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PART I. SUMMARY OF STRATEGY AND PROéRESS AGAINST GOALS

A, Strategy Summary

OCur FY 1986~90 Country Development Strategy Statement (CDSS), submitted in the
spring of 1984, set forth a strategy to help the Government of Honduras (GOH)
stabilize the economy and decrease soclal pressures from rising unemployment
during the first three years of the CDSS period, and progressively increase
investment in long-term development throughout the period. Economic
stabilization was to be achieved through GOH implementation of macroeconomic
policy changes aimed at correcting current economic disequilibria and creating
the policy base for a long—-term, export-led growth strategy. Maintenance of
social stabllity was to be furthered by a "first offensive” against
unemployment, providing a minimum of food security, improving equity and
participation of the poor in the country's economic and social development,
and strengthening public and private services to better meet the basic human
needs of the poor. Since the submittal of this CDSS, our assistance strategy
has been refined as outlined below.

Honduras is a traditional trading partner and .a firm, democratic ally of the
United States., As such, there is no question that it is key to our Central
American policy. Assistant Secretary of State Elliot Abrams has stated, "that
our political objectives for Honduras are clear: to strengthen democracy and
democratic institutions, te elicit full cooperation against the nondemocratic
forces in the region, to encourage regional cooperation and solidarity and to
obtain the greatest Honduran support possible for our objectives in the region
anl elsewhera. Our economic objectives must bolster and reinforce our overall
objectives which can amd would be undermined if political and social progress
are not achieved™. The goals of the USAID assistance program in support of
these overall objectives are articulated in the Central American Initiative:
econamic stabilization, laying the basis for long—~term growth, equity and
‘broad participation in development, and strengthening democratic institutions,

Our development strategy is undertaken in the context of substantial support
for Honduras' development efforts provided by numerous other bilateral and
multilateral donors. In 1984, donor assistance to Honduras, in the form of
disbursements, amounted to about $496 million, with major bilateral donors
being AID (about $135 million), the Federal Republic of Germany ($19 milliom),
Japan ($14 million), and Canada ($6 million). Multilateral donors were led by
the Inter-American Development Bank ($135 million), followed by the World Bank
($54 million) and the Central American Bank for Economic Integration ($30
million). There is some degree of focus with respect to the nature of
assistance by the variocus donors to Honduras. For example, the World Bank
provides financing for major infrastructure and investment credits for the

" private sector. The IDB provides financing mainly for infrastructure with an
emphasis on health and education. We coordinate our assistance through .
frequent contacts and discussions with the concerned GOH officials and with
representatives of these cother bilateral and multilateral ageucies. In this
manner, complementarity of programs is maximized and duplication of efforts is
minimized. For example, AID efforts in improving primary education and
delivery of child survival services at the community level are being
complemented by IDB efforts in secondary and technical education, and in
curative health care through the hospital system. However, these coordinative
efforts could be strenghtened further through the formal establishment of a
consultative group for Honduras.
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Within the coantext of the overall development efforts in Honduras, and using
the Central American Initiative as a point of reference, our assistance
strategy supports Honduras' broader development strategy and has both short-
and long-term goals.

The short—-term goals are to: encourage structural adjustment without setting
off a destabilizing inflationary spiral; restore economic equilibrium; develop
[the policy base for sustained growth; reduce current and potentfial social

}tension stemming from high unemployment levels; and meet basic human needs. A

'major thrust of our program is to assist the GOH to implement its stated

V

policy to divest itself of certain commercial enterprises by transferring,

| where possible, their operations to the private sector.

Over the medium—-term, sustained recovery of the economy must be based on
enhanced private sector willingness to invest, especially in exports. But
there needs to be broader participation in the bemefits of growth as reflected
in improved living conditions for the large majority of Hondurans who continue
to lkive in poverty. Therefore, our assistance efforts also have the long-term
goals of improving the participation of the poor in the country's economic
development, and strengthening public and private services to better meet
basic buman needs. This is being accomplished by improving sectoral
development policies, expanding privata sector production, fostering
technology transfer, and developing a2 stronger human resource and
institutional base. OQur efforts in institutional development for delivering
agricultural, education and health/family planning services will continue,

Over the balance of the Central American Initiative period, we will continue
to support the establisiment of an appropriate macroeconomic framework for
economic stabilization and recuperation, complemented and reinforced by
specific projects to enhance economic amd human productivity. Economic

i roductivity will be strengthened through a focus on the private sector to
lencourage increased production of traditiomal and nontraditiomal products and

jcrops, with an emphasis on export expansion. Such efforts will increase
-iagricultural production and incomes through activities such as the expansion

of crop diversification, research and extension, marketing, forest development
and rural infrastructure, Industrial production, exports and incomes will be
increased by the provision of production, fimancial and marketing assistance
to companies with export potential and through the private construction and
operation of export processing zones. With respect to human productivity, we
will focus on improving the quality of primary education, increasing technical
training and certification, and expanding the availability of child survival
and family planning services.

In essence and as suggested by Table I, our strategy consists of designing and
then implementing a set of mutually supportive programs and projects thas are
directed towards achieving the goals and objectives outlined therein. The
coherence and mutually supportive character of the programs and projects merit
both emphasis amd a brief explanmation.
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While the primary thrust of our ESF assistance is to facilitate the ///;1
achievement of stabilization objectives, it goes significantly beyond that. '
Ian fact, both past and current ESF programs include structural reform measures
wnich contribute measurably to other goals and objectives reflected in Table
I. For example, the FY85 ESF program included agreement on actions designed
to raise agricultural production through enhancing the attractiveness of bank
lending to small farmers and agreement on measures designed to enhance the
profitability to the private sector of increased lumber exports. In a similar |-
fashion, many other USAID program and project interventions have important '
secondary effects which complement the principal goals and objectives that
they have been designed to advance. \

E\

The AID goals articulated below are in consonance with those of the GOH, as
set forth in its recent 1986-89 National Development Strategy. The basic goal

of that Strategy is to r?iawmne Honduran people through
increased participation in tThe econﬂ%ﬁi@sym To
carry out this strategy, the GOH has proposed total public Investments of
$2.15 billion over the four-year perivd, with financing to be provided from
domestic (about 30Z) and external (about 70Z) sources. The eaxternal resources
required to carry out this ambitious strategy amount to $1.5 billion. Placing ‘
this in the context of our assistance, projected Fconmomic Support Funds (ESFT, /7
DeWLMMMu resources over the FY 1986-89 ;
pe I-a 624 million or 42 of the total external requirements. v/
The commitments and priorities of the new Honduran government were clearly
spelled-out by President Azcona in a Presidential statement made shortly after

his inauguration. We believe this statement clearly demonstrates the linkage
between the priorities of the GOH and our assistance program. Highlighted in
President Azcona's statement are a commitment to the cause of democracy and
economic development; and to the pursult of justice, liberty and education for

the HStduran people. Priorities of his govermment are:

y = \istabilizing the economy without a devaluation, while strengthening the
eqénmic process and distributing the benefits of growth equitably;

‘/ - developing the Honduran private sector and decreasing the dependence
on the state;

i - increasing agricultural production;
1
! - increasing exports;

= creating employment opportunities; and

- dealing with the problems of low life expectancy and the primary
education system. \

N

J
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TABLE I

HONDURAS - SUMMARY FRAMEWORK

GOALS OBJECTIVES

A, Economic Substantial improvement in macroeconomic
Stabilization performance by 1990.

B. Laying the Basis for (1) Increase agricultural production by $400
Long-term Growth ‘million by 1990.

(2) Generate $320 million in export
earnings by 1990. s

{3) Generate 300,000 person-years of
productive employment by 1990.

C. Equity and Broad {1) Reduce the'popﬁlation growth rate to
Participation in 2,72 by 1990,
Development

(2) Increase life expectancy to 65 years by
1990.

(3) Increase the proportion of primary
school students completing the sixth
grade from 28Y in 1984 to 45%7 in 1996,
while reducing costs from $963 per
graduate to $675 per graduate.

(4) Provide 70,000 improved shelter and
water and sanitation service solutions

by 1990.
D. Strengthening Democratic (1) Provide 1,582 Honduran citizens
Institutions with educational opportunities in the
United States' democratic enviromment
by 1990,

(2) Consolidate the legislative, judicial
and electoral and other democratic
processes affecting the rights of
citizens by 1990,



B. Macroeconomic Overviqw

1. Economic Developments, 1983-1985

TABLE II
SUMMARY OF ECONOMIC/FINANCIAL SITUATION, 1983-1985
1983 1984 Est. 1985

Real_Indicators

GDP Real Growth -0, 5% 2.82 3.02

Employment (Thousands) 933 962 993
Inflation (Annual Rate)

Consumer Price Index 8.32 4,72 3.42

Wholesale Price Index 7.8% 1.3% 1.2

GDP Defla§or 6.12 4.0% 3.6%

. Flnancial Indicators
Consolidated Public Secter

Expenditures (2 of GDP) 31.1% 32.2% 29.82
Figscal Deficit of the Consolidated

Nonfinancfal Public Sector

(X of GDP) 12.3% 11.92 9.0%

Fiscal Deficit of the Central
Govermment (£ of GDP) 10,32 11,.6Z 9.4%

Deficit in the Current Account
of the Balance of Payments '
(% of GDP) B.92 11.9% 11.3%

ESF Disbursements
As % of Fiscal Deficit of the

Consolidated Public Sector 2.5% 9.1% 14,92
As % of Current Account in the
Balance of Payments 6,92 18.22 23.62
As T of Merchandise Imports 2,4% 7.7% G.4%
As 2 of Merchandise Exports 2.62 9.12 10.8%
External Indjicators
~ Exports/Imports (G&S) 87.82 80.82 82.8%
Imports (G&S)/GDP 31.12 33.7% 34, 2%
Exports (G&S)/GDP 27.3% 27.3% 28.3%
Imports under Autco—financing
Total Imports (im Z) 1/ - 4,92 11.3%

Annual Growth Rate
Exports of Goods and Services 2.52 8.62 10.8
Imports of Goods and Services 1.42 15.62 8.3

N e
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Table II (continued)

1983 1984 Est. 1985
“MILLIONS OF DOLLARS
Total External Debt 1,900.1 2,222.1 2,441.4
Medium~ & Long~term 1,714.0 2,037.9 2,272.0
Short-term (Excluding

Central Bank) 44.0 44.0 44.0

Short-term Central Bank 142.1 140.2 125.4

Accumulation of Arrears 99.5 136.0 169.7
Net International Reserves of _

the Central Bank 2/ -92.9 -84.9 -84.9

Credit and Monetary Indicators
Credit Expansion of the Banking

System: 186.4 145,1 139.9
To The Public Sector 104.6 39.3 13.3
To The Private Sector 81.8 105.8 125.6
Private Sector Liquidity as

% of GDP 33.82 34,07 33.22

1/ January - October, 1985
2/ Does not include deposits for arrears.
SOURCE: BCH, MHCP and JEWG Technical Support Staff calculations.

Ag reflected in Table 1II, there has been limited progress towards achieving
macroeconomic outcomes consistent with growth and stabilization objectives.
Following a number of years of negative economic growth in the early 1980s,
GDP grew in real terms by 2.8% in 1984 and 37 in 1985. Employment in the
latter two Years also grew moderately, Nevertheless, real per capita income
declined or remained stagnant as a result of population growth rates above or
; near the real rate of GDP growth. Paralleling the limited positive
\developments in real GDP growth, inflation declined over the past threae years,
‘falling from about 6% in 1983 to 3.6% in 1985.

Pregsident Azcona has gone on record regarding the need to maintain the value
of the Honduran currency to promote public confidence, and the generation of
internal savings and investment.

Although the fiscal and balance of payments current account deficits remain at
high percentages of GDP, both fell marginally as a percentage of GDP between
1984 and 1985, Fiscal improvement reflects the introduction of a maYor tax
package in May 1984 as well as successful accompanying efforts to contain the
growth of public sector expenditures, which fell over 2 percentage points of
GDP between 1984 and 1985.
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ith respect to external performance, exports grew by a respectable 10.8% in ’
1985 while imports grew by 8.3%1. 1In part, these developments in export and
import growth rates reflect a series of both formal and informal measures the
Central Bank took to liberalize the exchange rate regime. These measures were
designed to expand the profitability of exports while simultaneocusly reducing
the percentage of imports that benefit from the provision of foreign exchange
at the officizl rate. The percentage of imports financed through the private
foreign exchange market rose from 4.9% of total imports in 1984 to over 11X of
imports in 1985.

The limited character of progress to date must be emphasized. Real private
gector capital formation has been exceptionally weak. 1In fact, real private
sector capital formation in 1985 was only 62X of the figure recorded in 198l1.
Growth in public sector expenditures on both current and capital account,
which partly offset the decline in private sector investment, was accompanied
by sharp growth in the fiscal deficit of the consolidated nonfinancial public
sector both absolutely and as a percentage of GDP. In spite of the marginal
but welcome fall in the deficit between 1984 and 1985, it would be imprudent
to continue with deficits of this magnitude given the fall in the availability
of external financing due te the completion of El Cajén Hydrocelectric Project
and the need to control inflation through prudent levels of internal
financing. Specifically, a continuation of deficits of this magnicude would
require credit to the privateé gseéctd -2 Ed 3 - :
tc be maintained at exceptionally high levels in oraer to contain overall
credit demand to IImIts consistent with the real resources avallable to the
nomy and in order to hold inflation to the relatively favorable levels
recorded over the past féw years, —

Similar qualifications apply to the marginal improvements in extermal
performance. In spite of higher export than import growth rates in 1983, the
return to positive GDP growth rates in 1984 and 1985 was assoclated with a
widening trade gap of imports over exports. Reflecting this, the current
account deficit in the balance of payments averaged over 112 of GDP in 1984/85%
and was almost 91 of GDP in 1983._Although grant assistance from the 1I.S, and
other—seources—tmas partly fimancud theiarge—ecurreat_account deficits in the
~halance of payments, the financing of these deficits has been accompanied by a
rapid accumulation of external debt as well Ve lo

arrearages In principal on govermment guaranteed external debt of the private
sector. Between 1983 and 1985, total external debt rose by 284, arrears on

publicly guaranteed external debt subject to debt rénegotiation talks ro&e by P
__70% and the pet infernational re 44 to a level of -1225 (- A
million) millionw— ' - J

2. Economic Prospects, 1986~1990 ' \

L}

In spite of the recently favorable developments in international coffee and
petroleun prices and dollar interest rates, the economic situation facing
Bonduras is far from bright. While this topic is treated in detail in the
stabilization goal section, the primcipal points can be usefully touched upon
here.
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Absent the introduction of and perseverance with a disciplined program of
economic stabilization, recuperatiomn amd structural reforms throughout
1986-1990, it will not be possible to achieve substantially improved economic
performance by 1990. For example, absent a credible economic program, the
current account deficit in the balance of payments is projected to rise to
10.9% of GDP in 1990 from a projected figure of 6.97 of GDP in 1986.
Similarly, the overall deficit of the consolidated nonfinancial public sector
is projected to rise to 10% of GDP in 1990 from a projected figure of 7.4% in
1986. Moreover, the additional ESF financing requirements over and above
currently programmed amcunts are estimated at around $500 million. All of
these projections are based on another critical dimension of substantially
improved economic performance, namely, an average annual growth rate of GDP of
.7%. Put quite simply, the price tag on the U.S. budget of not emphasizing
the economic content of foreign policy objectives is an additional $500

‘million in ESF over 1986~1990, if socially acceptable growth rates are to be
‘achieved.

C. Assumptiouns

In assisting Hooduras to reach the goals established in the CDSS submitted in
1984, we made several key assumptions, including:

- continued high U.S. political and military interest in Honduras;
-~  Honduras would not be drawn into open conventional military conflict

with neighboring countries, nor forced into putting down a significant
domestic insurgency;

= the results of political unrest and attempts at subversion would not
retard the GOH's ability to implement an economic recovery program; and

= the U.S. Congress would provide the funds and guaranties required.

Since the submittal of this CDSS, we have reviewed the principal aSSuﬁp:ions
underlying our program and have concluded that those assumprions remain
operative and that the following points and assumptions, some of which are

drawn from the report of National Bipartisan Commission on Central American
(NBCCA), should be added:

= there would be increased economic assistance, both bilaterally and
multilaterally. If delayed, 1990 target achievements would be delayed;

Note: With respect to external financing requirements recommended by
the NBCCA report: $8 billion in economic assistance was to be provided
to the countries of Central America over the 1985-89 period; total
external financing for Honduras over this period was to amount to $2.3
billion; about $1.06 billion was to be U.S. economic assistance over the
FY 1985-89 period; using our FY84 Supplemental through FY89 levels for
ESF, DA, and PL480, there is a $215 million or 20% shortfall from the
NBCCA recommendation.
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- sustained effort by bilateral and multilateral creditors/dorors would bde
needed;

- there would have been an end to capital flight in 1983;

- economic policy would be improved through controlled public sector
deficits; curtailed public sector capital expenditures; incressed private
sector credit; reduced export taxes; realistic exchange rates; a more
efficient banking system; and incentives for savings and investment;

= there would be an improved global ecoumomic enviromment with strong growth;
stable or declining interest rates; low inflation; improved external demand;
greater manufacture export capacity; increased export reveunues; and only
modest recovery in terms of trade; and

= Central American countries ({including Honduras) would restructure their
economies.

D. Progress Against Goals and Expectations

The following summarizes progress towards and expectations for our program
goals of economic stabilizationm, laying the basis for long-term growth, equity
and broad participation in development and strengthening democratic
institutions.

Some of these goals and related objectives overlap and are complementary. For
example, our support for cooperatives is prinmcipally aimed at the economic
growth goal, since cooperatives are a means for achieving increases in
agricultural production., Concurrently, however, such support contributes to
the strengthening of democratic institutions and processes in Honduras.

The objectives established in this Action Plan build upon our past experience
and comparative advantage, and are directly supportive of the goals
established in the Central American Initiative (CAI), as they relate to
Honduras. Although the achievement of some of these will be reflected in
macro, nationwide indicators, e.g., decrease of the population growth rate,
such macro objectives have been adopted only where the relative importance of
our program to such objectives warrant.

1, Economic Stabilization

The macroeconomic overview, performance and prospects were previously
discussed.

Over the balance of the CAI period, further improvement in economic
stabilization and the initial upturn achieved by the economy in 1984/85 is

contingent upon the commitment of the GOH to undertake sound monetary and
fiscal policies.

S
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Key to our ability to influence the GOH policy-makers are continued and
gsignificant levels of ESF balance of payments assistance and the supposition
that the long-term policy reform measures considered critical to the
racuperation of the Honduran economy will not conflict with the important
(shorter-temm political and security interests of the U.S. in Honduras. To the
, extent key economic reform measures remain unimplemented or are delayed, and
-assyming a contioued U.S. political and security commitment to Honduras,
'significantly higher levels of ESF over a longer timeframe will be required to
_iéustain an acceptable level of economic growth and stability in the country.
i
{2, Laying the Basis for Long—-term Growth

Our objectives to achieve this goal are: to increase agricultural productionm,
to foster exporta, and to generate employment.

- Agricultural Production

Over the 1975-84 period, the amnual average per capita agricultural produccion
growth rate was .83, reflecting the difficulty the agricultural sector had in
keeping production ahead of a high population growth rate. In 1984 there was
growth in agricultural GDP of 3.0 in real terms, which followed a growth of
2.7% in 1983, A major portion of Honduras' overall economic growth in 1984
was attributable to the increase in the production of basic grains, in which
the country is self-gufficient. Preliminary figures indicate that real
agricultural GDP continued to growth at 2.6% in 1985, With agriculture
employing over 602 of the work force, generating 80% of exports and
contributing 30X to GDP, our program will continue to concentrate in
agriculture and rural development, with a principal focus on increasing
production. Currently, we are reaching approximately 34,000 families, about
17X of the farm population., The direct benefits to farmers include a wide
range of services, products, and technical assiscance which have resulted in
improved yields, income and standards of living. Yield increases directly
attributable to our current efforts vary from about 20% to 300%, depending on
crops, areas, and types of technolegy applied. With our current and planned
[program, it is anticipated that over 252 of Honduran farm families

’(approximately 300,000 individuals) will directly benefit by 1990.

- Exports

Domestic economic activity in Honduras is highly dependent on the importation
of capital equipment, raw materials and intermediate goods. This, plus
Honduras' limited domestic market, make the expansion of exports critical,
Thus, increasing exports is an essential objective of our program. We have
broadened the focus of our program from one highlighting nontraditional
exports to the inclusion of traditional products, which account for about 93X
of total exports. About 46% of total Honduran exports are to the United
States, and about 8% to other Central American countries,
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Honduras continues to have external competitive weaknesses, as evidenced by
exports as a percentage of GDP having fallen from about 39X in 1980 to about
28% in 1984, Nonetheless, exports increased by 2.5%, 8.6% and 10.8% in 1983,
1984, and 1985, regpectively. With respect to the composition of exports,
nontraditional products == primarily agricultural — increased by 5% in 1984,
and an estimated 37 in 1985. Nontraditiomal exports are important to
Honduras' future development because they offer greater possibilities for
growth than do traditional commodity exports. We will continue to encourage
the GOH in its increasing racognition that the future engine of growth of the
economy and principal hope for providing employment for the rapidly growing
labor force is the change from an import substitution to an export—led economy.

The fostering of an improved enviromment for foreign and domestic investment,
particularly in the export sector, continues to be a major objective of the
GOH, fully supported by our program. An export incentives law and a temporary
import law have been enacted, providing tax incentives and relief from most
import duties to exporters., We expect the continued expansion of Honduran
exports (particularly nontraditional) and export earnings over the 1986-90
period. This rests upon a favorable market for Honduran products, and
continued efforts by the GOH to improve export competitiveness and to address
policy, legal and regulatory constraints to export expansion,

= Employment

The current estimate of unemployment in Hooduras is 252, Honduras' modest
“growth in real GDP in 1984 and 1985, while contributing to an estimated 86,200
increase in persons employed, has fallen short of the estimated 3,5% annual
expansion of the Honduran labor force. During the 1986-90 period, an
additional 250,000 workers will enter the labor force. Thus, the generation
of employment through the short-term provision of productive work and the
longer-term creation of additional jobs are viewed to be critical to
maintaining social stability in Honduras. The unemployment problem has been
identified by the new government as a top priority, and we have been working
with our counterparts to determine where our program can best be of
assistance. In last yvear's Action Plan, we projected our program would result
in an increase of employment of 250,000 between 1985-90, We now believe
300,000 person-years of employment can be maintained or generated as a result
of our program over the FY87-90 period. If achieved, our program can thus not
only help absorb new entrants into the labor force but, if accompanied by
policy changes, can also contribute to decreasing the unemployment rate in
.Honduras. The most critical variable in addressing the unemployment problem

[ over the longer—term is private sector-led econmomic growth that will expand

\ the demand for labor. As a temporary escape valve over the short—term, we

i will continue to provide employment opportunities through infrastructure

[ construction and repair. Worker employability will be enhanced through
job~related skills training to improve worker productivity and opportunities
for longer-term employment.
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3. Equity and Broad Participation in Development

The objectives we believe critical to achievement of this broad CAI goal
include reducing the population growth rate; increasing life expectancy;
improving the quality and efficiency of the primary education sytem; and
expanding shelter, and water and sanitation selutioms.

