA operation In Choluteca of fers Important clues
regarding the most appropriate model for the organization of a
packing operation. The flve-year contract with an iInternational
food marketing organization seems to be palatable to farmers and
government allke. The missing elements in that project are: (a)
abllity to 2-ansfer ownership to a non-governmental group which
functions to serve the need of the producers, (b) lack of training
for local talent to take over operation at the und of the five-

year contract, and (c) lack of production,

if Standard Frult ware given a management contract, it would
most likely pay the farmers using a fixed price contract, This
price would be based upon calculating farm production and packing
costs and adding a percentage. Standard Fruit uses this pricing
practice with cooperatives it has formed for banana production In

Honduras,
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(10) €0YADI s Intecrested in Investing in a fresh vegetable
plant to be constructed alongside the Mejores Alimentos Plant, and
In fact ticiores Alimentos has experimented with a few loads of tomatoes
and limes to the U.S. during the last two years. COMADI can legally
lend to cooperatives, howvever, it has never done so and |s extremely
veluctant to jeopardize Itself In this area. On the other hand,
CONADI states that it would participate in financing any project
that A.1.D. provided mcney for, even if the capital outlay was less
than the minimum required (L. 750,000).

Processed Vegetable Deronstration Project

(11) The processed vegetablie demonstration project is at a
complete standstill, because Mczjores Alimentos, the processor, is
averse to working with small farmers and because Its current corporate
marketing strategy Is inconsistent with the export strategy proposed
in the Project Paper. Mejores Alimentos suffars from a lack of
credibility and acceptobility with vegatable growers within its arca
of ‘Influence because of late pavments to growers and because of the
unwillingness of the compary (which enjoys a protected Industry
status) to pay prices which would allow the farmers some proflits
while they are <olving their yleld problems, In this connection,
the technical ubility of the company agronomists s questionable

glven the low ylelds on the company farm,

Mejores Alimentos officials simply refuse to pay a price which
will erable the small farmer to stay In business while bringing his
ylelds up to a polnt where he achicves profits. Mejores Alimentos
Is presently incapable of developing a larger raw material supply
and cannot enter the U,5, market as oriqinally envisioned In the
Project Paper. In fact, the present corporats strategy is to expand
1ts share of the Central American Markat,
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The technical assistance provided through the USAID grant
was found satisfactory by Mejores Alimentos in both aspects, f(.e.,
processing techniques and marketing. W: feel, however, that the
company's major problem is neither in technical prccessing nor market-

ing know-how, but rather in its inability to acquli e raw materials.

(12) corADI, as the current major stockholder, Is not comitt-
ed tc AlID's goal of assisting small farmers or of promoting exports
to the J.S. markets. Of all public organizations contacted in the
course of this study, it was frund to be the least sympathetic to the
offic!al Honduran Government policy of alding small farmer groups.
This lack of sympathy Is to be found in Mcjores Alimentos' management
as wll,

(13) Small farmer Impact. This demonstration project differed
from the fresh vegetable demonstration project in that farmers bore
all the financial risks. Under a contractual agreement with the
p!apt both the Las Caias and San Pable peasant groups involved lost
heavity.

(14) 1t Is felt that the thres most effective ways to increase
small farmer prociction, If MeJores Alimentos earnestly decided to
deal with smali farmers again, are: (1) prices which will enable
them to recelve enough returns to sustain thelr efforts until they
can achieve really profitabie ylelds; (2) transportation to get
the product from the farm to the plant; and (3) Intensiva technical

assistance on a day-t-.-day basls,

Institution Bullding Activity

(15) The institution bullding aspect has had a very limited
offect and its spread offects have been minimal. The most notable
institution bullding activity has been the formation of a small
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embryonic vegetable technician team within the Ministry of Natural
Resources. Three graduate scholarships were given to Ministry of

Economies officials, and one agribusiness seminar has been conducted.

(16) The potential expansion of the Honduran export vegetable
industry Is highly promising, however from a socloeconomic standpoint
the sbsence of grower-processor cooperation [s a key rupture in the
agribuiness system, and anything this project can continue to do to
foster a more croperative relationship will be a key Institution
bullding activity.