= Population Growth Rate

Before 1984, it was estimated that Honduras' population growth rate was 3,4%,
a rate well in excess of the economy's ability to increase per capita incomes
and to create the employment opportunities needed to absorb new entrants into
the labor force. It was recognized that this rate of populatiom growth was
jeopardizing the development potential and future of the country. There is
recent evidence, however, that AID-supported family planning services through
the private sector are reaching increasing numbers of users and that
contracaptive prevalence has increased from 27%7 in 1981 to 35% in 1984, while
total fertility over this same period dropped from 6.5 to 5.4 childrea. These
measures of progress translate into a possible decrease in the population
growth rate to 2.9%2 - 3.0%, a significant accomplishment. This i3 due in
large measure to the GOH's positive policy framework and commitment to
reducing this growth rate, amd our efforts as the principal donor in family
planning., Our future program will build upon the curreat positive policies
and focus on expansion of family planning services, principally in the
secondary cities and rural sector. We are optimistic that the concerted

ef forts of the GOH and the private sector can make a significant and further
contribution to reducing the population growth rate, thereby improving the
opportunity of all Hondurans to benefit more fully from the country's
development,

- Increase Life Expectancy

Health problems in Honduras are typical of most developing countries.
Infectious diseases are the primary cause of morbidity and mortality. Among
the infectious diseases the most prevalant are those related to diarrhea,
acute respiratory infections and malaria. Sixty to eighty percent of the
population is malzaourished to some degree. Infant mortality rates, at
71/1000, are high and life expectancy (62 years ia 1985) is low. Progress,
however, has been made as evidenced by several important indicators

including: a 407 reduction in infant mortality due to diarrhea-related
diseases, and a 247 reduction in overall infant mortality from all causes
based upon the adoption of oral rehydration therapy in a pilot region; 20,000
fewer reported cases of malaria from 1982 to 1984, a 43X reduction; 75Z
immunization coverage of DPT and measles and 90% coverage of polio in 1984, as
compared to coverage rates of less than 40% in 1980; and a drop in infant
mortality from 88/1000 live births in the mid-70s to 71/1000 according to data
collected in 1984,
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Cur ongoing health portfolio has contributed significantly to these
improvements. We will continue to direct our future assistance at the urban
and rural poor, through priority health programs, building upon the existing
positive policy framework and institutional development achievements made to
date. Our policy dialogue will continue to support GOH efforts regarding cost
recovery, increased budget allocations for child survival services, and the
further involvement of the private sector in the delivery of health care
services. With the continuance of the current commitment of the government,
we believe the objective of increasing life expectancy to 65 years by 1990
will be reached.

~ Improving the Quality ami the Efficiency of Primary Education

Honduras suffers severely from the poor gquality of primary education. The
strengthening of this system is critical to improving employment
opportunities, reducing the population growth rate and increasing production,
especially in the agricultural sector. The need to improve primary education
is evidenced by the fact that, although an estimated 88.62 of Honduras'
primary school children have access to school, only 20% of those entering
rural primary schools complete the sixth grade. Because of high dropout and
repetition rates, the system must deliver and pay for eleven student years of
schooling to produce a single sixth grade graduate. The unnecessary recurrent
financial and human costs of such an inefficient system are enormous. The
financial costs alone have been estimated to be $28.5 willion per annum. To
date our program, in response to Honduran priorities, has focused principally
on expanding the access of children to the primary school system. In this
regard, we have been successful, as evidenced by the 85Z of children having
such access. In this context, by the end of FY86 our program will result in
directly providing access for 13X of the country's primary school students and
training for 25% of the teachers, 292 of the school directors and 100X of the
school superintendents and departmental supervisors.

Over the balance of the CAI period, and beyond, we will concentrate our
efforts to improve the quality of the primary school system in Honduras. We
will introduce proven educational innovations to reduce the dropout and
repetition rates, lower unit costs, improve the quality of instructicon, and
increase academic achievement. The new govermment is committed to the
improvement of the primary school system, and with agreement on specific
policy measures required to address the needs of the system, we are optimistic
that the objective in primary education can be achieved.

- Improved Shelter, and Water and Sanitation Service Solutioms

In 1985 Honduras faced a shelter deficit of 450,000 units, including over
200,000 families without access to water in Tegucigalpa. These problems are
due to a number of factors, including a high population growth rate and
inadequate financial structures. Our Housing Guarantee (HG) program has
helped address these problems through the provision of basic services, the
development of mechanisms such as self-help construction and financial
institutions devoted to shelter, and expansion of private sector involvement.
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Qur efforts through the HG program have resulted in the delivery of nearly
17,000 low—cost shelter solutions as well as service infrastructure since
1981. With respect to water and sanitation in the rural sector, we have
focused on providing access to safe water supplies and human waste disposal
systems for about 900,000 people. Both these assistance thrusts have
contributed significantly to the lavels of employment in the construction
sector.

The new govermment 1s committad to addressing the needs for low-cost shelter
and related services. We are having policy discussious with the GOH and
expect to provide continued support to meet the critical housing needs in the
short=term. Simultaneously, these resources will be used to laverage other
financing for the sector, and to continue policy dialogue to establish the
framework for the sector toc address needs over the long-term. OQur efforts
will build on prior successes to carry out both housing and complementary
infrastructure iaterventions in metropolitan, secondary c¢ity and hinterland
areas. We will emphasize the development of a policy to ensure adequate
long~term financing, maximum participation by the private sector and, to the
extent possible, cost effectiveness in choosing among alternative shelter
activities. Although we do not envision having available all the resources
necegsary to reach the infrastructure and shelter production goals of the GAI,
we will contribute meaningfully to reducing the shelter and service deficits
facing the country. :

4. Strengthening Democratic Institutions

We have established two objectives to achieve this goal: (1) the provision of
short— and long-term scholarships for Hondurans to study in the United States;
and (2) the strengthening of the legislative, judicial, electoral and other
democratic processes in Honduras. We will expose a substantial number of
Hondurans to educational opportunities in the United States’' democratic
enviromment, and strengthen democratic processes and institutions affecting
the rights of citizens. The major problems facing Honduran democratic
institutions are poor management and limited funding.

= Educational Opportunities in the United States

Honduras' human resource base is weak, as evidenced by a populatioen that is
40% illiterate, and where only 27% of the population over 10 have completed
the fourth grade and only 172 have completed sixth grade. Under the Central
American Peace Scholarship program, we will train about 1,600 Hondurans in the
United States by 1990. By the end of FY86, we expect to have sent 102 long~-
and 426 short-term scholarship recipients for training. Necessary
reorientation and job placement services will be provided teo the long-term
scholarsg, while those sent for short-term training will return to their places
of employment. By 1990, we expect to create an ongoing association of
returned CAPS scholars, thus providing a mechanism for continuing contact
between returned scholars and Americans.
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~ Consolidation of the Legislative, Electoral, Judicial and Other Democratic
Prccesses.

Our program supported the Honduran national elections which were successfully
carried out in November 1985 and trained over 120 Honduran legislators in
March 1986. The major focus of our future efforts with the judiciary will
stem from an assessment scheduled for FY86. This assessment will provide the
basis for our future efforts which will provide technical assistance, trainiag
and commodities to strengthen the judicial, electoral and legislative systems
in Honduras. In addition, we will provide limited local currencies and
regional funding to support the stremgthening of the private-sector San Pedro
Sula University, thus providing an option to the currently weak national
university system. Lastly, we will continue our support toc local communities
through the provision of small grants for self-help activities and to a local
umbrella organization which will analyze, fiunance and monitor projects
developed by local voluntary organizations, thereby strengthening the capacity
of these entities to contribute to Honduras' development.

II. IMPLEMENTATION PLAN

A, Goal:; Economic Stabllization

1. Objective: Substantial improvement in macroeconomic performance b§‘1990.

a&. Key Assumptions:

= Relative stability in key international commodity prices, both for
Homdluran exports amd imports.

= Continustion of moderate real growth in countries of major importance as
Bonduran export markets.

-  Moderate real growth in official and private international capital inflows.
-~ Maintenance of dollar real interest rates at or below current levels,
- Receptivity on part of officials to design and implement what could be

difficult poliecy adjustments in an enviromment where the U.S. has both
security and economic interests.



- 16 =

3. Perforsance Indicators: Benchamarks/Target lates

AVERAGE
ANMURL
EST FROS PROY PROJ PREJ PRIS  SROWTH RATC

1984 1983 1984 1987 1988 1989 1950 1984-19%0
Real GDP (Millicns of 1985 Jellars) 32617 IIS9.5 0 491.% 3A3I.Es YT 39479 42040 L7
fnnual Real GUF Growih Rate 2.8% 3.0 4,0 1.4 1,01 5,907 §. 01 #/
50F Daflatgr (1985 = 100} 95,5 100.4 104, 0 194.2 112.8 11T el 4.0
Yoaingl S0P [Millions of Current Dollars) 3148,5  I3T9.5  243%.6 3931 42%5.8  4s4l.9 §iT.2 8.91
Net International Reseeves of the Central Bank
iLevel in Millions af Current Dellars) -92.9 -84.9 -84.% -53.% 12.4 54,4 144.3 £/
Current Bccount Jaficit in BOP
as & of GOP ' L9 11,31 5.9% §.51 6. 07 &.00 5,47 LN
Noainal ‘Millions of Current Bollars) I3 380,90 88,9 2535.2 55,1 278.5 WG 9% A
Arrears Deposits in Central Bank
{Millions of Carrent Dollars) 7.8 21.7 20.9 13.3 19.9 5.0 'R LT
Overall Deficit sf Consolidated
Won-financial Public Sectar
as % of GOP 1197 9.0% 7.4% T.49% 5,57 5,00 2.0 #i1
Hoainal (Millions af Current Qollars) I74.5 2.8 2707 275 2743 2783 255,79 -1.47
Exzansian in Net Banking System Credit #/2 145.1 139,90 159.7 (489 1381 i8L 2462 7.4
(Araual Changes in Millions of Current follars) Tmmss mesas meees memee meees memmm wmees mmees
ic Private Sactor 105.3 125.4 118.7 129.3 140, 152.9 1:38.6 5.9
Ta Public Sactar 2.3 13.4 45,0 e 8. 28.9 .5 >4
ESF Disbursements az ¥ of BOP 2.2 2.7% 1.5 2.3 2.8% 1.9 2.8 $/1

Nates: 1. Mot applicable.
2. Preliminary figures; to be adjusted on an annual basis in accardance with foraulatisn of acnetary
prcgras af the Central Bank designed Yo schieve growth and net internatisnal recerve t
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c. Policy Dialogue Actions:

Measures

Discussion/Dates

MACRO ELEMENTS

Negotiation of macro performance
criteria including, inter alia,
ceiling on overall credit expansion,
subceiling on credit to public sector
and targets for net international
reserves,

Review of compliance with macro
performance criteria,

Negotiation on 1986 program well
underway with figures in line with
estimates provided in "with policy
ad justment™ scenario of performance
indicator projections. As
political conditions permit and
economic conditions require,
exchange rate adjustment will be
included in policy dialogue.

Annual basis, 1986-1990,

Annually over 1986-1990 and in
accordance with disbursement
schedule within each year over the
period.

ILLUSTRATIVE LIST OF POSSIBLE STRUCTURAL REFORMS/MICRO ELEMENTS

Designed to improve the economic
efficiency with which Honduras allccates
available resources,

Rationalize Public Sector Operations

Introduction of zero based

budgeting for GOH including
decentralized institutioans.

Development and implementation

of systems of budget control

in each decentralized agency;
quarterly submigsion of finamcial
operation statements to Central
Government in accordance with
generally accepted accounting
practices.

Development and submission to
Central Government by
decentralized public sector of
quarterly reports on efficiency
of public sector operztions.

Negotiation on 1986 program

well vunderway with discussion
taking place in the specific
action areas noted below. Annual
basis, 1986-1990.

Rationalize public sector

expenditures. Reduce public
sector deficit. 1987,

Enhance public sector expenditure
control. Reduce fiscal deficit.
1987,

Establish targets for improving per
unit costs of providing public
sector services, e.g., per unit
costs of telephone, electricity,
water, port services, Enhance cost
efficiency of public sector
operations, 1987,
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Measures

Discussion/Dates

Independent annual audits of
decentralized public
institutions conducted in
double=-blind fashion, i.e.,
without advance knowledge

by either auditor or
decentralized institution of
the pairing.

Expansion of municipal tax
base.

Transfer to private sector of

state ownership or participation
in activities that can be rumn by
private sector.

Enactment of legislation to

replace the NAUCA I tariff system
with the BTN/NAUCA II and convert the
present mix of specific and ad
valorem tariff rates to thei;?gi
valorem equivalents.

Pass Customs Valuation Law.

Pass Customs Procedures Law.

Introduction of tolls on
improved roads.

Study feasibility of taxing
profits earned on pension fund
investments.

Enhance Export Competitiveness

Improve incentives provided by
Export Promotion Law; augment
Export Promotion Certificates
(CEFEX) to cover all import
taxes.

Enhance public sector budget
control. 1987,

Reduce infrastructure/services

financing burden on Central
Government. 1987,

Elimination of government
participation in activities that
can be provided efficiently by
by private sector. Continuous,
1986-19490.

Modernize tariff nomenclature,
harmonize nomenclature with rest
of Central America and increase
elasticity of tariff system.
1987.

Increase objectivity,

predictability and transparency of

customs valuation procedures,
1987.

Consolidate and clarify legal
regimes under which lmportation
and reexports take place. 1987,

Establish user fees to cover

costs of providing road
sarvices. 1987,

Movement towards equalizativa of
tax treatment across all classes
of investors. 1987,

Improve incentives for export
expansion, especially in non-
traditional areas. 2nd half
1986.
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Measures

Reduce bureaucratic procedures
required by Temporary Import
Law.

Modify Banana Export Incentive
Law and regulations,

Continuation of trade covered
by auto—~financing.

Periodic assessments of state of
Honduran export performance amd
price competitiveness submitted

to the Joint Economic Working Group
{JEWG).

Cont inued expansion of liberalized
treatment of export earnings.

Issuance of import permits for
"self-financed” imports within five
days without requirement that GOH
determine that domestic

production is inadequate

to substitute for imports.

The introducticn of export
processing zone legislation.

Presidential declaration of
“"Year of the Exporter™ with a
special recognition for
exporters of both traditiomal
and non~traditional products.

Discussion/Dates

Improve incentives for export
expansion, especially in non-
traditional areas, 2nd half
1986. :

Place incentive on company specific
basis to promote exports on basis
of company rather than industry
performance. 2nd half 1986.

Continued strengthening of

private market forces role in
determining effective exchange
rate. Expand exports, rationalize
imports and promote repatriation
of foreign assets. Continuous,
1986-1990.

Maintain heightened attention

to policies, e.g., exchange rate,
that will permit sttainment of
benchmark export levels.
Semiannually, 1986-~1990,

Enhance profitability of exporting
in key traditional and
nontraditional exports and reduce
incentives for capital flight.
Continuous, 1986-1990.

Discourage GOH use of import

restrictions to control current
account deficir. 2nd half 1986.

Promote increased investment and
exports. 1987,

»

Promote exports. 1987, :



Measures

Discussilion/Dates

Promote Private Investment

Introduction of tax legislatiom
to provide for investment tax

credits and tax loss carry overs,

Establish private sector

commission on capital market
deve lopment.

Enhance private sector
participation in export
marketing of lumber through
transparent, objective rules.

Completion by the Minisctry of
Finance of a study on effective
rates of tariff protection.

'Enactment of legislation to.
reduce overall levels of
effective protection.

Review of options to permit
foreign direct investment in
sea coast tourism and
industrial development.

Reduce investment approval
process to 30 days.

Measures Common to All Objectives

Consolidation, elimination and
rationalization of current
system of tax exsmptioms, e.g.,
import duties.

Stimulate private sector
investment. 1987

Stimulate private sactor capital
formation through establishing
conditions required for the
development of an equity market.
Commission named 2nd half 1986.
Commission report due July 1987,

Accomplished April 1986.

Heighten attention to the
inefficiency of the structure and
level of current tariff rates with
respect to promoting production
and investment in areas where
Honduras has a comparative
advantage. 1lst half 1987,

Rationalize investment. Improve
the economic efficiency of
the tariff system. 2nd half 1988.

Stimulate foreign private sector
investment. 1988.

Stimulate foreign private sector
investment. 1988.

Enhance fiscal revenues,
rationalize imports, improve
resource allocation efficiency.
1988.
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Mesasures Discussion/Dates
Nonextension of industrial Movement towards rationalization
incentives law. of tax structure. 2nd half 1986,
Escablishment of a career Promote private‘investment.
judicial system. Current judicial system cannot be

relied upon for constancy,
fairness or equity, 1988,

Renegotiation of external Restore Honduras' international
private debt with public creditworthiness and improve term
guarantee. structure of external debt.

Direct link to external financing
benchmark. Negotiations begun
April 1986. Agreement signed 2nd

half 1986.
Maintenance of interest rates Emphasize role of price (the
at appropriate real levels to interest rate) rather than
balance demand for credit with administrative measures to
the policy-constrained limit balance credit demand with
on credit creatiom and reduce , credit supply. Continuous,
capital flight. 1986-1990.

The list of structural reforms above is i1llustrative. While we are reasonably
confident that a substantive package of reforms will be negotiated, it is too
early to be precise both with respect to content and timing. Although the
quantitative impact of these reforms is extremely difficult to estimate, it is
not unreasonable to estimate that, beginning in 1988 they could raise annual
GDP by L200 million in constant 1985 Lempiras, equivalent to 3 to 4% of 1985
GDP.

As a result of a number of factors -- principally recent developments in world
coffee and petroleum prices and dollar interest rates —— the urgency of broad
exchange rate adjustment in 1986 has been markedly reduced. However, toward
the latter part of 1987, when coffee and petroleum prices are expected to be
less favorable to Honduras, movement on the exchange rate may be essential in
order to produce outcomes compatible with substantially i{mproved eccnomic
performance in the 1988-1990 period, as set forth the Performance Indicators
above. 1In order to momitor the need for such movement on an anticipatory
basis, as well as to heighten GOH attention to it, timely and jointly prepared
assessments of Honduran export performance and internatiomal price
competitiveness during 1986 and 1987 will be essential, Such assessments will
“form part of the projected FY86 ESF program agreement.
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d. Programs and Projects: Number Total Cost ($ Thousands)
Dollars GOH Local Currency

i. Continuing:
Programs and projects which primarily contribute to this objective:

Economic Stabilization '
Facilicy 522-0283 597,500 (G) -

PL 480, Title L/III (FY85-90) - 87,000 (L/G) -
Development Administrationm 522-0174 2,500 (G 850
Strategic Planning & o

Technical Support 522-0269 4,000 (&) 1,500
Privatization of State-owned

Enterprises 522-0289 6,000 (G) 12,000
1ii. New:

None

e, Narrative:

In part, the economic performance improvements registered in 1984/85 reflect
the content of past ESF agreements. At the macro level, these agreements
included: limits oan overall credit expansion; a subceiling on credit to the -
public sector; and targets for the percentage of trade covered under a
liberalized exchange rate regime. At the micro/sectoral level, the agreements
included a host of structural reforms designed to improve, over the mid-term
as distinct from 1984/85, the efficiency with which the Honduran econemy
allocates the resources available to it. These structural reforms included
measures designed to: improve the creditworthiness of small farmers for
unsubsidized bank loans; expand private sector exports of lumber, reduce state
participation in activities that can be undertaken by the private sector; and
modernize tariff nomenclature as an initial step towards rationalizing the
structure of foreign trade taxes.

While, as detailed in Table III further on, full implementation of all
meagsures was not attained, both the agreements themselves and the resource
transfers provided by them did make positive contributiocns to the 1lmprovements
in stabilization and growth cutcomes registered over 1984 and 1985. v

More specifically, however, the ESF program has two objectives and must,
accordingly, be judged with respect to each of them independently,
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The first objective of the ESF program is to raise the level of GDP over and
above the level that would be attained without the additional import financing
provided by ESF cash transfers. This objective reflects a fundamental fact
about the structure of the Honduran economy -~ imports are the binding
constraint on the level of GDP that can be attained because of the very heavy
direct and indirect import content of production., Reflecting this, the
empirical evidence suggests that Honduras' GDP can be fairly reliably forecast
as equal to approximetely 3.1 times the level of imports, Thus, the ability
to finance imports is key. Without ESF, the ability to finance imports is
simply equal to the sum of export earnings, net external capital inflows and
the change in net internationmal reserves. With ESF included as an additional
source of import financing, the GDP level that can be attained will be
correspondingly higher (equal to approximately 3.1 times the ESF cash
transfer). On this basis, the contribution to GDP as a result of 1984 and
1985 ESF disbursements was equal to $225 million in 1984 and $287 million in
1985 with both figures in constant 1985 dollars. In terms of GDP growth, real
GOP was 7% higher in 1984 and 9% higher in 1985 than would have been the case .
without ESF, This means that GDP growth would have been negative in both 1984
and 1985 had ESF disbursements not taken place.

The second objective of the ESF program is to support amd/or condition
disbursements of the cash transfers on adjustments in the Honduran policy
framework designed to raise import capacity -~ export earnings plus net normal
sources 0f external capital inflows =- to levels that would permit the gradual
reduction of ESF cash transfers without reducing the GDP growth rate to
unacceptable levels.

On the basis of these observatioms, it is fairly easy to judge the ESF
program. With respect to the first objective, the ESF program is a resounding
success, In fact, it is a virtual certainty that, in the absence of quickly
disbursing ESF assistance, the level of employment, output and real income in
Honduras would have been significantly less than the levels that were
registered. As a result, ESF has been instrumental in keeping the 1lid on a
situation that, over the past few years, could have become socially,
palitically and economically explosive. In particular, ESF disbursements in
1984 and 1985 supported, respectively, approximately 66,000 jobs and 78,000
jobs. Without ESF assistance, the overall unemployment rate would have been

about 5 percentage points higher in 1984 and 6 percentage points higher in
1985,

With respect to the second objective, the record is mixed. Economic
adjustments in monetary, fiscal and exchange rate policies required for
disbursement have not been ideal in terms of coverage, timing or magnitude.
Additionally, and as set forth in Table IlI, performance in meeting the less
than ideal ESF programs that were negotiated sometimes fell short or were'
subsequently relaxed to support our broader political objective. But, the
reasons for the shortfalls in meeting the second objective of the ESF program
need to be stated openly and forthrightly. '
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ESF programs do not only serve the economic dimension of U.S5, foreign policy
objectives. In Honduras, these other dimensions include U.S. security
objectives, consolidation of the democratic process and Hounduran support for
U.S. regional programs. In essence, the Country Team has attempted to
maximize the economic adjustment content of the programs agreed to within the
context of the coamstraints imposed by the shifting balance of priorities among
all of the individual dimensions of U.S. foreign policy objectives. Thisg has
raquired what, in essence, can be described without pejorative connotation as
a "nibbling"” strategy —— moving forward in policy adjustment coverage,
magnitude and timing as broadly as possible. With respect to the economic
content of U.S. foreign policy objectives, this has not been costless, In
effect, broad adjustment on the exchange rate has been foreclosed as an option
for political reasons even though we continue to feel it is desirable for
fully meeting the second objective of fully substituting policy reforms for
ESF cash transfers as the basis for achieving acceptable growth, low inflation
and viable fiscal and balance of payments outcomes. Nevertheless, it is
Country Team's judgment that, within the constraints imposed by overall U.S.
foreign policy objectives, there has been reasonable success in meeting the
second objective of the ESF program. The Country Team believes that the
economic content of the programs that have been negotiated have served well
overall U.S. foreign policy interests.

TABLE III

SUMMARY REVIEW OF GOH COMPLIANCE WITH FY84
SUPPLEMENTAL AND FY85 ESF CONDITIONALITY

Condition Results/Impact

$17.5 million FY84 Supplemental ESF

Issuance of Central Action completed. In March 1985 the

Bank of Honduras Board Board of Directors of the Central Bamk

of Directors' Resolution of Honduras passed a resolution

to establish a special establishing a special payments mechanism
payments mechanism for for Central American trade which permits
Central American trade. Honduran exporters to Central America to hold

deposits in the Honduran banking system
denominated in the currencies of the countries
to which they exported. These deposits can be
sold to Honduran importers at an effective
rate of exchange determined by the market,
thus providing additional incentives for °
exporters and rationalizing import prices. ' It
is too early to realistically assess this
measure's actuzl impact on Honduras' regional
trade levels.



Establishment of a
program to gradually
discourage the repurchase
of government bonds by
the Central Bank of
Honduras.

Enactment of banking

law changes to guaranty
that lands of fered as
collateral for agricultural
credit be immune from
expropriation for a period
of up to four years.

Enactment by the Honduran
Forestry Development
Corporation {COHDEFOR) Board
of Directors of a resolution
that will expand on a
natioawide basis the
marketing system used
presently in the South

amd will rationalize other
COHDEFOR activities.

Enactment of legislation
and implementstion of
regulations to replace

NAUCA I Tariff Nomenclature
with that of Brussels Tariff
Nomenclature (BTN)/NAUCA II
anc convert all specific
tariffs to their ad valorem
equivalents,

Establishment of legal
basis for the eventual
sale of commercial
enterprises with publie
sector participation,
including submission of
necessary draft
legislation to Congress.
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TABLE III {(continued)

Action completed. The Honduran National
Congress passed a law in August 1985
establishing a2 program providing for the
emission of new types of GOH bonds.

By making the effective rate of interest

on thege bonds rise with the length of time
they are held, the bonds will have the effect
of gradually reducing the importance of
automatic repurchase guaranties to holders of
these bonds. As of March 31, 1986, bonds of
the new type represented 277% total bonds
1ssued to finance the 1985 public debt. The
continuation of such a trend will enhance
monetary stability amd serve to promote the
development of a private capital market.

Action completed. Too little time has
elapsed to judge the impact of these
changes on increasing credit flows to
the rural sector.

Action completed. Lumber export marketing
has been liberalized by allowing a more
direct role for the private sector.
Private entrepreneurs will now act as
COHDEFOR's agents, establish their own
lumber yards and directly export lumber
paying COHDEFOR a prearranged export fee,

Action not completed. GOH did complete
the technical work for the draft law.
However, the necessary legislation was
not submitted to Congress as a result of
concerns raised by private sector
interest groups.

Action completed., A Divestiture Law has
been passed by the Honduran Congress,



$75 million FY¥85 ESF

Submission to Congress of
necessary legislation to
privatize, eliminate or
reduce the participation

of the publiec sector in
certain functions carried
out by the Nationmal Housing
Finance Agency (FINAVI), the
Honduran Banana Corporation
(COHBANA) and the National
Basic Product Supplier
(BANASUPRQ).

Compliance with July
and October 1985

limits on overall credit
expansion, and with
credic expansion to the
public and private
sectors.

Compliance regarding
July and October

1985 target for the
proportion of value of
international trade
covered by the Special
Payments Regime for
Central America, and/or
.the self-financing
system.
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TABLE III (continued)

Action completed. An october 1985 law
transferred FINAVI's regulatory functions
to the Central Bank. The savings and

loan system can now be more adequately
maintained and controlled. The closing

of FINAVI and creation of a Housing Fund .
in the Central Bank have reduced the size
of the public sector involved in the
shelter sector. COHBANA survives only

as a small office which 1is expected to

be eliminated by the end of 1986,
BANASUPRO continues toc move towards support
for its owner-operated retail store
franchises, in lieu of an expansion of its
Bully-owned retail chain.

Preliminary figures provided by GOH

indicated compliance for July and

October limits. Preliminary 1985

year-end data indicate that GOH has

observed moderately restrictive limits on

net domestic credit expansion overall

and, in particular, to the consolidated public
sector. The GOH's performance in 1985
represented a notable improvement compared to
1984 and especially compared to the period
1981-1983, Such restraint nas served to both
reduce excessive pressure on imports and help
hold down domesgtic inflation.

Trade coverage was not expanded to

levels required to meet July and

October targets. While the GOH

failed to adopt transparent, objective

and official measures to expand the
proportion of international trade covered

by a liberalized exchange rate regime,

(i.e., the Special Payments Regime for
Central America and the import

self-financing system) to the extent callad
for in the ESF agreement, the GOH did enact a
number of formal and informal measures
resulting in a substantial increase in
liberalized trade. Although it is too early
to assess the measures' impact on trade flows,
the increased percentage of trade conducted at
a market determined exchange rate enhances
incentives for exporters while simultaneously
rationalizing import prices.
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TABLE 11l (continued)

Evidence that the GOH The GOR is searching for private sector
has adopted the investors to sell or lease the Sula
necessary measures Dairy plant, and for mechanisms to close
to privatize, reduce, down or transfer its input stores network
or eliminate the non- to the private sector.

banking functions of

BANADESA.

Achieving a substantial improvement in Honduras' economic performance by 1990
must be characterized in terms of z multidimensional constellation of
complementary performance indicators, The performance indicators include
targets for real growth and inflation at socially desirable levels; &
strengthening in the current -account deficit in the balance of payments to
levels that can be financed with a return to a reasonably positive figure for
net international reserves of the Central Bank; and a reduction in the overall
deficit of the consolidated nonfinancial public sector to levels that would
permit positive real growth in credit to be provided to the private sector
without generating excessive pressures on the balance of payments and prices.
All of the targets must, moreover, be accommodated within the limits imposed
by projected assistance flows from the U.S5., both ESF and non-ESF.

It should be emphasized at the outset that these are ambitious, but also,
achievable targets. Both of these observations are graphically, even starkly
iilustrated by Tables IV and V which follow. In order to achieve the socially
acceptable growth, inflation and net international reserve targets laid out in
the benchmark table, Table IV presents the “with" and “"without” policy
adjustment outcomes for balance of payments/fiscal performance and external
financing requirements. Table V lays out the key differences in balance of
payments fiscal performance and external financing requirements that result
from the "with"” and "without”™ adjustment outcomes.
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TABLE IV
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TABLE IV {Continued)

PROJECTED BALANCE DF PAYMENTS/FISCAL PERFORMANCE AND EXTERMAL FINANCING REQUIREMENTS

SCEMARIO B With Policy Adjustaent
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TABLE ¥
KEY GAPS BETWEEN WITHOUT AND W#ITH POLICY ADJUSTMENTS SCENARICS

Millisns of Lampicasi

EST PR0J PELS 3R £20d aani
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Shortfall in Experts/Additional ESF Financing
Raquired Lo Meet Growih and Net Intaernaticnal
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i, Meainal 0.0 .0 8.9 78,4 212,5  ITL4 0 Sl
b. #&s X of GOP 9,01 9,01 0,01 1.91 .3 4,01 S.0%
Additional ESF Budget Support Required 0.0 0.0 0.8 78,6 225 LA SHLT

The key points that derive from these tables can be stated quite simply:

- Enhanced export growth and fiscal discipline are the twin keys to achieving
soclally acceptable growth, inflation and net intermational regerve targets
without generating balance of payments and fiscal outcomes that require
massive additional ESF financing.

- Both the enhanced export growth amd fiscal discipline requirements are
achievable. B

= In the case of export growth, the requirement is to raise the average
annual export growth rate from 8.6% in the "without™ adjustment scemario to
the 12,42 average annual growth rate in the "with” adjustment scenario. °

= In the case of enhanced fiscal discipline, in the "with” policy adjustment
scenario, fiscal revenues over the 1986-1990 period would have to rise at a
10.0% average annual rate rather than an 8.2% rate "without” adjustment, and
expenditure increases would have to fall from a 10.9% average annual rate
"without"” adjustment to a 7.2% average annual rate "with” adjustment, or some
equivalent combinationm,

-~ 1If the required policy adjustments do not take place and if the U.S. were
to commit itself to sustaining the growth, international reserve and inflation
targets for 1990; the price tag in the form of additional ESF over and above
currently programmed levels would be on the order of $500 millien.
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The achievabllity of these targets for enhanced export growth and fiscal
discipline 1s within reach. They are spelled out in qualitative terms as
policy dialogue actions discussed above. To illustrate, a restoration of
Hormduras' market share in the U.S. import market relative to other Cemtral
American countries would imply additional export growth of over $100 million.
The implementation of full private sector operation of lumber export
marketing, by raising Honduras export of lumber to 1977 levels, would provide
an additional $20 million in export earnings. The opening up to foreign
investment of tourism operations on the north coast could probably provide an
additional $5 to $10 million annually in direct foreign investment, plus an
additional $1 to $2 million annually in net tourism revenues., Similar
observations apply to the potential for net budget savings. Reduced payrolls
in the heavily overmanned decentralized public sector could provide budget
savings of $20 to $50 million annually. The passage of legislation that would
make all tariff rates ad valorem could raise revenues by some $15 million
annually. Better administration of existing taxes could raise revenue by $50
million annually.: In brief, and both with respect to enhanced exports and
fiscal discipline, there are a variety of combinations of packages of
‘structural adjustments that could make the targets for fiscal and balance of
payments performance achievable.

The key dilemma is the extent to which the mobilization of political will
within the GOH can be reconciled with U.S, political interests. Our strategy
will be to work to achieve policy packages for ESF disbursement that are
acceptable to the GOH and compatible with both US foreign policy interests and
credibility in economic content,

The PL 480 Title I Program, which finances the foreign exchange costs for the
bulk of Honduras' wheat imports, alsc has made a significant contribution te
our rural sector objectives and this impact is expected to continue. Many of
the PL 480 Self-BRelp Measures contribute to long-term growth and policy reform
in the agricultural sector.

PL 480 local currency generations for F¥s 1985-90 will amount to the
equivalent of $87 wmillion. These generations have been and will be programmed
to improve production and rural income through activities such as: regional
cooperatives development; crop diversification; irrigation; agricultural
research; horticulture production; pasture and feed improvements; agricultural
information; extension; and river basin planning. Since most of these local
currency resources have complemented ongoing projects, the production impact
of these activities are included under the next objective.

f. Budgetary Impact:

[}

FY87 FY88
($ Thousands)
DA 3,000 2,000
ESF 90, 000 108,752
PL 480, Title I 14,000 15,000

G0H Local Currency 1,000 6,000
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B. Goal: Laying the Basis for Long~term Growth

1. Objective: Increase agricultural production by $400 million by 1990,

a. Key assumptions:

= The banana industry continues its present level of operations in Honduras.
-~ Agrarian reform implemented on a consistent and prediccable_basis.

- No major weather disasters nor new or expanded crop or livestock diseases.
- Internatioﬁal comnodity prices maintain reasonable levels.

- Reduced capital flight from the agricultural sector to urban centers and
abroad.

= Private investment in agriculture increases.
- Stable other donor support to aml public sector spending on agriculture.

b. Performance Indicators: Benchmarks/Target Dates

FY84 FY87 FY&8 FY89 FYS0
Generate $400 million in agricultural
production by 1990. ($ nillions) - 55 147 262 400
Increase real per capita agricultural
GDP by 10Z by 1990. (1986 = $343) - 363 377 386 400
16,000 farmers will receive
supervised credit by 1990, 4,060 5,400 8,650 13,300 16,000
4,750 hectares will be irrigated .
by 1990. - 775 1,900 3,150 4,750
Fifty million additicnal
board feet of lumber will
be produced by 1990. (millions) - 11 23 35 50
Banana ylelds per acre will rise N
on 5,000 acres from 712 boxes .
to 1,047 by 1990. - 836 890 964 1,047

Coffee production will increase by
29 million pounds by 1990, (millions) 2.2 18 24 27 29
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FY84 FYg87 FY88 FY89 FY90

19,400 farmers will benefit from
improved small farmer
organizations. 2,400 4,347 9,427 12,547 19,400

Basic grain (cormn, scrghum,

beans) production will increase

by 3,000 metric tons (from 28,500

metric tons to 31,500 metric tons)

in southern Honduras by 1990,

(The equivalent of a 10 increase

in vields.) {(metric tons) 120 570 1,140 2,000 3,000

224 additional cattle companies
(with approximately 50 head each) '
will be formed by 1990. (1986 = 196) - 114 179 199 224

1 i) A 1.3 -
e —

POy & |

market roads reconstructed by 1990, - 250 500 750 1,000

2,500 kms. of farm to market
roads will be maintained by 1990. - 1,750 2,050 2,350 2,500

12,000 farmers will benefit from
newly disseminated rural :
technologies by 1990 1,300 6,000 8,000 9,600 12,300

660 marketing operators will
have improved their practices
by 1990 - 50 250 450 660

15,000 hillside farmers using
improved production practices

by 1990.

6,000 9,000 12,000 15,000

c. Poliecy Dialogue Actions:

- Amend the Agricultural Development Law by December 1986: to establish
procedures which allow medium— and small~scale producers to benefit from duty
free provisions either as individuals or through their associations; and to
make its coverage more flexible (e.g., change the duty free list from one of
individual inputs to one of generic categories); and, by December 1987, to
-allow land rentals according to streamlined, consistent, and transparent
ceriteria, *‘
- Develop legislation encouraging investments in agro-industries by December
1986. For a minimum of ten years, this law would: permit duty free
importation of capital goods and inputs required by agro-processing facilities
using local products as raw materials; exempt agro~industries from the 57
sales tax; exempt agro-industries f{rom corporate income tax; and provide
income tax credits for agro-industry investments.
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~ Modify Banana Export Incentive Law by December 1986, permitting
bonuses based on the performance of individual firms, independent of the
overall performance of the banana export industry.

- FEnact legislation enabling cooperatives to own stock in publicly held
corporations by March 1987,

= Implementation of the Honduran Marketing Agricultural Institute's
(IEMA) policy to rely more heavily on free market incentives for basic
grains, divest redundant grain storage facilities, and increase the role
of the private sector in grain marketing. Plan developed by December
1986 and implemented by September 1987.

~ Divest subsidiary industries of the Honduran Forestry Development
Corporation (COHDEFOR), e.g., Wood Services, Inc. (SEMSA) lumber yard and
Locomapa sawmill, and increase the role of the private sector in lumber

production and marketing. Plan and the actual divestiture implemented by
December 1987,

- Enact a water law by December 1986, which regulates the use of water
resources and protects investments in irrigation works and, by September
1987, which permits titling economically viable, non-coffee producing
properties of less than five irrigated hectares.

d. Projects: " Number Total Cost ($ Thousamds)
Dollars GOH Local Currency

i. Continuing:

Projects which primarily contribute te this objective:

Rural Technologies 522-0157 9,000 (G) 3,950
Rural Trails and Access Roads 522-0164 730 (G) 7,050
20,970 (L)
Natural Resources Management 522-0168 3,900 (G) : 3,450
12,252 (L)
Small Farmer Titling 522-0173 2,500 (&) 2,000
10,000 (L)
Small Farmer Coffee Improvement 522~-0176 4,250 (G) 14,500
16,000 (L) .
Co-op Development - FACACH (OPG) 522-0177 500 (G) 259
Small Farmer Livestock 522-0209 3,000 (&) 4,350
Improvement 10,000 (1)
Rural Traills and 522-0214 1,315 (&) 14,850

Access Roads 1I 18,6385 (L)



Small Farmer Ag. Div. (OFPG)
Envirommental Ed. II (OPG)
Agriculture Research Foundation
Small Scale Livestock (OPG)

Small Farmer Organization
Strengthening

Irrigation Development

Agricultural Marketing

Mosquitia Relief Devlp.
(Infrastructure component)

Model Co=-op Dev, (OPG)

Program Development & Support
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Number

522-0227
522-0234
522-0249
522-0251

522-0252

522-0268

522-0271

522-0278

522-0300

522-09103

Total Cost ($ Thousands)

Dellars
480

75

23,000

438

7,500
8, 500

5,000
15,000

5,000

2,421

396

CONT.

Pro jects which have a secondary impact which contribute

Economic Stabilization Facility

Export Development & Services

Privatization of State~owned
Enterprises

Strategic Planning and
Technical Support

ii. New:

522-0283

522-0207

522-0289

522-0269

597, 500
7, 500
16,000
6,000

4,000

Projects which primarily contribute to this objective:

Agribusiness Investor
Support

Forestry Development
Land Use & Productivity
Enhancement

Private & Voluntary
Organ.-0PGs (FY87-90)

522-0241

522-0246

522-0292

522-9999

7,000
18,000

5,000
15,000

6,000
12,000

800

(6)
(G)
(G
(G)

(G)
(L)

(6)
(L)

(6)
(G)

(6)

GOH Local Currency

473
140
4,500
300

10,750

3,750

1,000

50

to this objective:

(G)
(G)
()
(G)
(6)

(6)
(L)

(6)
(L

(6)
¢

(&)

8,100

12,000

1,500

5,000

4,000

4,000

200
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e. Narrative:

Rural Honduras is poor. Sixty percent of the rural families have annual
incomes below $250, or less than $50 per person —— less than one dollar per
week. One-third earn annual incomes ranging from $250 to $1,000. Only 7%
receive annual incomes above $1,000.

The rural labor force suffers massive unemployment which is worsening.
Full-time jobs are available for only about 607 of the 730,000 workers in the
rural labor force. Employment opportunities are expanding at 2.8%7 a year, but
the population is growing at about 3% a year.

Agriculture employs over 602 of Honduras' work force, produces 80%Z of its
exports and over 30% of its GDP. This sector has determined GDP growth or
decline over the past 25 years,

Homduras has the largest proportion of mountainous land in Latin America. TIts
broken geography thwarts development, hampers marketing and the provision of
services, exacerbates isclation, and retards technological improvement. Less
than 20X of the potentially cultivable land is farmed. Twice as much land is
left fallow and almost twice as much is eroded as is farmed. QOnly 14% of the
potentially irrigable land is irrigated, 75X of which is planted in bananas
and sugar cane. Yields for basic grains and export crops are the lowest in
Central America. Only 3% of the farmers cousistently use formal credit and
real agricultural credit flows are only at 1970 levels. Agro-industrial
activities are limited in scale and importance.

The high-level Presidential Agricultural Task Force (PATF) which visited
Honduras in late 1982 presented several policy recommendations aimed at
increasing production, stimulating private sector investments, improving
organizational structures, and creating more viable markets, These
recomnendations, pursued through our policy dialogue, have resulted in a
number ¢f improved GOH agricultural policies:

- maintenance of positive interest rates for agricultural credit and applying
stricter lending criteria to agriculture ceooperatives;

- divestiture of govermment-owned wood processing operations (i.e., a $2.75
million sawmill has been transferred to a private company, and another sawmill
was liquidated);

- gubstantial expansion of the private sector's role in lumber marketing;

- modification of the Agricultural Development lLaw to encourage new.
technologies through duty free imports of agricultural inputs; and ,

- passage of a new law providing fiscal incentives to agro—industries
processing Honduran produced raw materials.
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As a direct result of recent policy negotiations, rural property committed as
loan collateral can be held by banks for up to four years in case of default.
The removal of uncertainty with respect to agrarian reform intervention will
facilitate farmer access to the banking system,

We are maintaining the production-oriented rural development strategy outlined
in the FY 1987 Action Plan, Program impact meagurement, however, has shifted
from a percent of Gross Domestic Product fo an absolute figure for
agricultuyral production, The previously used indicator made impact
measurements unnecessarily vague, Natural phenomena =-- such as drought,
floods, and insect and disease infestations -- as well as international market
conditions for coffee, sugar, beef, and banana exports affect agricultural GDP
in non-predictable, uncontrollable ways. Therefore, the contribution of our
portfolioc to agricultural production in dollar terms has replaced the previous
benchmark.

These production amd income changes will be prompted by: dollar-funded
projects; policy negotiations; CBI trade advantages; and activities financed
with GOH local currency generated through ESF balance of payments and PL 480
Title 1/I11 programs.

Between 1983 and 1985, the value of banana exports Increased by approximately
$80 million (to $281 million); coffee by $40 million (to $190 million); and
shrimp and lobster by $15 million (to $51 million)., WNontraditionmal
agricultural exports jumped from $26 million in 1982 to $47 million in 1984,
an 80%7 increase.

By the emd of 1986, our efforts will have assisted over 34,000 farmers
increase their incomes by over $36 million. The biggest single benefit
accrued to 6,250 coffee growers who produced over 22 million pounds of
additional coffee. Other beneficiaries include 170 small livestock companies
that received approximately 10,000 head of cattle; almost 4,000 small farmers,
working on 7,000 hectares, who increased their basic grain yields (doubling of
yields in corn 1s common == tripling is not rare) and incomes while preserving
their soil/water/forest base and increasing the production of fuel wood;
10,000 farmers who received cost-effective technologies; and 18,000 farmers
who received fee simple, definitive titles to their land.