B. Evaluation Recor=endatlons

The following represents a summary of the Checchi recommendations:

(1) 1t is recommende: :hat the project be extended by four years
In order to allow for the successful investment or the remaining funds,
glven the realit!es of the project.

(2) For the processed venetable component it is recommended toat

USAID/Honduras of fer technical a.sistance to MeJores Alimentos in the
form of a feasibillty study which would ascertain the pessible develop-
ment of measures to Increase raw material supplies and to obtaln an
increase in company profits through expanded production by small

farmers In the Comayaqua Valley. This study would Include the investiga~
tion of higher raw materlal pricing levels, the provision of add!ltional
fleld TA, the providing of produce transportation to small farmers, and
on enalysis of the Central American processed tomsto marker (existing
competitive structure, consumption trends, potential for expansion,
etc.).

If the sbove feasibility activity glves positive rasults and
the company sgrees to purchase raw materials from small farmers, It
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Is recommended that AID provide funding for the hiring of one or two

Agronomists to work exclusively with snall farmers.

(3) In the fresh produce project there continues to be agronomic

and marketing problems still to be resolved, due to these factars and
the constraints presented by the need to plant these veqetable crops
at the right time or be faced with highly diminished yields, It is
recommended that USAID/Honduras move immediately to put into effect

8 project management contract with the Standard Fruit Company to
repeat the production and marketing experiments carried out last year,
The purpose of repeating the demonstrations would be to resolve
agronomic problems, and to upgrade the equipment and hand!ling
procedures at the interim plants to a point where handling abuse

Is eliminated as a possible cause of rejected shipments.,

it li recormended that the MNR In coordination with the projasct,

plant ;test plots with two or more qroups having one manzana or less

of the two crops. The role of the MR extensionists would be to
| contact other qroups to have land under irrigation. With these
other groups they would put togather demonstration plots of less
than one manzana in slze. These test plots would enable the collece
tion of cost, yleld, and technical cultivation data useful as thls
project beging to expand. The MIR extension agents should not have
final say In the Las Canas and Comayayua sltes. Using the same model
o8 PATSA in Choluteca, they form a part of an equipo técnico where

the Standard (. ult agronomists have the final word,

It Is recommendead that the packing plant ba placed on a business=
Ilke basis with ordinary controls, standards, and the like; proper
incentives must be utllized to achieve the kind of results that are
ultimately deslired by the project, In shar¢, a dermnstration that
# businzss should operate as much Like & businessy as cossible, |If
wages are pald, the group wembers should not get the Impression that
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The continuation of the project would require that four key
issues be resolved. The first item concerns project funding in that
the funds which were not utilized, I.e., not alloted in FY 1978
($480,000) would be needed in FY 1980. Secondly, the project manage-
ment requirements in terms of AID staffing must be addressed. The
completion of the transfer of implementation responsibility from
the Ministry of Economy (MOE) to the MNR Is the third r Lulrement
for future Project implementation. The final issue involves on
the one hand a decision to continue or terminate the processed
vegetable demonstrat fon project; and alternatively to take the
steps necessary to continue the successful implementation of the

fresh produce demonstration project,

The firut three issues will be treated in this section, while
the last {ssus, the future implementation of the demonstration
project] will be discussed in sections B anao C of this memo.

A.I'.D, Recommendations
The rationale developed by the evaluators for the 4-year extension

of the Project is reasonable and we also recommend this course of
action. However, as a means of continuing the prudent utilization

of grant funds and to assure that the objectives of the Project are
met during the prolonged time frame, it is recommended that the
obligation of funds be linked to periodic project evaluations. At
the present, funds availcble in the TQ, 1977, and 1978 fisca'! years
should be used to Implement 1978/79 crop cycle activities, as ie-
comnended by the evaluators, The financlng of new activities de-
slgned for the extension period will be contingent upon the favorable
evaluation of the results from the previous crop cycle. For example,
the suggested long term management contract in the fresh produce
projJect would not be funded until an evalustion is myde (May/June
1979( of the 19708/79 crop cycle. No doubt the appropriate timing
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of the evaluations would continue to be In the May-June period of
each ‘‘ear,