A base has been established for continued agricultural advances through the
establishment of a private sector research organization which already has
saved producers over $250,000 in nematode and pesticide applications by
recommending proper treatment levels, and has identified a citrus piercing
moth which endangers Honduras' $8 million annual citrus crop.

In addition, more effective financial services are being provided to 39,000
Credit Union Federation members. A pilot resource mobilization program has
been introduced successfully, loan recoveries have been improved, investment
credits have been expanded by an estimated at $5 million, and export earnings
of members were increased by $1 million,
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The Mosquitia Relief and Development Project (522-0278) is financing the
reconstruction of a bridge swept away by floods, the repair of several other
bridges, and the repair and reconstruction of a road to maintain year-round
comnrunication within portions of the Mosquitia area which also will advance
this objective. These activities will link some 30 communities and provide
access for upwards of 25,000 pecple to market, supplies, and medical and
social services, All work is being carried out with labor intensive methods
and will leave a corps of experienced skilled and unskilled laborers in the
area., This component also is managing the reforestation of burned over area.
A tree nursery, vehicles and 100,000 seedlings are being provided.
Additionally, agricultural implements (machetes, axes, hoes) and seeds were
distributed to residents amd newcomers to speed increases in agricultural
production and self-sufficiency,

The combined effect of ongoing activities, new projects and peoliey
negotiations between 1987 and 1990 are summarized in the first benchmark above,

The present project portfolio will contribute approximately 752 of the
expected $400 million agricultural growth. New initiatives will add
approximately $100 million. -

The activities carried out to reach our export earnings and employment
objectives also make significant coantributions to this objective. For
example, the Honduran Federation of Agricultural and Agro-industrial Producers
and Exporters {FEPRO), founded in 1984 by agribusiness leaders and producers
associations to capitalize on CBIL trade opportunities, has successfully
promoted and supported over $8 million in investments in 12 new agribusiness
ventures and $3 million in export earnings. These activities are discussed
under those other objectives.

f. Budgetary Impact:

FYa7 FY88
($ Thousands)

DA 25,691 . 29,500
GOH Local Currency 13,000 15,000
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2. Objective: Generate $320 million in export earnings by 1990.

a. Key assumptions:

-~ The GOE will have the political will to enact, revise, and enforce local
laws, policies, and practices to enhance export competitiveness.

- In spite of regiomal political difficulties, the private sector will be
willing to invest in Honduras.

- CBI legislation continues (i.e., no more products are excluded) and no
additional nontariff barriers are built.

= Air and marine transportation services will provide timely and adequate
services to exporters,

- International prices of Honduran exports will not fall below the 1983 to
1985 levels.

b. Performance Indicators: Benchmarks/Target Dates:

FY84 FY87 FY88 FY89 FY9%0

AID supported projects and CBIL

trade benefits will generate $80

million in nontraditional agri-

cultural exports. ($ millioms) 0 11 28 51 80

AID-supported projects will

generate $190 million in tradi-

tional agricultural exports,

($ millions) 2.4 29 72 127 190

AID-supported projects will
generate $50 million in non-
agricultural exports. ($ millioms) 0 7 18 33 50

TOTAL FY 1987 - 90 47 118 211 320

¢. Policy Dialogue Actions:

— By December 1986, decisions on investment approvals should be reached within
30 days.

Y
- By December 1986, reduce paperwork, processing time, procedural steps and
controls that impede or delay export activities and the promotion of foreign
investment, i.e., the time for qualifying firms to use the Temporary Import
Law should be reduced to 15 days, the time for clearing each import shipment
under the law should be reduced to one day, and the benefits of the Export
Promotion Law should be increased to compensate fully for the taxes and
surcharges paid by exporters on their imported inputs, estimated at 242 of the
value of imports.
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- By mid-1986, eliminate the uncertainties exporters face obtaining foreign
exchange from the Central Bank for necessary imported inputs by giving them
the highest priority among claimants for foreign exchange and processing their
requests within a maximum of seven days.

- By mid-1986, provide foreign exchange for remittance of profits by foreign
companies within 30 days of requests.

- By October 1986, restructure the GOH export and investment promotion
programs by centralizing them in one office to be presided over by members of
ministerial rank, and which will report to the Econcmic Cabinet and the
President.

= Undertake efforts to emphasize that a major increase in exports 1s one of
the GOH's highest priorities. 1In public declarations by the President, and in
Presidential directives submitted to the Ministers (and through the Ministers
to all levels of govermment employees), the facilitation of exports will be
set as the first order of importance. The President will declare 1987 the
"Year of the Exporter”, and a program of events and awards will be established
to recognize successful export accomplishments.

- Enact legislation to encourage and facilitate the establishment and use of
privately-owned and operated Export Processing Zones (EPZs) by September 1986,

- Continue to enhance private sector participation in the export marketing of
lumber.

d. Projects: Number Total Cost ($ Thousands)
Dollars GOH Local Currency

i. Continuing:

Projects that primarily contribute to this objective:

Export Development and 522-0207 7,500 (G) 8,100
Services 16,000 (L)

Artisan Product Marketing (OPG) 522-0250 510 (G) 121

Program Development & Support 522-9106 CONT. -

Projects which have a secondary impact which contributes to this objective:

Small Business Development 522~0205 600 (G) 4,400
Agriculture Research Foundation 522-0249 23,000 (G) 4,500
Advisory Council for 522-0257 6,325 (G) 4,450

Human Resource Development
(CADERH) - OPG
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Number Total Cost ($ Thousands)
Dollars GOH Local Currency
Strategy Planning and
Technical Services 522-0269 4,000 (G) 1,500
GEMAH Institutional
Strengthening (OPG) 522-0256 1,000 (G) 240
ITEC Institutional
Strengthening (OPG) 522-0287 480 (G) 132
Small Farmer Coffee 522-0176 4,250 (G) 14,500
Improvement 16,000 (L)

ii., New:

Pro jects thaé primarily contribute to this objective:

Private & Vol Organ. - OPGs 522-9999 400(G) 100
Projects which have a secondary impact which .contributes to this objective:

Forestry Development 522-0246 5,000 (G) 4,000
15,000 (L)

e. Narrative:

USAID's development strategy is based on the premise that private sector-led
growth resulting in the generation of foreign exchange and employment is the
most reascnable way to address the present weak economic conditions.

Qur private sector strategy aims to generate empleoyment and foreign exchange
by eliminating policy, legal, and regulatory barriers to the development of
private enterprise; shift the main policy direction to the development of
exports; eliminate the direct involvement of the GOH in productive activities;
promote investment and joint ventures geared to exports; enhance the role of
the private sector in the policy formation process; strengthen the technical
and managerial skills of the private sector and its capscity to organize and
to venture into new areas; and develop the private capital market to provide
debt and equity financing. :

We emphasize stimulating traditional and nontraditional export industries
based on the trade opportunities offered by Caribbean Basin Initiative (CBI),
and Honduras' competitive advantage in relatively low-cost and trainable
labor, and proximity to the U.S5. market.

One of the important constraints facing the Honduran private sector is its
weak organization, primarily with regard to promoting nontraditional exports.
We already have initiated action to address this problem with the
establishment of the Foundation for Entrepreneurial Research and Development
- (FIDE) which provides support services for nontraditional export enterprises,.
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There has been some movement toward an improved investment climate and in
simplifying procedures. The Ministerial Advisor to the President recently
convened a meeting of representatives of public and private sectors to
reactivate the Council for Investment Promotion (COPIL). FIDE has been working
to simplify procedures of the Temporary Import Law and to facilitate
transactions under the law. The time required to process documents has been
reduced about 30%, but sigunificant further decreases can be achieved.

As mentioned above, FIDE is providing assistance to nontraditional Honduran
industrial enterprises to esnable them to become successful exporters. FIDE's
goal is the creation of jobs, ipcome and foreign exchange through exports., 1In
16 months of operations, FIDE has established itself as a respected supplier
of services for the export community. It provides assistance in production,
management, finance, marketing, and liaison with government agencies. It has
coantracted with the International Executive Service Corps (IESC) to survey
three subsectors: wood products, apparel and electrical/electronic products.

In the apparel subsector, IESC evaluated 30 apparel and three textile
manufacturers, of which 15 manufacturers were considered to have the potential
to initiate or expand exports. FIDE has agreements with 11 of them and, to
date, has assisted six to export approximately $1.1 million value—added in
Honduras creating approximately 220 jobs. FIDE is projecting total exports of
$6 million and 1,200 new jobs by the end of 1986 in this subsector alone.

In the wood products subsector, scme 22 producers were evaluated and FIDE
signed agreements with 14 of them. FIDE-assisted contracts in this subsector
have resulted in export value-added of $300,000. By the end of 1986, FIDE
projects a total of $4 million in wood products exports, creating 800 jobs.

In the agro-industrial subsector, nine enterprises signed agreements with

FIDE. Exports to date total $700,000, with products already introduced to the
U.S. market expected to total $1.5 million by late 1986, creating 300 new jobs.

In the electrical/electronics subsector, IESC surveyed ten companies to
assemble products for the local market. Several firms were identified with
immediate export potential. FIDE has signed agreements to provide consultant
services to private sector intermediaries, and has other techmical cooperation
agreements with the United Nations Development Program's office and the
Ministry of Econoay.

FIDE projects that its combined efforts will result in total exports of $11.5
million and job creatiom of 2,300 by the end of 1986. It also is working to
develop privately owned and operated Export Processing Zones (EPZs). With the
proper legislation, some 10-13,000 jobs can be created in Honduras in five
years, 25-30,000 in ten years, and 80-100,000 by the year 2000. '

Export-oriented activities in the agricultural sector are being undertaken
through the Honduran Federation of Agricultural and Agro-industrial Producers
and Exporters (FEPRO). FEPRO provides export development services to producer
associations and individual investors. Systems are belng developed to eunable
cacao and vegetable producers to increase their production of export quality
crops. Joint ventures between domestic and foreign investors in pineapple,
plantain, ornamentals, spices, and shrimp are being promoted.
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These and other efforts have resulted in: the investment of $8 million in 12
new or expanded export enterprises with increased exports of $3 million and
the creation of 1,400 jobs; the export by cooperatives of melons and cucumbers
to the U.S. winter market at the rate of $1 million annually; and the
recuperation of coffee production with export earnings of $13 million
annually. Agricultural projects will produce total export earnings of $40
million in 1987 and $92 million in 1990.

USAID also is developing an improved in-country capacity to provide modern
management and skills training to complement productive activities. With the
establishment of the Honduran Managers' Association (GEMAH) and the Advisory
Council on Human Resources Development (CADERH), which are discussed under our
employment objective, we are exploring other areas to improve and expand
managerial skills. Our efforts in vocational skills training and
certification, which will begin in FY87, will train and certify 100 workers
and supervisors for wood products export industries during FY 1987, 150 during
FY 1988, and 250 during FY 1989; train and certify 1,000 workers and
supervisors for apparel export industries annually between FY 1987 and FY
1990; and train 1,000 business managers and supervisors in topic specific
management, supervisory, and management support skills annually during FY 1987
and FY 1990,

f. Budgetary Impact:

FY87 FY88
{(Thousands of dollars)
DA 6,100 150
GOH Local Currency 9,000 10,500

3. Objective: Generate 300,000 person—years of productive employment by 1990.

a. Key assumptions:

- Growth of private sector production and investment will result in
substantial employment generation.

~ Labor-management relations will be stable.

- Continued significant levels of ESF assistance.
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b. Performance Indicators: Benchmarks/Target Dates:

INCREMENTAL PERSON-YEARS OF EMPLOYMENT GENERATED

(Thousands)
FY 84 FY 87 FY 88 FY 89 FY 90

Attributed to ESF Balance of

Payments Support to Honduras 1/ 30 66 56 54 50
Attributed to Non-ESF Sources: 2/

Commercial Agriculture - 8.0 14 20 25

Export Processing Zones - 2 2. 2.

Irrigation Development - 0.1 0.2 0.25 0,15
TOTAL ANNUALLY (FY 87-90) 75.1 72.2 76.25 77.15
TOTAL CUMULATIVE 74.1 146.3 222,55 299.7

1/ Represents incremental person-years of employment made possible by ESF balance

of payments support.

2/ 1Includes DA, CBI programs, and private foreign investment which can be linked

directly to our projects.

OTHER INDICATORS

FY 87

FY 88 FY 89 FY 80

Persons in private businesses
receiving technical and
managerial training. (000s)

Persons in expori industries
receiving training. (000s) 2.1
Investment in agriculture
increased by $41.6 million.

($ millions) 21.3

Investaent in industrial
sector increased by $37.2

million. ($ millioms) 9.2

¢. Policy Dialogue Actions:

Enact legislation to encourage and facilitate the

2.2 2.2

28.9 35.2 41.6

23.2 37.2

]

establisiment and use of

privately-owned and operated Export Processing Zones by the lst quarter, FY87.

-

Reform the 1978 Small- and Medium-Industries and Artisan Developument Law to

provide new incentives for labor intensive industries by the 4th quarter, FYS87.

appropriate quality controls for training through
become an accepted norm by FY88.

Private sector invelvement in determining training priorities and assuring

trade certification will
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d. Projects: Number Total Cost ($ Thousands)
Dollars GOH Local Currency

i. Continuing:

Projects that primarily contribute to this objective:

Employment Generation Program 40,000
Small Business Development 522-0205 600 (G) 4,400
CEMAH Institute, Streng.(0PG) 522-0256 1,000 (G) 240
Human Res. Devl. Council~

CADERH (OPG) 522-0257 6,325 (G) 4,450
FUNADEH - PADF (OPGs) 522-0263 132 (G) 868
ITEC Institutional Streng.(O0FG) 522-0287 486 (G) 132

Projects which have a secondary impact which contributes to this objective:

Economic Stabilization Facility 522-0283 597,500 (G) -
Export Development 522=-0207 7,500 (G) 8,100

& Services 16,000 (L)
Artisan Product Marketing (OPG) 522-0250 510 (& 121
Al}l Agriculture Projects

listed under Objective B.1 Various 247,212 71,372
All Shelter Projects Listed

under Objective C.4 Various 98,255 21,950
(11) New

Projects that primarily contribute to this objective:
Private & Vol. Organ. - OPGs 522-9999 800 (G) 200
e. Narrative:

In 1984, the unemployment rate was estimated at 25%Z. During the period
1986-1990, approximately 250,000 additional workers are projected to enter the
Honduran labor force. Therefore, there is a critical need to create
short-term additional employment opportunities to prevent unemployment from
reaching politically destabilizing levels,

Our short-term strategy is to stabilize the economy and reduce current and
potential social tension steming from a2 high unemployment level. Employment
generation is the top priority of President Azcona's administration.
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Over the longer term, economic growth, coupled with an increase in private
investment, especially in the area of nontraditional exports must be
achieved. Our objective is to provide 300,000 perscn-years of work over the
1986—-90 period through increasing agricultural commercial and private sector
production, and enhancing employment by developing stronger human resources
through training.

Increased investment, both foreign and domestic, is essential for meeting our
employment objective. Despite the progress made during the last two years
through passage of the Temporary Import Law, the Export Promotion Law, and
other measures; the serious disincentives to investment and constraints to
export promotion remain. Several of the most significant are: the distorted
image of the political, security and economic climate in Honduras which
continues to have a dampening effect on business and investment; the excessive
red tape and complicated GOH controls on imported raw materials, equipment,
foreign exchange and repatriation of profits; an improving though still
overvalued exchange rate; and an inadequate judicial system.

The USAID is working to assist the GOH remove obstacles the public sector now
places on investment; improve access to foreign exchange; redress for
investors the competitive disadvantage (vis—a—vis neighboring countries) of an
overvalued exchange rate; and develop Export Processing Zones., (See
discussion under the exports amd agriculture objectives for a description of
the investment impact of our program.)

ESF balance of payments support will continue to have a major impact on
employment generation. Over 50,000 person-years of work were generated in
1985 as a result of this assistance. This facludes achievements of the
Employment Generation Program which is financed with local currency generated
as a resulr of ESF support. This Program provided 350 person-years of work as
of March 1986. Some 7,300 person-years of employment will be provided by the
end of FY 1990 through approximately 55 public works projects such as water
supply systems, erosion control, reforestation and repair of public buildings.

Other programs financed by local currency generations resulting from ESF
support also have contributed significantly to employment generation in the
past two years. '

Our Housing Guarantee Program contributed 1,056 person-years of employment in
FY85. Implementation of the existing HG pipeline will generate 6,267
person—~years of employment through FY 199Q. Qther shelter and primary
education construction projects will generate over 3,000 additiomnal
person-years of work,

»
The agricultural gector is largest employer in Honduras and our efforts in
achieving the agricultural production objective will contribute significantly
to employment., For example, the Irrigation Development project, which will
finance infrastructure construction in five areas of the country, will
generate 750 person-years of employment through its implementation and
addicional employment through increases in commercial agricultural production
made possible by irrigation.

Ll
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~.The Export Development anmd Services Project will create 2,300 new jobs by the
end of FY 1986, Total employment generation for the period FY 1987 - 90 under
this Project is projected at 10,000 persons-~years of work of which 6,000 are
related to Export Processing Zones (EPZs).

Qur portfolio of small business development projects ranges from
micro-enterprises (OPGs for AITEC/ACCION International and Aid to Artisans),
to small-scale enterprise (FUNADEH), to small- and medium—size businesses. To
date, these activities have resulted in 525 new jobs created and 530 persons
who have maintained or upgraded their employment as artisans.

Under the Advisory Council for Human Resources Development (CADERH) and ITEC
Institutional Strengthening projects, private sector trade advisory committees
were organized and specific competencies for semiskilled and skilled workers
in the trade areas of welding, industrial mechanics, wood working, accounting
and bookkeeping are being defined; and a skills certification system and
competency—based curricula are being developed. Under the Honduran Managers'
Assoclation (GEMAH) project, during FY 1985 over 40 rraining courses were

of fered to 800 entrepreneurs and managers. Increases in industrial
productivity of up to 10% have been attributed to this new training.

Projects and activities addressing other cbjectives also have significant
employment impacts as secondary benefits.

f. Budgetary Impact:

{FY87) (FY88)

(Thousands of dollars)

DA 2,945 2,700
GOH Local Currency 45,000 60,000

C. Goal: Equity and Broad Participation in Development

1. Objective: Reduce the population growth rate to 2.7% by 1990.

a. Key assumptions:

~ Continued GOH support for family planning.
- Socletal opposition to family planning remains at the limited current level,

-~ The level of private sector family planning services apart from those of
ASHONPLAFA remains stable.
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" b. Performance Indicators: Benchmarks/Target Dates:

FY 84 FY 87 FY 88 FY 89 FY 90
Contraceptive prevalence
will increase (7 women age
15 to 45) 35 37 40 43 45
Increase numbers of
contraceptive users (000) 64 80 110 . 140 175
Increase annual voluntary
sterilizations (000) 6 8 12 17 ' 22
Population growth rate (X) 3.3 3.0 2.9 2.8 2.7

¢. Policy Dialogue Actiouns:

Virtually all the major policy decisions have been made. These include a GOH
population policy to limit population growth; a Ministry of Health (MOH)
population program to extend family planning services; norms permitting
liberal access to voluntary sterilization services; nomms permitting rural MOH
personnel to prescribe orals and insert IUDs; contraceptives included in basic
medicine lists for all levels of the health care system; and duty free import
of contraceptives. Our efforts will be to see that these policy decisions
will be maintained.

d. Projects: Number Total Cost ($ Thousands)
Dollars GOH Local Currency

i, Continuing:
Projects which primarily contribute to this objective:

Health Sector 1

(population funds) 522-0153 3,050 (G) 124

- Leadership Pop. Education (OPG) 522-0240 320 {G) -

Private Sector Pop. Prog. (OPG) 522-0286 9,810 (G) I2,937

Program Development & Support 522-9104 CONT. (G) -
ii. New:

Projects which primarily contribute to this objective:

Health Sector II
(population funds) 522-0216 5,000 (G) 1,250
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¢, Narrative:

Overall contraceptive prevalence has increased from 27X in 1981 to 352 in
1984, In Tegucigalpa, during the same period, contraceptive prevalence
increased from 47% to 56%. Total fertility rates, the average of number of
children a woman bears, has dropped from 6.5 to 5.4 during the same period.
The crude birth rate has dropped from 44/1000 at the beginning of the decade
to 37/1000. The consequence of these changes is that the population growth
rate could be lower than the official 3,42 rate, possibly as low as 2.9%.

The GOH's most recent National Development Strategy (1986-1989) calls for
reducing the population growth rate and limiting average famlly size. To
accomplish this, the Strategy recommends programs in population education and
the delivery of family planning services. The MOH family planning division
has ambitious plans to increase the number of active users of contraceptives.
Training of MOH staff in family planning methods has been carried out, and
mass media promotion campaigns have begun. The major bottleneck is in the
logistic system, which is receiving priority attention. The Social Security
Institute (IHSS) provides family planning services to urban-based clientele.
In 1984, IHSS accounted for 2% of all contraceptive users.

The other major domor to public sector family planning is UNFPA. 1t provides
technical assistance, training, pays salaries for MOH personnel, and supports
mass media promotion campaigns. We are in constant contact with UNFPA
representatives and our two programs are complementary.

In the private sector, our program is with the local private IPPF affiliate,
the Honduran Family Planning Assoclation (ASHONPLAFA). To date, ASHONPLAFA
has been the major source of family plamning services in Honduras through one
large clinic in Tegucigalpa. We are assisting ASHONPLAFA to establish five
new regional family planning centers, each staffed and equipped to deliver the
full range of family planning services, including voluntary sterilizations,
This will enable ASHONPLAFA to decentralize its functions and to develop a
gore flexible management style so as to meet the demand for family planning in
rural areas.

f. Budgetary Impéct:

FY87 , FY88
(Thousands of Dollars)

DA 3,724 4,350
GOH Local Currency 1,000 1,500
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2. Objective: Increase life expectancy of the population to 63 years in 1990.

a. Key assumptions:

~ Continued preferential support for child survival activities over hospital
care.

« Ministry of Health (MOH) supports key institutional developument activities
by continuing to provide competent, interested counterparts and by making
timely decisions.