In order to extend the project for the proposed year period the
$480.000 that v~s not utilized in FY 1978 would be required in FY 1980,
8s currently budgeted. Therefore, it Is recommended that the 1980
Congressioral Presentation reflect this budgetary revision, |.e.
the allotment of the above monies for FY 1980,

Over the past two years, the A.1.D. project manager has devoted
approximately 902 of his time to project management activities, in
conjuntion wit. his GOH counterparts. Although this personne! intensity
has been an important factor In the Project, new program demands
on Mission staff will no longer allow this generous proj=ct/ staff
ratio. Therefore, we recommend that a local hire PSC be (ontracted,
with a grant fur-ed host country contract, to assume advisory and
coordjnation duties under the auspices of the MNR. The specific
department of the MHR which would employ this PSC will
have to be determined during the 1978/79 crop cycle, given the interest
expressed by both the Zector Planning and Ag, Operations departments,
However, in the near term, if the Project continues and the new
Pros Ag Is signed, the project management activities will be the
primary responsibility of the MNR's HORTICULTURE Unit and the
Stuacard Fruit project manager (for the fresh project); and the
firm contracted for the feasibllity studies of Mejores Alimentos

(processed project).

During the months 6f November and December In 1977, the MOC
initiated the preliminary neqotiations for the forral transfar of
the Project to the MNR, This action was based on th~ MOC's reatun=
Ing that because of the primary agricultural emphasis of the Project
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it would be better carried out by the MNR, Both A.1.D. and the
MNR concurred with this rationale iIn light of the strorg role the
Horticulture Unit played In the Project's activities and glven the
HOE's modification of It previous desire to use this Project as a
means for designing & diversified agribusiness marketing strategy.
Pursuant to an exchange of letters betwren the Ministers of both

institutions the following was agreed to:

(1) that both parties were Interssted In the continuation
of the Project;

(2) that the MNR would continue project Implementation if
the MOE's cooperation could be secured during an
administrative transition period. As a result of this,
the HOE proceeded to negotlate and approve a contract
with Standard Frult for 1977/78 activitles,

Based on the agreement between the MOE and the MNR, It Is re-
commended that this GOH arrangement be formallzed through the signing
of a new Project Agreement between A.1.D. and the MNR, We fee’® that
this action Is entirely appropriate from a Project design standpoint
glven the prominent Implementation role of the MNR (n the Project
Paper, and In recognition of the shift In the MOE's position towards
the Project.,

B. Fesh Produce Project

Under the frosh produce projact the Issues are: (1) the rapld
Initiation of the 1978/79 crop cycle In order to implement the re-
Quired activities during the targat marketing perlod; and (2) the
development of an RFP package for the recommended long term manage-
ment contract,
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A.1.0. Recommendatlions

It seems entirely appropriate that this demonstrations project
be contlinued given the following factors: the modest zqronomic/
marketing success this present year; the enthusiasm deronstrated
by the participating asemtamientos; the interest of the MR, and

existence of readlly avallable qualified TA, Ve concur with the
Checchi recommendation that the Standard Frult contract be renewed
based upon the Company's excellent performance as detailed In both
the evaluation report and In the MNR's 1977/78 report on their
Comayagua/Copin activities. Furthermore, the MiR, Standard and AID
have the oprortunity to capitalize upon the 2 years of favorable

and extensive project results If we begin the crop cycle during the target

period of time (October 1978). By starting up during early October
we will be able to produce and market th~ two crops (tomatoes and

cucumbers) durlng the ideal winter mark ~lod in the U.S.