- Effective coordination between major intermational donors is maintained.

b. Performance Indicators: Benchmarks/Target Dates: :
' FY 84 FY 87 FY 88 FY 89 FY 90

Reduce infaont mortality
(/1000) 78 69 66 63 60
Z of children (ages 0-1)
vaccinated against DPT,
polio and measles (X) 50 65 70 75 80
Diarrhea mertality
rates reduced to 70
per 100,000 116 100 90 80 70
Incidence of the following
diseases reduced to or
maintained at the indicated
rates (no,/100,000)
Whooping cough 13.7 12 10 8 7
Measles 98 80 60 40 20
Polio 1.3 .2 .2 .1
Tetanus .9 .6 .6 .5 .
Diphtheria 0 0 0 0 0
Annual oumber of detected
malaria cases (000) 27 25 25 24 23
Maternal Child Health
(MCH) PL 480 Title IX
beneficiaries (000) 100 116 124 131 v 138
Active cases of TB
treated (Z) 45 30 90 90 90

Life expectancy (years) 58 62 63 64 65
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¢. Policy Dialogue Actions:

The MOH has already made many of the important policy decisions in support of
primary health care. It has developed a cluster of priority health programs
(i.e., maternal and child health, nutrition, diarrhea disease control,
respiratory disease contrel, impunizations, environmental health, and malaria
control). The budget share for these activities has gone up steadily in
recent years, at a time when the overall MOH budget has been reduced. OQur

af forts will be to assure that the MOH continues to make poliey and budgetary
comnitments to child survival activities and that these policies are
implemented effectively. In addition, we will continue to support GOH efforts
regarding cost recovery and the further involvement of the private secter in
the delivery of health care services.

d. Projects: Number Total Cost ($ Thousands)
. Dollars GOH Local Currency

i. Continuing:

Projects which primarily contribute to this objective:

Health Sector I 522-0153 12,048 (G) 13,658
(health funds) _ 15,652 (L)

Commun, Health. Self-Motiv. (OPG) 522-0303 400 (G) 125

Mosquitia Health Care 522-0304 75 (G) 25

Strengthening (OPG)

FUHRIL Institutional 522~0305 150 (&) 1,600
Strengthening (OFG)

Mosquitia Relief & Development

(health component) 522~0278 3,958 (6) -
Program Development & Support 522-9108 CONT. -
PL480 Title II, MCH and FFW (FY85-90) - 16,990 (G) 6,971
ii. New:

Projects which primarily contribute to this objective:

Health Sector II 522-0216 12,000 (G) 6,650
{health funds) ' 8,000 (L) N

Private and Vol. Organ. -0PGs 522-9999 800 (G) 200
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a. Narrative.

Health problems in Honduras are typical of most developing countries.
Infectious diseases are the primary cause of morbidity and mortality. Among
the infectious diseases, the most prevalent are those related to diarrhea,
acute respiratory infections and malaria., Sixty to eighty perceant of the
population is malnourished to some degree, Infant mortality rates {curreantly
71/1,000 live births) are high. Life expectancy (62 years) is low.

In 1974, the MOH launched a program to extend basic health services to rural
areas. That program was remarkably successful initially, but after a few
years began to suffer both from insufficiently developed support systems
(i.e., logistics, maintenance, supervision, continuing education, planning,
and management), and from political and policy changes. AID and the MOH
jointly assessed the health sector problems in 1979 and 1980. This resulted
in the design of the Health Sector I Project, whose objectives are to address
the support system constraints aznd to strengthen certain basic technologies
such as oral rehydration, immunizations, vector control and family planning.
Since its commencement in 1980, the project has helped the MOH improve health
status significantly. .

Past accomplishments are as follows:
- 20,000 fewer reported cases of malaria from 1982 to 1984, a 43% drop;

- 75% immunization coverage of DPT and measles and 90Z coverage of polio in
1984, as compared to coverage rates of less than 407 in 1980;

- 40% reduction in infant mortality due to diarrhea-related diseases, and a
24% reduction in overall infant mortality from all causes in a control group
receiving ORT;

-~ 1infant mortality has dropped from 88/1000 live births in the mid-70's to
71/1000,

In the area of policy dialogue and reform, the following have been
accomplished;

- a drug sale policy has been adopted;

- a cost racovery policy for hospitals (302 of each hospital’'s recurrent
costs to be generated through fees for services) has been adopted;

= a cost control policy for hospitals permitting more discretionary use of
generated funds at the hospital level; v

[y

- increased budget allotments for child survival care;

- a basic list of medicines for each delivery level, which includes
contraceptives, has been adopted; and

= & national breast-feeding program.
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Although maloutrition is a function of poverty, illiteracy, difficulty of
access to resources, &nd thus cannot be significantly affected by health
interventions alome, the elements of a child survival nutrition program are in
place. The local currency~financed PROALMA project, designed to promote
proper breast-feeding practices among health professionals at the
institutional level, as well as mothers at the community level, has been
remarkably successful and contributes te the decline in infant mortality
through its effects on the child nutrition and immune status,

PL 480 Title II supplementary food reaches over 116,000 children at risk, and
pregnant and lactating women. An additional 6,000 reciplents in those
categories are reached through women's clubs with Food for Work assistance.
Nutrition education activities also are supported by the Health Sector I
Project, as well as by UNICEF. Growth monitoring is slowly being introduced
inte rural MOH health centers, with support from Health Sector I and from
UNICEF.

The lack of reliable, current information in Honduras on nutrition status is a
major handicap to the implementation of a coherent nutrition program because
of the inability to target adequately the most at risk populations. We are
funding a nutrition study to determine the prevalence and causes of
malnutrition,

One component ($4 million) of the Mosquitia Relief and Development Project
(522-0278) is introducing basic health services to the most remote part of
Honduras, To date, over 12,000 people have been seen in health sweeps and
vector control programs have been implemented. Medical sweeps covering 30
villages have been made with malaria and tuberculosis testing, vaccination and
screening of the childhood population for malnutrition. Malnourished children
are being treated in health centers and vector control carried out through
antimalarial programs. Five new health c¢linic are nearing completion and a
new area hospital being constructed to serve the rapidly growing Mosquitia
population. Miskitos have been trained in the promotion of latrine
construction and provision of water to provide permanent community development
capabllity in the area.

The Community Health Self-Motivation {Urban Barrios) OPG addresses what may
become the most important health problem of the next decade ~- providing
health care to the rapidly increasing urban poor. The activity is designed to
experiment with different options to see which can provide the most cost

ef fective delivery mechanism.

The propcsed Health Sector II effort, directed at the rural and urban poor,
will build upon the institutional development achlievements of the Health
Sector I Project and will focus on the expanded delivery of child surwival
services., A self-financing health care activity will be a component of'the
Health Sector Il Project and will be a new effort aimed at exploring private
sector prepaid health delivery systems, beginaing in San Pedro Sula.
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Under the Rural Water and Sanitation Project (522-0166), which contributes
principally to our shelter objective, progress is being made in providing
water to rural communities through the digging of 1,252 wells and the
installation of 250 simple gravity flow systems. Household sanitatiom has
been improved through the installation of 28,724 water seal and 24,490 pit
latrines. These efforts, plus those by other donors, are giving Honduras a
reasonable chance of achieving the target of 90% covered for drinking water by
1990,

Recently, other donors have become more active in the health sector. UNICEF
has begun its “Child Survival” package at funding of about $5 million. The
IDB is considering a hospital support package at a cost of about $11 million,
requiring considerable recurrent cost support. The Spanish government has
several advisors in place and several more planned. The MOH is seeking
funding for the other priority health projects developed umder the
PAHO/Contadora health effort. We and the other major donors are meeting on a
regular basis to assist the MOH find ways to better coordinate donor efforts
so that it can more effectively manage and support its program.

f. Budgetary Impact:

FY87 F188

(Thousands of dollars)
DA 2,559 4,250
PL 4830 Title II MCH and FFW 2,766 2,850
GOH Local Currency 3,000 3,500

3. Objective: 1Increase the proportion of primary school students completing
the sixth grade from 282 in 1984 to 45% in 1996, while
reducing costs from $963 per graduate to $675 per graduate,

a. Key Assumptions:

= QCoupletion of primary school directly impacts on the quality of 1life.

- Continued willingness on the part of parents, teachers and students to
accept innovation in instructional materials and practices,

= Sustained support of local schools by community members.

- Primary education will continue to be a priority area of education,
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c. Policy Dialogue Actioms:

- Ministry of Education (MOE) shifts principal priority in its primary
education program to improving quality and cost effectiveness of existing
primary school system by the 4th quarter, FY86.

- Adoption of specific cost-reduction strategies (locally-available
construction materials and donated local labor) for school construction and
maintenance by lst quarter, FY88.

- Adoption of innovaticns needed to improve primary school inmstruction:

- Educational radio by 2nd quarter, FY87;

- Standardized achlevement testing by 2nd quarter, FY87.

~ Institutionalizacion of greater community participation in primary
education!

- Participation in school construction and maintenance by lst quarter, FY87;
- Participation in experimental teacher aide program by 3rd quarter, FY87.

= Institutionalization of a permanent capability to undertake field rest of
important possible policy altermatives to the traditional delivery of
educational services through the establishment of a MOE policy alternatives
research unit by 2nd quarter, FY87.

d. Projects: Number Total Cost ($ Thousands)
Dollars GOH Local Currency

i. Continuing:

Projects which primarily contribute to this objective:

Rural Primary Education 522-0167 2,850 (G) . 7,000
16,850 (L)

Primary Education Efficlency 522-0273 17,000 (G) 16,000
8,000 (L)

Mosquitia Relief & Devel.

(education component) 522-0278 900 (G) -
Program Development & Support 522-9105 CONT '
PL 480 Title II, SF (FY85-90) 7,583 (G) 3,684
ii. New:

None



e. Narrative:

The weak human resource base in Honduras is a fundamental constraint to social
and economic development in all critical sectors. Without a solid foundation
of basic literacy and numeracy skills, the ability of the population of
Honduras to significantly improve its productivity and quality of life is
severely limited. The weakness of the human resocurce base is so fundamental
and pervasive that quick fix solutions, such as literacy campaigns, offer
little hope of significant improvement. While the dimensions of the problems
of illiteracy and lack of basic education skills are uncertain due to lack of
recent census data, only a major, long~term effort to make the inefficient
primary school system function properly offers a real and lasting solution to
the fundamental human resource weakness in Honduras. We intend to support
such a long~term effort.

The Rural Primary Education Project (522-0167) is responding effectively to
the CAI recomtendation that the net primary school enrollment nationwide be
increased from 86X in 1985 to 90X by 1990. Through FY 86, 1,900 new

- classrooms will have been completed and enrollment increased to 88.6%. All
components of the Rural Primary Education Project =~ in-service teacher
training, the computerized management information system, school construction,
and school maintenance =- have had positive impact on primary education in
Honduras. Project resources have served as incentives for constructive policy
dialogue in which the GOH has been encouraged to concern itself more with
instructional quality and less with the expansion of physical infrastructure.

The first phase of the Primary Education Efficiency Project (522-0273), new in
FY86, includes a core package of four elements designed to improve the quality
of education, including new primary school textbocks, educational radio
broadcasts to schools, a new academic testing and evaluation system, and
in-service teacher training,

The project will continue to strengthen and institutionalize the successful
MOE Management Information System, A permanent unit will be created in the
MOE to study long-range policy optiouns and new modes of imstruction,
supervision, community involvement, and administration. Based on the success
of the regionally-funded Print Media for Farm Families Project, we will expand
circulation of the El Agricultor newspaper and assist to make it financially
self-supporting. Finally, local currency will be used to help finance a new
program of low-cost, community-based school construction and school
maintenance.

The project will increase the proportion of primary school students who
succeed in finishing the sixth grade by improving the internal efficiency of
the system., Improved instruction will result in improved academic '
achievement, which, in turn, will lead to reduced repetition and dropout
rates. More learning will take place, primary school completion rates will
increase, and per graduate costs will be reduced. Research has demonstrated
repeatedly that retaining students through the upper primary grades has impact
on a number of important development indicators, including agricultural
productivity, family health and nutritional status, acceptance of family
planning, and income. The problems of inefficiency in the primary school
system —- academic failure, absenteeism, repetition, and dropout -- are most
serious in the first four grades, the focus of the first phase of this project.
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Instruction is of poor quality in all grades, and a partial program, providing
services only to the lower grades, would simply move some of the inefficiency
into the upper grades. Furthermore, continuity of curriculum, evaluation
instruments, and instructional materials from one grade to the next is
important, and a project offering modern new services to some grades while
leaving others with antiquated and inadequate resources would be confusing and
frustrating to students and teachers. Therefore, based on experience gained
during the first phase, a followon project will improve instruction in the
remaining primary grades, five and six.

The other major activity in the education sector is the education component of
the Mosquitia Relief and Development Project (522-0278). This component
provides funding for a Cooperative Agreement with the International Rescue
Committee (IRC) to develop radio education services for the dispersed
indigenous population of the remote Mosquitia. Educational services include a
bilingual education program series for use in primary schools that have
indigenous students who do not speak Spanish, practical nonformal education
programming for adults, and regular news and anncuncement services. We intend
to provide additional local currency support in FY87 and FY88 for operating
costs assoclated with the educational radio activity while plans for permanent
institutionalization of the project's services are refined and implemented.

The PL 480 Title II School Feeding (SF) program, implemented by the MOE and

CARE, also supports primary education in Honduras. Through this program,
school lunches are provided to about 330,000 first graders each day, thus
encouraging school attendance.

f. Budgetary Impact:

FY87 FY88

(Thousands of dollars)
DA 5,050 6,950
PL 480 Title II School Feeding 1,298 1,250
GOH Local Currency 1,500 2,000

4. Objective: Provide 70,000 improved shelter, and water and sapitation
service solutions to low-income families by 1990,

a. Key Assumptions:

- The private sector will participate in the production and financing of
low-cost solutions.

- Improved access to affordable housing, and water and sanitation serVices by

the poor will enhance their health and assets base, thereby permitting them to
share i{in the benefits of development.

~ The GOH places a high priority on providing low-income families with
affordable shelter and infrastructure solutions.
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b. Performance Indicators: Benchmarks/Target Dates:

AREA TOTAL

SERVED FY84 FY87 FY88 F¥89 FY90 FY87-90
Potable Water Urban 1,436 2,154 3,590 7,180
Rural 5,000 5,600 3,900 4,050 4,125 17,675
Waste Disposal Urban 184 1,712 2,568 4,280 8,560
Rural 13,781 3,625 3,467 3,60 3,679 14,380
Water and Sewer Urban 2,238 1,125 1,688 2,814 5,627
Other Upgrading Urban 104 156 260 520
Home Improvements Urban 114 1,627 2,025 3,375 : 7,027
‘ Rural 3,475 375 1,810 1,275 1,650 5,110
New Shelter Urban 1,882 1,233 875 1,458 - 3,566
Rural - 150 725 513 657 2,045
TOTAL* 26,674 16,987 19,366 25,224 10,101 71,640

Land Titles Urban 1,500 1,751 2,626 4,377 - 8,755
* Represents number of families. Proposed Central American Bank for Economic
Integration (CABEI) regional program could augment figures by 3,000 shelter
and 6,500 water and /or sewer solutions.

c. Policy Dialogue Actions:

- The GOE develops a rational shelter finance policy to provide for the
mobilization of sufficient domestic capital resources to meet the current
shelter deficits and the future needs of the population by June 1987,

- The public sector'commits itself to providing only those essential
services that cannot be effectively provided by the private sector by
December 1986. .

= The public sector institutions develop action plans to implement its
commitment to operating on a full cost-recoverable basis, reflecting the
cost of resources, administrative costs, and the opportunity cost of
capital by June 1987. -
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d. Projects: Number Total Cost ($§ Thousands)
Dollars GOH Local Currency

i. Continuing:

Projects which primarily contribute to this objective:

Shelter for the Urban Poor I 522-HG-003 10,800 (HG) 5,000

Urban Upgrading , $22-HG-006 10,350 (HG) 2,500

Private Sector Shelter Program 522-HG=-007 25,075 (HG) 2,000

Shelter for the Urban Poor II 522-HG-0Q08 25,000 (HG) 10,000
522-0206 450 (G)

Rural Housing Improvement 522-0171 200 (&) 900
: 3,300 (L)

Rural Water and Sanitation 522-0166 1,200 (G) 8,575
' 19,500 (L)

Bay Island Development 522-0233 380 (G) 475

ii. New:

Projects which primarily contribute to this objective:
Co-op.Hbusing Foundation (QOPG) 522=-0317 2,000 (G)
e, Narrative:;

Prior to the mid-seventies, the Honduran policy toward shelter focused on
govermment built, conventionally finished and subsidized houses, affordable to
and benefiting middle-~income families. Moreover, there was no housing finance
available to low-income families, and both the private and public comnstruction
programs excluded housing af fordable to low-income famjlies.

Since the mid-seventies, the objectives of our shelter program have been to
reverse these trends by supporting: the development of ratiomal housing
policies to encourage the provision of housing suitable for low-income
families; increased private sector participation in the financing,
construction and marketing of low—cost housing; the improved delivery of basic
water and sanitation services to low-income families; and the development of
financial mechanisms to ensure a continued flow of resources to the low-cost
shelter sector.

Relying primarily on the Housing Guaranty (HG) resources, we have been
directly responsible for the adoption by the GOH of a rational naticmal
shelter policy which emphasizes that: government activities in the sector
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should focus on low-income households; minimum required technical standards
should be utilized; mechanisms need to be developed to capture sufficient
domestic savings for shelter finance; and there should be a clear definition
of institutional roles among the shelter sector institutions, as well as
integration of housing into national and regiomal planning. As a result,
there is a much greater emphasis on providing housing affordable to low-income
families, and steps are being taken to involve the private sector, including
PVOs, in furnishing low—cost shelter solutions to both urban and rural
households.

Major municipalities have begun to institutionalize the capability to deliver
basic infrastructure to low-income neighborhoods (e.g., water, sewage
disposal, street paving) on a scale far exceeding previous levels, and to
develop the financial mechanisms (i.e., betterment tax systems) to ensure the
sugtainability of the upgrading activities, Both the national and municipal
institutions have asccepted the concept of replacing force account construction
with contracting private sector firms, The National Housing Institute (INVA)
has begun to operate some projects under the turnkey concept whereby the
_private sector has respongiblility for design, construction and sales.

Greater emphasis is being placed on interest rate charges consistent with
market rates of interest, a precondition for attracting private capital to the
sector., Lending institutions have begun to recognize full cost recovery at
real rates of return is essential for their own financial viability. The
capacity of the private sector to produce low—-cost units on a scale far
superior to that of the public sector has been demonstrated. We have
suppotted these policy changes and operational improvements with substantial
anl sustained technical assistance and training activities.

Due to a8 combination of factors, including a high population growth rate, low
per capita income levels, and inadequate financial structures attributable to
“the general economic recession in the country, Honduras is experiencing a
shelter crisis., The shelter deficit was estimated at 450,000 units in 1985,
Annual production of 57,000 new and upgraded units is required between 1986-90C
to reduce by 5% the existing shelter deficit and to meet new demand. This
shelter crisis affects both the country's urban and rural sectors, and is of
such a magnitude that the ambitious CAl targets of increasing urban
infrastructure coverage by 254 by 1990 and raising shelter production by 25%
annually cannot be met with available resources.

We will apply HG, local curremey, and DA financing to meet the most critical
housing needs in the short-term. Simultaneously, the resources will be used
to leverage other (Honduran and other donor) financing for the housipg sector,
and to continue the policy dialogue to establish the framework for addressing
the shelter sector needs over the long-term. Short-term investments will
build on prior successes to carry out both housing (new units and home
improvements) and complementary support infrastructure interveantions in
metropolitan, secondary city and hinterland areas. The strategy will promote
adequate long—~term domestic capital financing, maximum participation of the
private sector and, to the extent possible, cost effectiveness in choosing
among alternative shelter activities.
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In the country's two metropolitan areas (Tegucigalpa and San Pedro Sula) aand
key secomdary cities (e.g., La Ceiba, Danli, Comayagua, Choluteca) we will use
existing HG authorizations and ESF local curremcy funds to further ongoing

ef forts in new unit construction and installation of support infrastructure.

Resources for new construction will be managed through a fiduciary account
established in the Honduran Central Bank. The principal implementing agency
will be the country’'s private sector Savings and Loan Association complemented
by INVA and qualified PVOs, such as the Honduran Federation of Housing
Cooperatives (FEHCOVIL). The implementation agencies' role will be to
identify housing projects, and prepare investment packages for Central Bank
consideration. All new unit construction will be performed by the private
sector.

Support infrastructure (e.g., water connections, sewerage connections)
activity in the metropolitan areas and the secondary cities will also be
financed by HG and ESF local currency resources. The implementing agencies
will be the local municipalities, which will prepare proposals for GOH
consideration and contract with private firms for construction.

In the hinterland, our shelter strategy will emphasize cost effective home
improvement and support Infrastructure interventions. Current data reveal
that the average cost of rural housing improvements is approximately
$500/unit, while access to water and sanitation can be provided for as little
as $125 and $100, respectively. Financing for home improvements will be
provided through DA and ESF local currency channels., DA resources will
finance a bilateral grant in FY 1988 of $2 million to the Cooperative Housing
Foundation (CHF) to expand the activities initiated wich FEHCOVIL under a
centrally~funded grant. In addition, an ESF local currency housing grant will
be made in FY 1987 as a follow-on effort to the dollar-funded Rural Home
Improvement Program through local PVOs, thereby enhancing their participation
in the shelter sector,

Infrasttucture in the rural area will be effected through the ongoing Rural
Water and Sanitation Project, conducted by the Ministry of Health with
assistance from international PV0s, and other activities such ’'as the Bay
Island Development Project. Activities under these projects will be
complemented by water and sewerage interventions carried out through the
ongoing ESF local currency~financed Employment Generation Program.

Given the uncertain availability of Housing Guaranty resources, we are basing
our longer-term involvement in the housing sector on a mix of DA and local
currencies designed to take increasing advantage of the implementation
capability of intermational and local PVOs, Should the HG program continue,
our strategy will be revised to consider the inclusion of this resource,.
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. Budgetary Impact:

FY87 FY88
{Thousand of dollars)
DA - 2,000
HG - -
GOH Local Currency 6,000 6,000

Goal: Strengthening Democratic Institutions

L. Objective: Provide 1,582 Honduran citizens with educational opportunities

é.

b.

in the United States' democratic enviromment by 1990,

Key assumptions:

Training costs in the U,S5. will be at the projected rate.

Performance Indicators: Benchmarks/Target Dates:
FY84 FYB87 FY88 FY89 FYS0 FY9l FY92

FY93

250 individuals returned

from the U.S5. after long-

term training, and provided

reorientation and job '

placement assistance - 30 70 130 210 270 330

€14 sent to the U.S5. for

short-term training,

99% returned to their

positions of employment - 250 500 750 814

One returned participant

association created by
1990 - - - - 1

c.