Although the evaluators recognized the experimental design of
this year's operations they recommend that the project management
team (Standard/HIR) proceed to establish the proper Incentives,
controls, and standards of a business enterprise. This is a reason-
able stance and AID should assure that the 1978/79 contract Includes
the terms and conc¢itions required to provide rational incentives to
the participating farmers from a cost allocation standpoint, and to
establish pricing parameters as a basls for long tern producer-
exporter relationships, However, we are of the opinlon that the
production credit, and farmer-plant relationship will not be fully
Implemented durling the 1970/79 crop cycle due to tining consuralnts
(Oct. start up), the agronomic problems that rust be resclved, the
Inherent rlsk (especially to our target group) of an oaverly amblitious
expansion In terms of acreaqge or contractual ohliqations, The
Inltiation and completiun of Chacchi's business entarprise recommenda=
tions will be addrossed on a comprehensive basis during the proposed
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long terr management contract, whose scops will be developed during
this next crop year.

In order to successfully develop a viable agribusiness which
would eventually involve both equity and management roles for
participating small farmers, It is essential that a long term
management contract be signed with an appropriate firm. However,
It Is recommended that the contract be for one or two years with
an extension clause. This long term contractor will be required
not only to design and manage the packing plant, but also will be
responsible for the training and incorporation of the asentamjentos

(selected members) into the management functlions,

As a means of developing the parameters for the long term
expansion of the fresh produce project, extensive in-depth convarsa=
tions have been held with LAAD and CONADI. Both organizations, and
especlally LAAD, have expressed Interest In both an equity and
managerial role If the project contlinues as presently designed. It
Is our bellef that the Ideal short term arrangement would Involve
the Joint ownership of the packing plant by COHADI and LAAD with
small farmer participation designed under the long term management
contract. Due to the fact that both CONADI and LAAD would function
as ICl: l.e., channeling AID funding, the management contract would
be a means of gaining their participation. It should be noted that
for LAAD such involvement would represent the first time that It
would take an equity position In direct partnership with thelr
target group (small farmers), Oue to tie innovative nature of this
venture LAAD's Board of Directors discussed this issue at length,
and have glven Its approval to LAAD management.
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Funding Requlrements and Neceszary Actlon

(1) Negotiate and sign new Project Agreement with the MNR
(refer to part 11 A)

(2) MNR and Standard Frult must renotiate and sign new
contract,

(3) utilize $165.000 of unearmarked funds from the T and
FY 1977 Project Agreements to fund the renewal of the

Standard Fruit contract for one year.

C. Processed Vegetable Project
The fundamental issue in this project is the feasibility of

developing a mutually beneficial relationship between Hejores
Alimentos and the Comayagua Valleys' small farmers. The absence

of this relationship, between our target group and this meortant
pro¢essing plant, has impeded any progress in this project component.
The Checchi report identified two critical problems in this

demonstration project:

(1) -Due to tomatoe crop failures In Guatemala and to some
degree increas:d incomes arising from the "coffee baoom', the
processed tomato products market in Central America had doubled
or perhaps tripled in size, thereby offering outstanding marketing
opportunities for the company. Thesec potential Incrementa) sales
created o situation whereby the company's management decided, and
spparently wisely, to forgo temporarily tha AID financed export
activity,

(2) The problems which both the processirg plant and the
Comayagua small farmers have encountered In thelr past dealings



have created an cnvironment of mutual distrust and uncertainty,

A.1.D, Recommendaticns

The basic prcnicze of the Project Paper in the processed vegetable
project was that the Mejcres Alimentos plant represents a critical and
extremely beneficial resource to not only the Comayagua Valley farmers
but also to the naticnal economy of Honduras. Although the Project's
original export oricntation, f.e., the U.S. institutional market, does
not seem appropriate at this time, the company still has the potential
for assisting small farmers In light of the apparent market potential
In Central America. (he task ahead, and worthwhile of pursuing, Is one
of convincing Hejores Alimentos that a profitable arrangement can be
established with small farmers. As mentioned in the evaluation report
the company is extremely interested in Increasing their raw material
supplies and within their financial constraints are attempting to

reach all farmers In the Valley,

Thernfore, In our opinion the Checchi recommendations should be
accepted, in the following fashion:

(1) USAID/Honduras will approach Mejores Alimentos wita a TA
package providing for financial and marketing analyses whicn would
ascertain the feasibility of Increasing prices to farmers comparable
to anticipated yields; raw material transportation nceds of the
farmers; the anticipated expansion and trends within the Central
American tomato market; the feasibility of providing Intensive
field TA to small farmers; and the overall raw material supply
potential of the Comiyagua Valley. This would be the only AID
financed activity during the 1978/79 crop cycle.