None.

d. Projects: ' Number Total Cost ($ Thousands)
Dollars GOH Local Currency

i. Continuing: ’

Policy Dialogue Actions:

Projects which primarily contribute to this objective:

Central American Peace _ 597-001 24,957 (&) 633

Scholarships Program

ii. New:

None

350
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e, Narrative:

We began implementation of the Central American Peace Scholarships Program on
March 29, 1985. With six months of implementation in FY85, 42 long-term
academic scholars and 196 short—term technical trainees were sent to the
United States; to date in FY86, 11 long-term academiec and 40 short—term
technical trainees have started programs in the U.S. We are continuing to
process documentation for approved scholars under CAPS. Screeniag of over 900
applications for CAPS scholarships is5 in progress. Selection of 150
additional scholarship recipients will be made in June, 1986. We plan to send
a total of 60 long-term academic scholars and 182 short-term technical
trainees to the U.S. under CAPS in FY86,

In FY86, we will initiate a recruitment program to reach future graduates of
Honduras' public high schools. This effort will solicit nominations of five
graduates from each school, with CAPS selection criteria applied to the final
salections,

We will continue to work with Honduran organizations to develop specialized
short~term training courses for rural and urban disadvantaged groups.

Training areas will include small business management, health, agriculture and
education. Special courses will be developed in FY86 to provide training
opportunities for minority groups such as the Miskito indigenous population.

USAID continues to receive a significant number of requests from variocus GOH
ministries for more traditional human resources development training for

- ministry personnel, With the termination of LAC Training Initiative Project

funding, we are unable to meet these legitimate training needs requests.
Funding under CAPS for traditional development training is minimal. We
encourage AID/W to reevaluate the use of CAPS resources for this type of

training or initiate a new development training activity that we could buy
into. )

We will provide increased emphasis on the strengthening of returned
_sghalar/particinanr activities. Dewslonmenr of 3 mare affecrive frllow-un

program will begin in FY86 in preparation for providing follow-up services to
increasing numbers of returned scholars. An alumni association will be
included, as will job information and placement services.

f. Budgetary Impact:

FY87 FY88
(Thousands of dollars)
A
DA - -
LAC Regional Funding 5,000 5,000

GOH Local Currency 318 315
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2, Objective: Consolidate the legislative, judicial, electoral and other
democratic processes affecting the rights of citizens by 1990.

a. Key Assumptions:

~ Honduras will continue to develop awd strengthen its commitment to
demccratic processes.

- GOH will continue interest in upgrading the quality and ablility of its
legislature, judiciary and electoral processes.

= Judicial Reform Commission will continue to receive support from within the
GOH. '

b. Performance Indicators: Benchmarks/Target Dates:

FY84 FY87 FY88 FY89 FYS0

95% (120} of all

Congressmen receive
training in various

operaticnal functions for
which they are responsibie

by 1990. - 30 75 100 120

400 justices of

peace and municipal judges

receive training

in the implementation of

the new penal code by 1990. - 150 300 400 -

A functional national registry
- of persomns in place by FY88, S0% 100%
Complete Complete

A functioning legislative support
research center in place by FY88. Complete

2. Policy Dialogue Actions:

~ Implementation by Congress of a continuous program of legislative training.
~ Creation of a professicnal judicial career system.

»

d. Projects: | Number Total Cost ($ Thousands) '
Dollars GOH Local Currency

i, Continuing:
Projects which primarily contribute to this objective:
Special Development Activities 522=-0169 CONT. (G) -

FOPRIDEH Instit. Streng. (OPG) 522-0266 500 (G) 5,000
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d. Projects: ' Number Total Cost ($ Thousands)
Dollars GOH Local Currency
ii. New:

Projects which primarily contribute to this objective:

Strengthenipg Democratic 597-0296 6,550 (G) 3,950
Institutions (of which $4.85
million would be from the
LAC regionmal Administration
of Justice Project 596-0133)

e. Narrative:

To date, we have has supported: the National Elections Tribunal (TNE) with
comnodities and logisties support during the recent national elections; the
national judieiary, through the regionally-funded Administration of Justice
project, with training, observational trips, and commodities; and the
Honduran legislature through a four-day Legislative Orientation Training
Seminar, conducted for over 120 Honduran legislators.

With the successful national elections in November 1985, Honduras has chosen
democratically elected officials at all levels of government. This was the
first time in 50 years that successive constitutionally elected govermments
were installed in Honduras. In support of these elections the regional
Strengthening Democracy project (597-0003) financed commodities, taechnical
assistance and election cobservers. We also supported a local PVQ, the
Federation of Honduran Women's Associations, that conducted successful voter
registration and voter awareness programs (200,000 attended the sessions), and
a civic action campaign prior to the national elections.

The State Department's Human Rights report indicates that Honduras maintains a
good record. The GOH continues to show interest in cooperating with both
local and international human rights organizations, and in investigating
allegations of human rights abuge. The existing abuses most accurately
reflect problems within the judicial system, rather than inherent political or
human rights abuse. These judicial problems will be addressed under our
program,

We will support Honduran efforts to consolidate their democratic institutions
through the Strengthening Democratic Institutions project that includes
judicial reform, improvement of the electoral process, and support for the
Honduran legislature.

The judiciary reform objectives include; development of a strong,
well-trained, regsponsible and fully independent judiciary; updating of
criminal laws and procedures; accelerating the hearing and trial process; and
educating the citizenry to the rights and responsibilities of the judiciary.
The ultimate objective i3 to establish and restore public confidence in a fair
and non-politicized judicial system. A judicial reform commission has been
formed amd is codifying the bylaws to establish an independent judicial carger
structure; training courses conducted in new penal codes (100 judges will be
trained in FY86); and commodity procuresment training conducted for court
system personnel. These immediate actions will help improve a weak and
politicized justice system.
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The electoral objective is to increase the confidence of the Honduran populace
in the integrity of the electoral process. Our efforts will support reform of
the civilian registration process of the National Registry of Perscns (RNP)
through the TNE by refining voter registration lists, establishing a new
national voter registry, instituting a system of maintenance of the
registration process, and supporting voter and civic awareness programs. The
Center of Electoral Assistance and Promotion (CAPEL) will provide the
technical assistance.

Although the 1985 national election was commended for the absence of fraud,
the weakness of the registration system was apparent. Only through
extraordinary security measures and a high level of voter enthusiasm was the
prospective of voter fraud avoided. Reform of the voter registration process
is sorely needed.

A strong, independent legislature, supportive of a democratic central
govermment, will provide improved balance within the arms of govermment. Our
strategy is to assist the legislature in its efforts to become more
independent by supporting activities that expand the informational base for
institutional decision—making and improve administrative capacity. This
assistance will help expand the committee system and improve the legislative
procedures; establish a legislative research center; and provide observational
and traiping visits to other regiomal and U.S5. legislatures.

The Special Development Activities (522-0169) project, which supports local
comnunities to carry out small, self-help activities; and FOFRIDEH
Institutional Strengthening OPG (522-0266), which supports a local PVQ
upbrella organization, also contribute to achieving this objective. In
addition, we will provide limited assistance through local currencies and
regional funding to support the strengthening of the private-sector University
of San Pedro Sula University, thus providing an option to the currently weak
national university system.

f. Budgetary Impact:

FY 87 FY 88

(Thousands of dollars)
DA - $1,800 _ 100
LAC Regional Funding $1,600 1,800
GOH Local Currency 3,000 3,000

E. Consclidation, Mortgage, Pipeline, New Projects, and Project Amendmgnts

This Action Plan anticipates that the number of dollar-funded activities being
managed between FY86 and FYB8 will drop by omne-third, from 48 in FY 86 to 32
in FY88.

During FYB6, final disbursements will occur for 14 projects and final
obligations will be made for eight projects, Four new activities will
comence during FYB6 (one related to our macroeconomic performance objective,

two related to our agricultural production objective, and .one related to our
primary education objective).
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During FY87, final disbursements will occur for nine projects and final
obligatiocns will be made for four projects. Two new activities will commence
during FY87 (onme related to our democratic process objective and one related
to our agricultural production objective with importanmt implications for our
export earnings and macroenomic performance objectives).

During FY88, final disbursements will occur for nine projects and final
obligations will be made for five projects, Four new activities will commence
during FY88 (two related to our agricultural production objective, one related
to our life expectancy objective, and one related to our shelter and services
objective).

Forty—-four percent of the planned total life of project funding for the ten
activities begun during the FY 1986 to FY 1988 period will be funded during
that period, leaving a mortgage of only 56X ($84.5 million). The balance of
our post-FY88 mortgage ($217 million) is mostly (3190 million) for the ESF
program which addresses our macroeconomie performance cbjective.

Assuming timely disbursements under the ESF program and continued stability in
Honduras, our pipeline should drop by over 60 between the end of FY 1985 and
the end of FY 1988, from $168 million to $67 million.

The following priority ranking of the new FYB87 and FYB88 activities emphasizes
bolstering agricultural production and export earnings, meeting basic human
needs for primary health care amd shelter, and strengthening Honduras'
democratic system. These build upon experience and successes of the our
current activities.

Priority Ranking of Projects New in FY87:

FUNDING
($ Million)

FY87 FY88 LOP

1. Forestry Development 4.0 4.0 20.0
522-0246 :

2. Strengthening Democratic Institutions 1.7 - 1.7
522-0296

Priority Ranking of Projects New in FY88:

1. Land Use and Productivity Enhancement 4.0 J18.0
522-0292 .

2. Agribusiness Investor Support 4.0 25.0
522-0241

3. Healcth Sector II 6.5 25.0
522-0216

4. Cooperative Housing Foundation (OPG) 2.0 2.0

522-0317



1. NEW PROJECTS:

Goal: Laying the Basis for Lomg-term Growth.

Objective: Increase agricultural production by $400 million by 1990.
PROJECT TITLE: Forestry Development

PROJECT NUMBER: 522-0246

PROJECT FUNDING: ($000)

FY 87 FY 88 LOP

1,000 (G) 1,000 (G) 5,000 (G)
3,000 (L) 3,000 (L) 15,000 (L)

Functional Account: Agriculture, Rural Development and Nutrition

Project Purpose: To increase exports of forest products through private
sector involvement in production and marketing,

Problem: The forestry sector in Honduras is hampered by an excessive level of
govermment intervention in production and marketing activities. This
intervention, exercised through the Homduran Forestry Development Corporation
(COHDEFOR) has been detrimental to the formation and development of private
sector logging, sawmill, and lumber export firms, As a consequence of these
factors, the country has not been able to adequately exploit its forest
resources to generate export revenues.

Proposed Project: The project will assist the GOH in refocusing COHDEFOR's
activities away from direct production and marketing, and towards industry
regulation and natural resource protection, The primary components will be:
(1) strengthening of COHDEFOR forest management and regulatory activities;
(2) forest management; (3) forest industry; and (4) training. The project
will be geared to a series of incentives to facilitate the formation and
development of private firms in the forestry sector,

To accomplish this, financial and technical assistance will be provided to
COHDEFOR, and credit for operating capital and technical assistance in
business management marketing and rational use of natural resources will be
made available L0 private operators. Small farmers, campesino groups, and
coopératives will be eligible to receive financing for small-scale .
enterprises. Key indicators of success will include an increase in private
sector investment in forestry sector, increase in marketing through private
sector groups, reduced GOH participation and investment in forestry production
and marketing, increased campesino employment, reduced wastage in processing
of food, reduced forest coverage loss, and increased export income from wood
products.

Beneficjaries: Project beneficiaries will include private sector
entrepreneurs, rural cooperatives and associations, and small farmers.
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Goal: Strengthening Democratic Institutions

Objective: Consolidation of the legislative, judicial, and electoral and
other democratic processes affecting the rights of citizens by
1990.

PROJECT TITLE: Strengthiening Democratic Institutions

PROJECT NUMBER: 522-0296

PROJECT FUNDING: (3$000)

FY 87 LoP
1,700 (G) 1,700 (G)

Functional Account: Selected Development Activities

Project Purpose: To improve the quality and capabilities of the Honduran
judicial, legislative and electoral systems.

Problem: The judicial, legislative and electoral systems encounter different
problems requiring varying solutions. The Honduran judiciary faces a myriad
of problems. It lacks the security and the backing of a strong public
ministry. It also lacks qualified, well-trained, dedicated and independent
individuals. No regulations exist concerning judicial careers.  The
conditions under which judges work are poor, e.g., few support staff, supplies
or office equipment. The Ministry of Justice and municipal judiciary
buildings are in shambles. In addition, the Ministry requires a more
professionalized investigative unit, including trained medical examiners,
Also, the role of district attorney must be enmhanced. These weaknesses result
in a poorly functioning system with little pride or respect for judges or the
law.

The regionally-funded Administration of Justice Project has identified and
financed the initial training of judges, adminisctrative and suppert:
personnel, However, at present, no effective training program exists for
legal, administrative or technical support personnel within the Honduran
Judicial system.

With regard to the electoral process, the key requirement is to systematize
and modernize the national registration process in preparation for the 1988
municipal elections and the 1989 national elections. \
In legislative affairs, members of the Congress recently participated in a
general crientation seminar regarding the functioning of the legislature, and
an overview of the Honduran constitution and ways to improve legislative
performance. However, the Congress still does not functiocn in a totally
professional enviromment. Members require further orientation on specific
support mechanisms such as committees. Support staff needs upgrading. An
institutional memory and research capabllity must be integrated into a
resource center. The legislative chamber requires reorganization in terhms of
space management, and office equipment must be installed.
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Proposed Project: This effort will basically cover three main areas:

{1} Judicial system - in-country training for judges and justices; judicial
career development; professionalization of investigative units; analyses of
the current judicial organization and system; purchases of office supplies;
and some rehabilitation of important buildings. Initially, training will deal
with the new penal code. A regionally-funded Judiciary Sector Assessment is
planned for 1986. It is expected that this assessment will develop more
precisely the priority problems to be addressed.

{2} Electoral System - technical assistance and commodities for developing
the national registration process, commodities for the municipal and national
elections, and support for observers.

(3) Legislative System - specific orientation seminars for committees,
naterials and personnel for the resource center, support for physical
infrastructure,’ technical assistance and office equipment.

The activities undertaken will serve to strengthen the judicial, electoral,
and legislative systems. This will improve the public perception of the
judiclary and legislative branches, while enhancing the image of the electoral
process in the movement towards consolidated democratic institutions.

In addition, an exploratory look will be taken at the municipal govermments,
particularly in terms of strengthening municipal management, acquainting
mayors with the laws and studying other deficlencies in local governments.

Beneficiaries: The direct beneficiaries will be the approximately 450
justices and judges, the 134 legislative deputies and their support staff,
tunicipal governments and their constituents, and the people of Honduras.

Goal: Laying the Basis for Long-term Growth

Objective: Increase agricultural production by $400 million by 1990,

PROJECT TITLE: Land Use and Productivity Enhancement (LUPE)

PROJECT NUMBER: 522-0292
PROJECT FUNDING: ($000)

FY. 88 LOP

1,000 (G) 6,000 (G)
3,0000 (L) 12,000 (L)

Functional Account: Agriculture, Rural Development and Nutrition
Project Purpose: To increase incomes and productivity inm the agricultural

sector, and improve the management and protection of Honduras' natural
resource base. '
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Problem Addressed: 1In a primarily rural and agriculture-oriented economy such
as Honduras', the natural enviromment (scils, water, range, forest) i3 the
foundation for development progress. While the country's promise for
sustained economic growth is dependent, in large part, on increases in
agricultural production and productivity, the resource base needed to support
that growth is being squandered through destructive agricultural practices, .
The small hillside farmer has been forced by population pressures to clear and
cultivate on ever steeper slopes. Thus, erosion has increased and
productivity substantially decreased. Fuelwood cutting to support growing
urban populations also puts great pressure on the resource base,

Furthermore, there is lack of appropriate land use policies and effective
policy and planning fora. Agencies charged with conserving and managing
natural resources are institutionally weak and are hampered by coaflicting
interests. . :

Proposed Project: Major components of this project will be similar to those
contained in the current Natural Rescurces Management Project, with the
addition of appropriate farm technologies and coastal zone protection
components. There will be, of course, some changes based up on experiences
gained through the current project, and modifications designed to meet
requirements of new ecological zones.

Under the Natural Resources Planning and Administration component, the project
management unlit, which i1s responsible for collecting and using natural
resources data, planning ongoing and expansion activities and overall
interagency and intraagency coordination, will be strengthened.

The Land Use Productivity Extension Component is the impact-oriented, rural
development component., Work will continue in the current two natural
resources regions and be initiated in five new regions. Fifty new watershed
management units (extension offices), working with 12,000 farm families by the
end of the project, will be established. Extension emphases will include soil
and water conserving production practices, agro—forestry and women in
development activities, crop diversification, and rural technology )
dissemination. Many of the production-oriented appropriate techanologies being
distributed and applied under the current Rural Technologies Project, as well
as other production—-oriented techniques, will be further adapted and
distributed as a component of the axtension effort.

In collaboration with the Ministry of Natural Resources' Renewable Resource
Division, the South Coast Protection component will improve the management and

protection of the deterlorating mangrove and estuarine enviromment in southern
Honduras.

Beneficjiaries: The primary beneficiaries will be 12,000 small farm families

whose farming practices will be improved, and who will realize an increase in
income and productivity.
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Goal: Laying the Basis for Long-term Growth.

Objective: Increase agricultural production-by $400 by 1990.
PROJECT TITLE: Agribusiness Investor Support
PROJECT NUMBER: 522-0241

PROJECT FUNDING: ($000)

FY 88 LOP
1,000 (GY 7,000 (6)

3,000 (L) 18,000 (L)

Functional Account: Agriculture, Rural Development and Nutrition

Project Purpose: Stimulate agribusiness development in secondary cities
throughout the country. '

Problem: Urban drift is a critical phenomenon in Honduras, To illustrate,
while the population of the country is growing at approximately 3% yearly,
cities are expanding at an annual rate of over 6%, The upshot of this
migration trend is the destabilization of the economies in the countryside,
especially in secomlary cities. This destabilization is manifested in high
rates of unemployment, local market contraction and limited investment
opportunities outside of the two major metropolitan areas.

Proposed Project: The proposed solution to the problem is a three component
intervention consisting of: (1) local infrastructure development; (2)
Agribusiness Development Centers (ADCs): and (3) the establishment of a
financial facility from existing or new sources, to be implemented in selected
secondary growth poles throughout the country.

The infrastructure component will provide services needed to attract

agro-industry to the secondary growth poles, e.g., the installation of
sewerage, water, electricity, and roads. It is anticipated that this activity
will be implemented through private sector chambers of commerce.

The Agribusiness Development Centers component will support and nurture the
market driven expansion of established agro-industries, create new ones and
provide infrastructure for financially troubled, but commercially viable
agribusiness ventures. This will be accomplished by the creation of private
sector Agriculture Development Centers through which technical assistance in
. administration, accounting, finance, technical areas of agricultural

- processing and credit will be provided to agro-industrial entrepreneurs.

The financial support fund will address the constraints faced by the
agribusiness community in the financial markets (e.g., low collateral, high
risk, high loan monitoring cost). The credit lime will have a subordinate
loan line for selected business activities, a risk sharing line, market
‘interest rates and will include working capital and investment capital.

Beneficiaries:; Eantrepreneurs, small farmers and the rural unemployed residing
in the secondary growth pole areas selected for investment.

e
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Goal: Equity and Broad Participation in Development

Objective: Increagse the life expectancy of the population to 65 by 1990,
PROJECT TITLE: Health Sector II
PROJECT NUMBER: 522-0216

PROJECT FUNDING: ($000)

FY 88 LOP
Population 2,500 (G) 5,000 (G)
Health 2,000 (G) 12,000 (G)
Health 2,000 (L) 8,000 (L)

Functional Accounts: Health ($20.0 million) and Populaticn Planuing ($5.0
million)

Project Purpogse: To expand the coverage of the health system.

Problem: Honduras has historically been ranked among the lowest three natioms
of this hemisphere in terms of its health status. Although dramatic
improvements have been made in the last decade, 71 of every 1000 children born
still die before the age of one; and more than 60X of the population is
malnourished, taking a tremendous toll in lost human potential and
productivity. Infectious diseases remain the leading cause of morbidity and
mortality, and as much as 20% of the population has no regular access to a
basic package of health services.

The ongoing Health Sector I project has strengthened the institutional
capacity of the Ministry of Health (MOH) by improving its efficiency,

ef factiveness, coverage aml use. The MOH's planning, management, logistics,
maintenance, supervision, and in-service training systems all have besn
improved in preparacion for an expansion of coverage.

Proposed Project: 1In this second phase, Health sector II will build up on the
achievements of the ongoing project in seeking to expand coverage of - -a Fasic
package of health services. The basic package will include maternal and child

‘immunization, oral rehydration, vector control, and respiratory disease

control services. Rather than expanding the MOH's facilities and personnel to
accomplish this objective, the emphasis will be on expanding these services
within the infrastructure and budget constraints of the MOH. Some limited
facility construction is planned in urban areas to keep up with urbanization.
The development of a number of additional rural delivery points are
contemplated as well. The focus, however, will be on service expansion
through greater efficiencies. —

(,,Ihe ma jor components of Health Sector II will be operations research on more
c

\.
|
|

ost-effective delivery systems, administrative strengthening, improved
services delivery in rural and urban areas, expanded local production of
drugs, and a pllot activity directed towards the establishment of a
self-financing private sector health program in San Pedro Sula.

L )
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Administrative strengthening will rely on technical assistance and will be

aimed at building on achievements in supply management, maintenance, planning,
supervision, and especially in financing, cost control and cost recovery.

The improved service delivery component will provide financing in public
health education, comunity organization, in-service training and, to a
limited extent, commodities to support a basic package of services, including
immunizations, oral rehydratiom, growth monitoring, vector comtrol, breast
feeding, family planning and respiratory disease control.

The pilot self-financing private sector health program activity will be
started with seed capital from this Project. These funds will be used to
initiate a health maintenance care organization in San Pedro Sula.

Benefjiciaries: Urban and rural poor, throughout the country, especially

individuals in the high risk groups (i.e., pregnant and lactating women and
children under the age of one year).

Goal: Equity and Broad Participation in Development

Objective: Provide 70,000.improved shelter, and water and sanitation service
solutions to low-income families by 1990,

PROJECT TITLE: Cooperative Housing Foundation (CHF) - QPG
PROJECT NUMBER: 522-0317

PROJECT FUNDING: ($000)

FY 88 LOP
2,000 2,000

Functional Account: Selected Development Activities

Project Purpose: To encourage and facilitate the mobilization and investment
in shelter and community services for low-income families by private sector
organizations.

Problem: The AlD-sponsored "Diagnostic and Prognosis of the Housing Needs in
Honduras” 1985-2005, projects a doubling of population to eight million by
2005, 34% which will be in urban areas. Meeting housing needs in 1990
raquires the construction of 11,390 homes and the improvement of an additional
2,200 in Tegucigalpa amd San Pedro Sula, the construction of 4,070 homes and
the improvement of an additional 1,190 in other urban centers, and the
construction of 25,650 homes and the improvement of an additiomal 11,900 in
rural areas.

In order to address this problem, USAID will enter intoc an agreement with the
Cooperative Housing Foundation (CHF) for the provision of technical assistance
atnd the administration of a rural shelter jimprovement fumd, CHF will be
responsible for developing and identifying projects for financing from housing
associations, housing cooperatives and village associations. CHF also will be
responsible for providing guidance to such organizations.
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Assistance in developing proposals and preliminary review will be dome by
CHF's resident directors and local professional staff, Following approval of
proposals, CHF's resident staff will provide technical assistance, monitoring
and evaluation services to ¢redit unions, mutual savings and loan
associations, and commercial banks for carrying out a shelter program for
low-income families.

CHF will support and stremgthen local institutions. Loans from ESF local
currency generations to local instituctions will include requirements to ensure
on-lending to beneficlaries at market interest rates. As part of the
individual subproject design process, interest rates to the final
beneficiaries will be set with the concurrence of USAID.

In addition to financing CHF's services, AID funds will be used to make two
types of grants, Instituticnal Support Grants will be made to assist credit

;unions with vehicle and equipment purchases, initial staffing, or up-front

operating costs required to undertake a given subproject. Subprojects will be

idesigned to ensure that these costs are recouped, as applicable, by the local

implementing institutions.

A second general category of grants will be made to village-based associations
which have limited experience with housing programs, but have not yet
established a firm track record of credit worthiness. The purpose of the
grants will be to strengthen the instirutions.

Beneficiaries: Project beneficiaries will be low-income residents of the
rural areas.

2. PROJECT AMENDMENTS:

Goal: Laying the Basis for Long-Term Growth..

Objective: Increase agricultural production by $400 million by 1990.
PROJECT TITLE: Small Farmer Coffee Improvement (Amendment)
PROJECT NUMBER: 522-0176

PROJECT FUNDING: (3$000) Original Amendment Total

1,250 3,000 4,250 (G)
9,000 7,000 16,000 (L)
TOTAL 10,250 10,000 20,250 X
FY 87 FY 38 LOP '
2,307 - 4,250 (G)
4,000 - 16,000 (L)

Functional Account: ARDN

Project Purpose: The purpose of this Amendment is to continue interventions
directed at increasing yields and raising levels of real income while
mitigating the impact of coffee rust om small coffee producers.
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Problem: Coffee production in Honduras is unique in that thousands of small
producers account for a large percentage of production. Almost 80Z of the
land in coffee production is in the hands of 93% of the farmers. This causes
coffee rust to be a serious threat to the livelihood of small coffee
producers., In addressing this threat, the small producer faces two choices --
increase yields to meet the rust threat or slowly lose income from coffee.

Accordingly, the Small Farmer Coffee Improvement Project was started in FY
1981 to assist the producer to increase yields through a technification
package, credit and extension services. Success in this endeavor has been
tangible and significant increases in yields in the project area have been
attained. Demand for technification and extension services as well as credit
is high. This, combined with & fortuitous rise in world coffee prices, has
prompted the USAID to amend the original Project.

This Amendment. will provide funding for continuing and expanding extension
activities by agents from the Honduran Cof fee Institute (IHCAFE),
strengthening the training for village-based paratechnicians, increasing
technical assistance, increasing the credit component, and institutionalizing
a quality control component for coffee in IHCAFE.

Proposed Project Amendment: This $10 million Amendment will enable USAID to
continue and expand the financial and technical assistance curreatly being
provided to the Honduran small coffee producer. This new assistance will
allow a further institutionalization within THCAFE of its capability to
address the needs of Project beneficiaries. .

Improvements in extension methodology and further institutionalization of
IHCAFE's capability to provide this service will be supported through this
Amendment. An increase in staff from 77 to 92 extension agents and from 10 to
15 credit ageuts will be provided for through this increased funding.

Training of THCAFE staff will continue and be expanded through provision of
short courses, seminars amnd workshops in both the United States and Central

America. Credit agents will receive trailning in a heavily on~the-job oriented
mode in the United States through work with the USDA's Farmers Home
Administration.

-Village—~based extension assistants known as "paratecnicos” will be increased
from 120 to 200 individuals. Similarly, and as a complement to this
expansion, small farmer training will be continued and expanded through the
provision of short~term courses in herbicide and pesticide use, conservation
practices and farm management. )

A new element of the Project will be a grant to the Honduran Agricultural
Research Foundation (FHIA) which will permit collaboration with IHCAFE in a
program to achieve the goals of reducing coffee production costs and
developing alternative crops for coffee producing areas. FHIA will assist
IHCAFE in developing improved technological recommendations on soils and
proper fertilizer applications.
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Overall credit amounts will be increased in order to address the need for more
technification of coffee plots due to the magnitude of coffee rust., Credit
expansion will also allow renovation of coffee plots to continue through new
plantings and pesticide use, and will provide total credit funding to sustain
a meaningful interventicn from credit reflows in the long rum.

Fund{ng also will be directed towards reactivating existing coffee producing
facilities or "beneficios”. Additional funds will be used to develcp a
country plan to furnish central administration, professional management and
uniform operating proceduras for these facilities.

Finally, a diversification element, administered by IHCAFE will be added to
the Project. Diversification will include the elimination of old plantations
for replanting in other crops, activation of idle lands into productive crops
such as cardamom or cacao and small animal raising enterprises.

Beneficiaries:; Project beneficiaries will include small~ and medium—size
coffee producers in Bounduras, workers in related services, and coffee
exporters.

Goal: Laying the Basis for Long~Term Growth.

Objective: Increase in agricultural production by $400 million by 1990.
PROJECT TITLE: Agricultural Research Foundation (Amendment)
PROJECT NUMBER: 522-0249

PROJECT FUNDING: (3$000) Original Amendment Total

20,000 3,000 23,000 (G)
FY 87 FY 88 LoP
3,790 4,000 23,000 (G)

Functional Account: ARDN

Project Purpoge: Improve efficiency in the generation and dissemination of
technology for the production and marketing of agricultural commodities.

Problem: Owver the past decade, Honduran food production has not kept pace
with the country's population growth. As a consequence, per capita food
availability has declined and real farmer incomes are far below potential
levels, Perhaps the most critical factor to increasing hoth the food supply
and grower lncome is development of the human resource base. This resource is
essential to the adoption of existing technology, the development of new
technology and the dissemination and effective use of the scientific
advancements., Trained personnel in Honduras for agricultural outreach are
few. Moreover, the public sector structure for technology diffusion is not
organized in a manner that facilitates effective outreach and, sustainable
increases in agricultural production and productivity through extensioa.
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Proposed Project Amendment: The proposed Amendment addresses the deficiengies
associated with technology diffusion by linking private sector research and
extension capabilities with relevant public sector entities to develop an
integrated research and outreach network capable of developing, adapting and
disseminating appropriate cultural practices in a timely fashion. The
Amendment will focus on incorporating mass communications, professional
extension agents, paratechnicians, farmer leaders, farmer organizations and
private sector agricultural input firms into a comprehensive technology
transfer system. It will employ the Farming Systems (FS) methodology to carry
out on farm research and extension, thereby building on the investigation
capability established at the Honduran Agricultural Research Foundation (FHIA)
and the Enlace Tecnologico (Technical Linkages) experience gained under
several public sector efforts, Most research and outreach activity will be
conducted with groups of farmers to maximize coverage.

A totally private sector extension service will be formed to cover specific

regions of the country and/or crops. In addition, we will explore possibility
of requiring partial farmer payment for outreach services.

A training program for farmer leaders will be established in which they will
receive practical training in such matters as disease and insect
identification, demonstratious plots, extension techniques and group dynamics
and they will serve as the liaison between the extension agent and the farmer
group.

Beneficiaries: Direct beneficiaries will be the growers producing for export
and domestic markets, as well as extenslon agents and para-technicians.

Goal: Laying the Basis for Lonmg Term Growth.

Objective: Increase agricultural production by $400 million by 1990.
PROJECT TITLE: Small Farmer Organization Strengthening (Amendment)

PROJECT NUMBER: 522-0252

PROJECT FUNDING: ($000) Original  Amendment  Total

1,400 6,100 7,500 (G)
8, 500 8,500 (L)
TOTAL 1,400 14,600 16,000
FY 87 FY 88 LOP ‘
1,000 1,600 7,500 (G) '
2,000 2,000 8,500 (L)

Functional Account: ARDN

Project Purpose: To establish a viable system for delivering productive
inputs (e.g., credit, technology, market services and management skills) to
growers in order to increase agricultural productivity and diversify the
production base.




- 80 -

Problem: While the agricultural sector has the human and physical resource
base to generate sufficient food to satisfy both domestic demand and provide a
surplus for export, increase small farmer income and contribute significantly
to growth of the economy as a whole, a complex of impediments severely
constrains realization of its potemtial. Critical among the impediments is
the extremely limited access of the vast majority of farmers to the factors
(e.g., credit, managerial expertise, technology and markets) needed to
increase production and productivity. Cooperatives have been deemed as
appropriate channels to facilitate farmers ability to reach these factors.
However, through mismanagement, and natural and govermmental matters beyond
their control, the cooperatives have slipped into a state of extreme debt and
a lack of credit worthiness and stability, thereby limiting their potential
role in increaging agricultural production.

Proposed Project Amendment: The initial Project Agreement (signed in FY85)
aimed to start the institution building process to enhance the managerial and
administrative skills, and the service delivery capacities of the cooperative
federations and cooperatives in addressing the productive needs of their
coastituents, Technical assistance and training opportunities are being
provided to facilitate the process that will be ongoing during the period of
this Amendment.

The Amendment will integrate components to finamcially stabilize the
federations and cooperatives and, given the improved financial and managerial
situatiouns, a credit mechanism will be established to enhance productive
activities.

The financial stabilization element will consist of a program of debt

~refinancing and equity artlcipation mechanisms to facilitate cancellation of
int etmedisry outsEEEEIEE_EEEE"GHIIE prowviding for the imjections of new
capital to_ foster “Institutiotal growth—Management of dEbt cancellation
“.activities will be the respounsibility of a financinal stabilization
organization. The organization will rest entirely ia the private sector, will
be guided by a Board of Directors made up of eminent representatives from the
Honduran banking and agricultural communities, and will have final approval
authority over the distribution and use of the debt cancellation funds,

The credit component will consist of short-term production and medium—~term
lnvestment credits that will be made available to intermediary organizations
which have complied with the project participation criteria as established by
the financial stabilization organization. The short—term production financing
v will be made available to constituents of qualified participating intermediary
... organizations. These lines of credit, one through a trust account with the
I~ Honduran Agricultural Development Bank (BANADESA) and a second through a
Honduran Central Bank rediscount line with private banks, will employ strict
eligibility criteria for lending and explore the use of new collateral and
loan guarantee mechanisms,
Beneficiaries: The beneficiaries of the project will be approximately 20,000
small- and medium—size farmers who are members of the intermediary
organizations., These farmers are characterized by meager per capita incoumes,
low educational levels, poor living conditions and inadequate caloric intake,
They will receive the benefits of the improved agricultural service system,
which, in turn, will contribute to increased farmer incomes and improvement in
the quality of life.
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Goal: Laying the Basis for Lomg-term Growth.

Objective:  Generate 300,000 person-years of productive employment by 1990,

PROJECT TITLE: Human Resources Development Council - CADERH - OPG
(Amendment )

PROJECT NIMBER: 522-0257

PROJECT FUNDING:  ($000) Original Amendment Total

1,325 5,000 6,325 (G)
FY 87 FY 88 LOP
2,745 2,500 6,325 (G)

Functional Account: Education and Human Resources

Project Purpose: Increase employment through increasing the availability of
trained personnel.

Problem: The current product of the vocational training system in Honduras
does not meet the requirements of the private sector relative to numbers,
quality and relevance, Without the capability to produce trained, quality
personnel on short notice, the country will be unattractive to potential
international and national investors.

The National Institute for Professional Training (INFOP), financed through a
1¥ payroll tax levy on the private sector, trains approximately 33,000 people
annually. Despite this number, the outcoming student is inadequately trained
and fails to meet minimum certifiable requirements for employment, thereby
leading the USAID and others to conclude that one of the most important
problems facing the private sector is the lack of trained human resources.

For example, there are no local sources of training for preparing wood product
and apparel industries' employees who are needed for these industries to
compete in the international market. 1In the apparel industry, training is
required for operators, cutters, markers, pattern makers, supervisors, and
maintenance mechanics., In the wood products industry, training is needed in
design, production, wood treatment, finishing, packaging, cost accounting, and
production marketing. In-plant training resources are limited in the private
sector and INFOP,

Proposed Project Amendment:; This Amendment will be an expansion of the
current project with the Council for Human Resources Development (CADERH) -
CPG. The project will provide technical assistance and other resources to:
(1) expand in-plant training activities based on employer specific training
needs analyses; (2) respond to extraordinary requests by local and
international firms for assistance from international trainers on short
notice; and (3) expand CADERH's private sector controlled trade certification
system into a variety of basic occupational clusters; (4) establish a fund for
financing new training programs for industries and businesses which can have a
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marked impact on balance of payments and employment rates (i.e., wood
products, apparel, agro-iandustry, etc.); (5) establish an instructional
technologies center which will assist training centers and private sector
firms in obtaining appropriate training materials and stremgthen in-plant
training initiatives; and (6) provide training and additional resources for
assuring higher quality and more relevant instruction ian INFOP training
programs.

The project will have the active participatiom of the Council for Human
Resource Development (CADERH), the National Institute for Professional
Training (INFOP), the Foundation for Entrepreneurial Research and Development
(FIDE), and The Federation of Agricultural Exporters (FEPRO).

A key objective is to establish training programs for the apparel and wood
products indugtries to assure quality and cost-effective production for
export, CADERH, FIDE, and INFOP will plan specific training programs which
will be conducted by INFOP, other training institutions and international
trainers. CADERH will assist producers in forming trade advisory committees
to further define training needs, to improve linkages with INFOP, and to
identify specific competencies for CADERH's trade certification system. Many
of the initial training programs will include INFOP inmstructors to assure they
have sufficient knowledge and rescurces for conducting subsequent training.
Open—entry/open—-exit and multi-media competency based instructional
strategies, involving CADERH's private sector advisory committees for
identifying competencies and validating curricula for meeting specific
occupational certification standards will be used.

Beneficiaries: Beneficiaries include the business community that will help
increase export earnings, the employees of businesses and industries who will
upgrade their job skills and productivity, and unemployed youth and adults who
will obtain job entry level skills through training programs.

F. Project Documentation and Authorization Schedule

Project Documentation Required Authorizing Authority Month Due
FY 1987:
1. Forestry Development {(522-0292)
PP, Authorization USAID 11/86
2. Strenghtening Democratic Institutions (522-0291)
PID USAID 1/87
PP, Authorization USAID 6/87 N
3. Advisory Council for Human Resources Development (CADERH) - OPG
(522-0257)
PP Amendment, Authorization Amendment USAID 12/86

4, Private and Voluntary Organizations - OPGs (522-9999)
Authorizations USAID 6/86
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FY 1988;
1. Larnd Use and Productivity Enhancement (522-0292)
PID USAID 1/88
PP, Authorization USAID 6/88
2, Agribusiness Investor Support (522-0241) _
PID AID/W 11/87
PP, Authorization To Be Determined 5/88
3. Health Sector II (522-0216)
PID AID/W 6/87
PP, Authorization To Be Determined 11/88

4. Cooperative Housing Foundation =~ OPG
(522-0317) Authorization USAID 2/88

5, Private and Voluntary Organizations - OPGs (522-9999)
Authorizations USAID 6/87

G. Programs
1. PL 480
a. Title I/III

Henduras is self-gufficient in basic grains (corn, rice, beans and sorghum)
with occasional supply shortages due mainly to rain patterns. Wheat
production is negligible, and Honduras has depended over the past four years
for its supply entirely oo PL 480 I/III and small donations from the European
Economic Community (EEC), Canada and Argentina. The Title I/III program
proposed will provide wheat to the milled into wheat flour by private sector
companies. Honduras wheat demand for FY86 is estimated at 110,000 metric
tons. Carry over inventories from FY85 and donations from other donors will
reduce Title I requirements to about 82,000 MT, valued at approximately $11
million.

At this time, no significant disincentives to domestic food production appear
to result from Title I wheat imports. However, basic grain production over
the last five years has averaged a 2.9% growth rate —— among the lowest yields
iz Central America.

Storage and distribution facilities for wheat have been expanded over the last
three years and do not represent a constraint to imports. Port facilities and
transportation from port to mills represent two bottlenecks that preclude '
larger bulk shipments. We have recently undertaken, with assistance from
USDA's Office of Transportation, a feasibility study for the construction of
expamied storage facilities at Puerto Cortes. These facilities will have a
storage capacity of 20,000 MT of bulk grains and its unloading equipment will
have a capacity to load/unload up to 4,000 MT per day, compared to the present
1,000 MT capacity. Construction of this private sector-financed facility is
expected to begin in early in 1987.
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Sales proceeds will continue to be programmed in support of key agricultural
development activities such as irrigation, cooperative development, and other
complementary activities of our program.

Present food policies need improvement. The new government 1s expected to
take actions to eliminate nominal price controls. However, marketing problems
continue to exist. The Honduran Agricultural Marketing Institute (IEMA) is
responsible for basic grain price stabilization. It has been ineffective in
this role. We believe that several of IHMA's functions can be better
performed by the private sector, and the privatization of many of THMA
functions is a major component of our policy dialogue with the GOH, We also
plan to undertake a FY 86 agricultural marketing project designed to improve
the domestic marketing of food crops and livestock focused upon the private
sector.

Title I/III resources will play a more important part in our policy dialogue
with GOH., Some of the issues that we intend to discuss with GOH will be: the
need to include small~ and medium—~farmers as beneficiaries of the Agricultural
Development Law; agro—industrial investment incentives; adequate banana
legislation to reward individual performance; the role of IHMA; forestry
policies; water legislation; creation of an institute for handling information
and statistics; creation of a higher agricultural education council, which
will be responsible for both academic and nonacademic training; and GOH
policies and measures to replace milk imports with domestic production to make
Honduras self-sufficient in production.

Although we do not believa Title I wheat imports are a significant
disincentive to domestic production, we are concerned that wheat is
substituting for corm in tortillas which are widely consumed, especially by
lowv-income families in Honduras. In addition, imported wheat may substitute
for locally grown potatoes and grain sorghum. To address this congcern, we
plan to analyze the impact of the PL 480 Title I/III program on the demand for
local food products and nutrition. The analysis also will ascertain the
developmental impact of self-help measures included in recent agreements and
activities funded through the generation of sales proceeds. If this
evaluation determines that a Title III program i1s desirable, we will develops
such a program for implementation in FY87, {f time permits. '

Table VI
PL 480 TITLE I/I1II REQUIREMENTS
(Dollars in Millions, Tonnage in Thousands)

Estimated Estimated Projected
FY 1986 FY 1987 FY 1983
$ MT $ MT $ MT
COMMODITIES
Title I
Inedible Tallow 2.0 5.0 1.0 2.5 1.0 2.5
Wheat 11.0 82.0 13.0 97.0 14,0 103.7
Corn 2.0 -=17.5 - - - -
Totals 15.0 104.5 14.0 99.5 15.0 106.2
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h. Title II

The PL480 Title II program is linked to our life expentancy and primary
education objectives. The Maternal and Child Health and Food for Work (FFW)
programs contribute to health and nutrition status, while the School Feeding
(SF) program contributes to school attendance. The following discussion
presents the PL480 Title 1II program according to the customary reporting
fomat.

Although statisties on malnutrition are both outdated and unreliable, the

Ministry of Health estimates that up to 80X of the under five age group
suffers from some degree of malnutrition.

For the last three decades we have been financing PL 480 Title II food
commodity ilmports into Honduras. During this time, the total quantity of
donated food has amounted to approximately 305 million pounds, with an
estimated CCC value of $48.7 million. This food is provided to pregnant and
lactating mothers and their children, and primary school children.

Given the length of time the program has been in existence and its size, the
question needs to be asked, what has been the impact of this food assistance?
Has nutritional status been improved? Does the school feeding program
encourage school attendance? Could locally produced foods be used instead of
U.S, imports? Can we demonstrate that the Title II program effectively
"contributes to overall USAID objectives?

In the absence of sufficient information to answer these questions, USAID has
decided to conduct an evaluation of the PL 480 Title II program. Depending on
the evaluation's results and recommendations, we will decide on the future of
the program. The program levels of other food donors, developmental impact,
and possible institutional dependency on donated food are among the factors to
be considered. We believe that that some form of a supplementary feeding
program directed at nutritionally at-risk population groups is needed.
However, the nature of such a program, its fit within our overall objectives
and management capacity need to be defined more clearly.

-This evaluation will complement a USAID-supported nationwide nucrition study
to determine the prevalence of malnutrition, the data gathering portion of
which will be carried out by the end of 1986, Results should be available to
rropose the future Title II program direction by next year's Action Plan
submittal. In the meantime, beneficiary levels for both the CARE and

CRS /Caritas programs will be held constant.

We believe that, although the CARE program proposals are adequately planmed,
they are not sufficiently supported by the GOH and much needs to be done to
improve logistics at the regional distribution centers.

The (RS/Caritas program was evaluated last year. Results were more positive
than expected., Many of the administrative and internal control weaknesses
have been addressed and important community development activities are being
carried out, With the additiom of a few staff members, the program will meet
the nutritional monitoring requirements,
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CARE Maternal Child Health (MCH) Program

The Program operates in 16 of Honduras' 18 geographical departments. The Bay
Islands and Mosquitia are specifically excluded due to potential difficulties
in the transport of commodities and supervision.

The impact of this program om nutritional status is unknown. As a result of
the country-wide survey on nutrition status, it is expected that better
targeting of food assistance will result., Much more needs to be done,
however, to integrate supplementary feeding inte the MOH's nutrition
activities.

Future program levels will be determined by both the program evaluation and by

the nutrition study discussed above. Pending these results, MCH beneficiaries
are planned at about the 125,000 level.

CARE School Feeding (SF) Program

In accordance with Ministry of Education (MOE) policy, praschool children have
priority over primary school children and rural schools have prigqrity over
marginal urban schools, which in turn have priority over urban schools. The
rationale for this prioritization i3 based on economic need. Approximately
300,000 out of a total primary school population of approximately 750,000 are
reached through the CARE/MOE SF Program. Through a similar program, which the
MOE carries out jointly with the European Economic Community, approximately
another 200,000 recipients are reached.