(2) If the results of the above analyses so Indicate, AlD
will finance the hiring of one or two fleld men (host country
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PSCs) employed by CONADI and assigned to Mejores Alimentos. These
techniclans would work directly ti'. emall farmers and be in place
for the 1979/80 crop cycle. The veouity of this action would be
measured during the Project evaluation in spring 1979, and prior
to obligating the required funds.

Funding Requirements and Necessary Actlion
(1) utitize $15,000 of FY 1978 funds for the financial a.d
marketing feasibility studies (AID direct contract)

(2) Negotiate and sign new Prc)ect Agrecment with the MNR
(3) The financing of additional tomato spccialists, It so
declided during the spring 1979 evaluatdon, will be provided 1or

under a FY 1979 Project Agreement.

D. Institution Buildinag Activiry

The evaluators concluded that the Institution bullding activity
sholild be de-emphasized. The management contract concept was
Identified as the proper Instrurent for project management responsibll)ity.
However, these issues are tempered somewhat by the belief that
Institutional support should ba provided to the Mii's Horticulture.
Unit. This assistance would be in the form of advanced agricul tural

training, and the contlnuation of the INCAE seminars.

A.1.D. Recommendations
The gains achieved to date In the Project were made possible,

to a large extent, because of the training and management experiences
received by both the MOE and 1 * uerennnel aver the past two years.
Therefore, we do not share the =valustors antipathy for the institu-
tion buldling activities, clthough recognizing thart modifications are
called for In future projuct Implementation., The principal change
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will involve, as previously disc.-. -4, the transfer of Project
respensibility to the MNR., Thi:i"< - .Tar recognizes the heretofore
de facto management role of the Fi..-und establishes an institutional
umbrella for the promotion and execution of agro-industrial projects
which can potentially improve the economic well being of AlD's
target group.

Finally we concur with the Checchl recommendations that:

(1) members of the Horticulture Unit be provided with advanced
agricultural training; their training would be designed to complete
a B.,S. degree with a Horticulture Specialization;

(2) The INCAE seminars be continued, however not only for the
benefit of top GOH cfficials, but primarily because of the forum the
seminars offer for the discussion of mutual agribusiness problems/
solutions among the various entities (both public and private sector)
involved in the Project.

Funding Requirements and Necessary Action

(1) Negotiate and sign new Project Agreement with the MNR

(2) Utilize $60,000 of FY 1978 funds to finance participant
tralning progrom for up to three (3) members of the MNR's
Horticulture Unit. (3 B.S. programs of 1 1/2 years each)

(3) Utilize $15,000 of FY 1978 funds for the contracting
of the local PSC who will serve as project manger (refer to
Section 11 A)

(4) Uuctilize 510,000 of FY 1978 funds fur spring 1979
Projact Evaluation,
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Itl, Impiementation Timetable and Summary Budget
A. Proposed Timetable (1978/79)
Activity

Sign new/revised Project Agreements
Negotiate and sign Standard Frult/MNR contract
Start crop cycle (fresh produce project)

AID contracts TA for processed project feasibility
studies )

Completion of feasibllity studies
First MNR participant begins training
MNR contracts new'project manager
Second MNR participant begins tralning
Crop cycle ends

AlD contracts TA for Project. evaluation of
1978/79 activities

Evaluation completed/project funding decision made

8. lllustrative Budqget (1978/79)
Item Cnst

Renewal of Standard Frult contract $ 165

Feasibility studies for Processed 15
Vegetable Project

Project manager (local PSC) 15

Participant training (3 B.5.) 60

Project Evaluation 10

Date

September 30, 1978
October 16
Cctober 30
November 13

December 11
January 7, 1979
February

Harch

April 30

May 15

June 15

Source
FY 1Q, 1977
FY 1978