The MOE provides all of the funding required to manage the SF Program. The
ma jority of this funding comes from ESF local currency generations. CARE is
presently managing the distribution of the school feeding commodicies to
approximately 350 centralized distribution points for approximately 4,000
schools. These include approximately 110 schools in the Central District to
which commodities are distributed directly.

No Homduran-specific information exists on the impact of school feeding
programs on school attendance. Pending the results of cur scheduled
evaluation, program beneficiaries are planned at the 330,000 level.

CARE Food For Work (FFW) and Refugee Feeding (RF) Programs

The ma jor goal of the Food For Work and Refugee Feeding programs is to help
Miskito refugees in the Mosquitia region of Honduras become economically

self -sufficient and integrated into the socloeconomic structure of the
Mosquitia. This program is being implemented by World Relief. World Relief
provides all of the funding required to manage the refugee feeding program and
to cover the transportation costs.

The target population consists of Nicaraguan Miskito refugee families who have
crossed into the Mosquitia region of Honduras. Approximately 10,000 of the
refugees will receive assistance from CARE. The World Food Program (WFP) also
is providing food assistance to the Miskito refugees in the form of beans,
vegetable 0il and non-fat dry miilk.

It is expected that these programs will continue to operate for at least
another three years. -
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Catholic Relief Services (CRS) MCH and FFW Programs

CES, under an agreement with Caritas, its local counterpart, has
responsibility for preparing annual food requests and obtaining free entry of
PL 480 Title II commodities, It obtains and transfers to Caritas a GOH/MOH
program support grant, and provides some equipment and materials for
food-for-work projects.

Caritas implements MCH activities through housewives' clubs and FFW activities
through field volunteers. Both these programs impact on health and nutritiom
through the provision of supplemental food (MCH) and through the promotion of
home gardens, chicken coops, and wells and latrines (FFW). Pending results of
the upcoming evaluation, program beneficiaries will remain at the 25,000 level.

Other Donors

Over the last five years, food assistance in Honduras has experienced a
significant increase as a result of the continued and incremental
participation of other ianternational donors, namely, the World Food Program
(WFP), the Cooperacion Hondurena-Alemana de Alimentos poor Trabajos (COHAAT)
and the European Economic Community (EEC). In addition, Spain and Argentina
make occasional donations of food to the GOH. Two thousand metric tomns of
milk donated by EEC are used in the MOE's school feeding program, thus
supplementing CARE/MOE SF activities. The EEC provided assistance in 1985 to
approximately 200,000 beneficiaries and CARE to some 300,000,

COHAAT's FFW program is carried out exclusively in the southern part of

Hoaduras, in Choluteca and Valle. In these two departments, CARE implements
MCH and School Feeding activities.

"The WFP's food assistance supports a variety of projects, i,e.,, MCH, basic
" grains production, basic infrastructure and productive activities, literacy,
forest development, and refugees, WFP works throughout Bonduras. Some of
WFP's projects could overlap with those implemented by COHAAT, CARE and CRS.

As a result of the evolution of food assistance donated to Honduras and a
desire to complement efforts, we and the WFP initiated an International Food
Donors Coordination Committee in October 1985, Currently, the following
institutions are represented on the comeittee; WFP, EEC, CARE, CRS, COHAAT,
the National Planning Council (CONSUPLANE) and USAID., USAID, WFP and
CONSUPLANE form the working group of the committee.

Budgetary Impact

N
Eighty-five percent of the PL 480 Title 1l program in Honduras is implemented
through CARE, The total costs of CARE program are financed through local
currency generated under the ESF program. One hundred percent of the cost of
the CY 1986 GOH/CARE agreements was covered with these funds, as opposed to
previous years in which the GOH directly budgeted counterpart funds to cover
the program's costs.

FY 87 FY 88
(Thousand of dollars)

PL 480 Title II 4,004 4,100
GOE Local Currency 1,800 1,784
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2. Local Currency Plan

The basic purpose of local currency program is to support the development
strategy of the GOH and AID, including the Central America Initiative's
objectives goals aml objectives (see Table VII).

Local currency generated through the ESF program is used to finance private
and public sector development activities that directly support or complemant
Honduran and USAID objectives. The PL 480 Title I program alsc supports both
public and private sector initiatives. Local currencies also are instrumental
in expanding the work of U.S5. and Honduran private voluntary organizatioms,
through financing of numerous programs. '

With regard to the public sector, local currency generations finance
counterpart for USAID~financed programs amd projects and rhose of
international financial institutions {IFIs). As such, the funds are
instrumental in ensuring effective implementation. These generations also
provide budget support for GOH programs such as labor intensive, productive
public infrastructure programs (sewerage, potable water, etec.).

In the private sector, local currency resources provide lines of credit to
small- and medium—size enterprises, to cooperatives and to other private
sector entities, Privatization of state-owned enterprises, small business,
export development arnd services, and agricultural diversification are among
the private sector activities supported by local currency funds.

The Trust Fund component of the local currency program assists USAID in
financing its operating expenses, provides funding for financial reviews of
local currency agreements, supports small project efforts of the Peace Corps,
provides funding for local technical support of USAID's program, and supports
language training amd travel costs associated with participant training. The
program also supports stremgthening democratic institutions, e.g., voter
registration in connection with the recent national electioms.

Activities financed through PL480 Title I/III sales proceeds include
diversified crop marketing, regional cooperative development, small farmer
water resources development, farmer training, agricultural research and
extension, fisheries, horticulture, forestry amd land titling.

In 1985, a mechanism to finance the expansion of nontraditional exports was
deve loped throygh the local gurrency program. A rotating fund with a shared
risk feature was established to permit local commercial banks to provide loans
and other services to nontraditional exporters, umnder a series of options in
risk for the bank. Under this shared risk program, the commercial bank has
the option of chooging between assuming 100% of the risk and earning a2 higher
profit margin or assuming only 40X of the risk with a lower profit margin.

The program encourages banks to lend to nontraditional exporters by offering a
rate of return based upon the risk assumed by the bank.
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Local currency generations equivalent to $4.75 million in 1985 and early 1986
supported the Employment Generation Program, which provides short-term
employment through productive public work activities thus helping to provide
short-term relief for the country's serious unmemployment problem,

In FY85, ESF obligations totalled $147.5 million. Of this amount, $80.0
million was disbursed. The remaining $67.5 million has been disbursed in two
tranches during the first half of 1986. The first tranche ($35.0 million) was
disbursed on January 30, 1986 and has been jointly programmed by the USAID and
the Ministry of Finance and Public Credit for the following: counterpart for
USAID~ and IFI-financed projects, budget support for GOH programs; additional
funding for rotating funds for USAID-supported projects, the Employment
Generation Program; USAID Trust Funds; credit for improved coffee production;
and support for private voluntary organizations operating in Honduras.

The second tranmche ($32.5 million) was disbursed on May 6, 1986. This and the
FY86 $61.248 miliion ESF disbursement will generate L187,496,000. On the
public sector side, we will give priority to USAID and IFI-supported project
counterpart needs, as well as GOH programs supporting or complementing our
goals and objectives.

USAID is reviewing a preliminary proposal to use available local currency for
a private sector Endowment Program., Local currency would be made available to
the Centrzl Bank of Homduras on the basis of which it would issue GOH bonds to
selected private sector institutions. These bonds would be held by the
private sector institutions to maturity, with the USAID and individual
institutions having previously reached agreement on the uses to be made of
annual interest earnings and redemption value of the bonds upon maturity.
After our in-depth joint review with the GOH of the feasibility of this, we

- may initiate such a program on a pilot basis. We will continue to give
priority to other private sector uses of local currency, such as for support

- to PVO and cooperative programs impacting on agricultural preduction
activities,

Given the large amount of local currency presently available for both public
and private sector uses, and the important role this rescurce plays for our
DA-funded projects, special attention is being given to the dependency this
could create. Specifically, the financial analysis section of project
documents for new and amended projects will describe a descending level of
ESF-generated local currency support as projects are implemented. Relatively
hizh levels of local currency will be programmed as GOH counterpart
contribution for initiation of projects. This amount will diminish in concert
with a required plan showing how the project will become self-financing and
eventually capable of providing for its local currency requirements for Ehe
cont inuation of activities beyond AID's support.

Currently, the local currency program operates through three program

accounts: the Economic Recuperation Program (522-0230); the Economic
Stabilization Facility (522-0283); and PL480 Title I/III. The program has a
relatively large portfolio of local currency-financed projects that are making
significant contributions to USAID and GOH objectives. But managing and
monitoring the program is time consuming. For example, each local currency
agreement requires an annual financial review. To reduce our staff workload,
two steps have been taken.
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A fiduciary account system was initiated with selected local commercial banks
which should significantly reduce the administrative burden of managing the
ptivate sector program. Under this system, private sector recipients of local
currency project funding woculd be required to sign a fiduciary agreement with
a local commercial bank. This arrangement places the direct disbursement,
management and monitoring burden in the hands of private banks. For a
commission, the banks will disburse funds and manage each project’'s finances,
implementation and accounting, with related reports to be submitted to USAID
on a quarterly basis. This innovative approach to managing a large local
currency portfolio will provide for adequate controls of funds and reduce the
need for USAID finanmcial reviews. It also will reduce the workload on our
staff and provide for ongoing analyses of each project's progress. Interast
earned on funds deposited with commercial banks will be used to extend
activities related to each project’'s purpose.

We have established a special fund under the Trust Fund account to provide for
annual project financial reviews, conducted by private accounting firms. This
mechanism reduces considerably the workload for staff. We are currently
reviewing the possibiliry of procuring these services under an Indefinite
Quantity Contract arrangement.
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BRANTS b 14,278 1 10,066 111,250 1 9,822 1 16,000 | 10,504 | 56,761 1 96,025 |
LOANS b 12,400 | 11,783 | 14,597 1 18,305 © 13,500 | 18,929 1101,907 [ {77,407 |
Dbjective I: - Expart Earnings
FN Export Development and Services 6 207 11 1,400 | 628 | 01 300 1§ 01 400 1 2,400 | 2,400 | g4 84
FN Export Development and Services L 207 3t 2001 1,520 | 01 2,000 ! 0t 2,0001 7,200 1 01 84 B
8D Expart Developeent and Services § 207 3 | 01 1,038 1 Z,1001 @87 1 61 1,000 1 S,1001 35,1001 24 87
§0 Export Development and Seervices L 207 3 ! 01 1,479 1 2,800 1 2,700 1 01 4,000 ! 82,3001 8,800 1 84 &7
SD firtisan Product Marketing (OPG) 6 250 3| 01 2291 01 01 o1 0f  S10i i1 B4 8]
5D Program Deveicpwent and Suppert 6 9106 31 4B 1 271 | 1001 4231 Bt 10! 1,974 CONT | 7% CONT
8D Private and Val Organ. - QP68 & 9999 3 | 01 01 - 1001 01 160 | 100 ¢ 0t 400 | g7 %
TOTAL FOR OBJECTIVE 3 I 2,018 1 35,185 1 4,100 1 4,312 1 150 ! 7,800 ! 25,957 1 24,410
GRANTS i 1,818 | 2,166 1 I,300 1 L4121 150 | 1,500 | 9,957 t 8,410 |
LOANS o200 1 2,999 1 2,800 1 4,790 ) G 1 4,000 1 16,000 ¢ 16,000 |
Ohiective 4: Eaploysent . .
EH GEMAH Inst, Strengthening (IP6Y 6 256 41 200t 313 o1 213 0| 0t 1,000 0 1,0001 84  Bh
EH Hum Res Dev Council CADERM-OP6 5 257 4 | . 433 | 02,7431 L0001 2,500 1 @00l 4,325 ¢ 4,323 84 g8
EY ITEC Institutional Streng (OPG) 6 287 4 | 93 | f 01 170 4 9| 31 480 | B! 8 Bs
50 Chasber of Commerce (OPS) B 204 4| 01 I 01 ¢ ¢ 1 10¢ ! 100 ! gz 83
S50 Saal! Business Development § 205 4| 01 1t | 01 200t 0F 2281 4001 400 £ B4 B4
5D FUNAREH (OPS) B 263 41 0| 1 0l 571 31 3 132 1 1321 88 8685
EH Private and Vol Organ. - OPGs & 9999 4 | 01 01 200 | 014 200 | 200 ) 01 go2 1 87 %0
TOTAL FOR OBJECTIVE 4 - I T8 L2051 2,945 1 L4401 2,700 | L2810 5837 1 9,437 1
SRANTS Tl L2051 2,54 Lh4001 2,700 1 1,261 1 3,837 1 9,437 1
LOANS 1 - -1 -1 - =1 -1 -1 -
Objective S: Populalion
PN Health Sector 1 5 153 51 L0 L0001 5751 1,000 01 le8t 24801 I,0%0%1 Bl 87
PN Coamercial Retail Sales (PG} & 201 § ! 0! 31 i n1 0l 01 1,205 1 1,205 1 g &8s
PX Fam Plan Serv Del Suppart (0P} § 2253 31 01l 3 01 9t a! 01 173 731 B4 B4
PN Leadership Pop. Education (OPS) 6 240 3 | o 179 | 01 ¢ ot 0 320 00 8 M
PN Private Sector Pop. Prog. (OP) B 2B S 1 2,941 1 2,097 1 ZI,099 1 2,900 4 (,800 ! 2,130 1 9,816t 9,301 85 28
PN Health Sector II 6§ s 51 o1 0! 01 01 2,300 1 580! 01 0001 B %2
P¥ Private and Val Organ, - OPGs B 9999 5| 0! 01 01 0t 0 0t D 01 g7 90
PN Progras Developaent and Support 6 9104 5} 75 1 97 1 30 100 1 30 | S0t I07 ¢ CONT 73 CONT
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USATD /HOMOURAS
FY 88 ACTION PLAN

Table VIII

SUMMARY BUDGET TABLE DA L ESF FUNDING §Y UBJELTIVE

(In Thousands of Dollars)

| t

1
1

|
0B- 1 -FY 98- | -Ff 1987 - | -FY 1988~ | TOTAL {FISCAL YEAR
: JEC-1 OBLIGA |EIPENDI | OBLIGA IEXPENDI i OBLIBA {EXPENDI | PROJECT COST  {0F OBLIBAYION
AcutProjest Title L/6 MumberTIVE! TIONS | TURES | TIONS | TURES 1 TIONS | TURES | Authd | Planned HINITIAL FINAL!
e — -— | { ] { } | 1 ] !
TOTAL FOR OBJECTIVE 5 | 4,136 1 431t 3,724 1 4,000 1 4,350 1 3,068 ! 14,897 {20,160 |
BRANTS I 4,136 1 3,430 1 3,724 1 4,000 1 4,750+ 3,068 1 14,897 {20,180 |
LOANS ! -t -1 -1 -1 -1 -1 - -1
Objective b: Life Expectancy
HE Health Sector | ' B 183 &1 32001 2,3t51 2,259 ! 3,072 0 L,ET1 BSTH 1 12,0881 80 87
Hi. Health Sector ! L 153 41 01 2,528t 0! 5,528 | 61 BBO ) 15,852 1 15,6321 B0 8
Hi Cossun. Hith, Seli-Motiv., [OPE) §  J03 & | 01 150! ot 1001 04 1501 400§ 400 | B% BS
HE Mosquitia H1t Care Stren. (OPE} 6 304 4 1 01 71 0 i 01 01 751 TS B85 8BS
HE FUHRIL Iastit. Strength, (OPS} 6 305 & | 40 | 90 ! 01 &0 ' 01 150 | 150t 8% B
HE Health Sector 11 6 216 & 0 0} 0| 61 2,000t f0001 - &1 12,000t BE W
Ht liealth Secior 11 L 216 &1 VI 01 0! 61 2,000 1 1,000t 61 80001 g8 92
HE Privale and Vol Grgan. - OPGs & 999% & | 6 01 2001 oF 0001 2001 b B0t 87 %0
HE Prograa Development and Support B 9108 4 | 200 | 167 1 100 | 225 1 50 1 751 871 1 CONT | 79 LONT
FI' Mosquitiz Relief ¥ Dev, § 21 &1 01 o221t ¢! 1,403 ! 0t 01 I,9%8 1+ L%t B8 8BS
TOTAL FOR QOBJECTIVE & I 3,406 1 7,508 ! 2,559 ) 10,4161 4,250 | 4,974 t 29,880 | 53,083 1
GRANTS 3,40 1 4,980 1 2,559 | 4,BBB 1 2,250 | I,0%h 1 14,028 | 29,43!
LOARS | 01 2,528 1 01 5,528 | 2,000 | {,BBO ) 15,692 I 23,852 !
Objective 7: Primary Education
EF Rural Peisary Education ] T 71 B 959 | 01l 0 01 01 2,850 ! 2,850 | g0 &3
E* Rural Prisary Educalion A 1Y A 0t 7,238 | 0t 0t 0 01 16,850 1 15,8301 B0 BS
E- Primary Educationm Efficiency 6 273 71 3,000 ) 0t 1,500 1 2,000 1 3,000 1 4,000 ! 0 17,0001 B 95
EN Primary Education Efficiency L 2373 71 600 | 01 5,500 1 3,000 1 3,900 1 2,000 61t 8000t BA B8
F7 Moyquitia Reliel ¥ Dev, g 22 71 01 4981 01 0t 0! 01 ot 90 1 B85 &5
Ex Progres Developsent and Support 6 9105 7 ! 181 | 317 1 50 1 228 | 501 100 1 2,637 1 LONT | 79 CONT
TOTAL FOR DBIECTIVE 7 {3,781 9,209 1 5,030t 5,225 1 5,950 1 6,100 ] 23,237 1 45,500 1
SRANTS I3, 1811 L9764 ) 1,550 ) 2,226 ) 3,050 1 44,1001 6,387 20,750t
LDANS P800 ) 7,235 1 3,500 1 3,000 1 3,500 1 2,000 | 15,B30 | 24,850 |
fhjective 8: Sheller and Services '
Fi Rural Heusing Improvement B 171 B 014 8o | 0! o | 00 2001 00t 81 83
Fi Rural Housing Isprovesent L 171 81 o1 Bes | o1 01 61 01 I,300 | 3,300 | Bl B4
HE Rural Mater % Sanitatign 6 166 B 1 I I [ 0!l 2 (| 01 1,200 | L2004 80 Bs
HE Rura! Water ¥ Sanitation L 1 B1 2,871 3,7 ¢ o Lzl 01 3,150 ¢ 19,500 ¢ 19,500V BO  Ba
HE Bay lslands Davelopment [(OPE) 6 1T B S0 28 1 ¢! ¢ 0! o1 8t ‘WL BT 84
§b Shetter for the Urban Poor [I 6 206 8! bt 14 1 o1 2831 01 0t 450 i 4501 83 B
Sir Co-op Housing Foundation (QPGY 6§ 317 8! 0! o1 01 0 20001 2501 bv 20001 B8 BB
TOTAL FOR OBJECTIVE 8 I 2,387 1 4,83 | 01 4,252 1 2,000 1 3,400 | 25,030 ¢+ 27,030 ¢
BRANTS ] 01 8341 01§31 20001 280 2,231 4,230 ]
LOANS b2,387 1 4,202 ¢ 01 3,72 01 3,150 1 22,800 1 22,800 1
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USAID/HONDURAS

FY 88 ACTION PLAN

Table VIII

TABLE DA L ESF FUNDING B8Y OBJECTIVE
{In Thousands of Dollars)

| {
!

!
0B-1 -FY1986- 1 -FY 997 - | -FY 98- | TOTAL IFTSCAL YEAR
JEC-| OBLIGA IEXPENDI | OBLIGA [EXPENDI { OBLIGA IEXPENDI 1 PROJECT COST  (OF CBLISATION!
AcctProject Title L/ NumberTIVE| TIONS | TURES 1 TIONS | TURES | TIONS | TURES | Authd | Planned |INITIAL FINALI
Smm et —————— —— i | ] | ! ! ! ! | | -
Cbjective 9: Peaca Schalarships
No Bilateral Funding
Ohjective 10: Consolidation of Desocratic Processses
5D Spacial Dev. Activities g 149 10| 100 ! 100 1 100 1 100 1 100 ! 100 1 ot CONT Bt CONT |
SO FOPRIDEH Instit'l Streng, (OPSY 6 284 104 1071 249 | 01 1701 0! 721 3001 ot 85 Bh I
8D Strengthening Demccratic Insti. 6 296 10| 01 0F 17001 501 o1 1,000 ! 01 LMel 8 87
TOTAL FOR OBJECTIVE 10 | 2071 491 1,800t 6201 100! 1721 900t 2,200 1 i
SRANTS I 207 ¢ 49 1 1,800 ! 630 ! 100 I 1,172} %6 | 2,200 1 I
LOANS f -1 -1 =1 - =1 -t -1 -1 I
TOTAL FOR ALL OBJECTIVES 1104, 453 1183,072 1141,025 1155,441 140,752 169,072 1434,006 11,045,353 | !
GBRANTS | 88,876 1154,345 1120,128 1120,186 1141,352 §137,113 1262,797 1 800,544 | !
LOANS i 13,387 | 28,727 | 20,897 | 35,258 | 19,400 | 11,739 t173,209 1 254,709 | !
TABLE IX
FY 1988 FUNDING REQUEST
($THOUSANDS)
ESF 108,752
DA 52,000
PL 480 TITLE I/III 15,000
PL 480 TITLE II 4,100
TOTAL 179,852
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III. MANAGEMENT PLANS AND OBJECTIVES
A. Operating Expense Resources amd Staffing Requirements
1. Staffing

USAID/Honduras will be basically fully staffed to enable us to cope with the
expanded program resulting from the Central American Initiative by the end of
FY86. We are proposing no new additions to direct hire staff to support our
program. A level of 35 USDH and 36 FNDH is straight-lined for FY¥s 87 and 88.
We have requested and received three resident hire slots and are budgetting
for two new IDIs in FY87 and for one additional IDI in FY88, Requirements for
additional support staff have surfaced and modest increaasaes in FN PSCs will be
completed in FY86 to retain effectiveness and efficiency in supporting the
program. Even with this increased staff, we believe that our total staff to
project ratio or support perscunel to preject ratio or any other ratios
developed using "rules of thumb™ will compare favorably to those of other
USAIDs in the LAC Bureau or other bureaus. Insuring that over $50 million in
Development Assistance fumds each year are expended in a prudent and
responsible manner requires a substantial staff. If the oversight
responsibilities for the local currency programs generated under our ESF and
PL 480 programs are included in the ratioc computations, our staffing levels
look even more reasonable.

Regardless of the favorable ratios, we are concerned about the cost of running
this USAID. Since persomnel is a major cost element in our OE budget, the
Director conducted an intensive review with each Office Director of all
persounel currently on board and the additional staff being proposed to insure
that the USAID remains lean and cost—-effective. The operative rule in
formulating our OE budget was to charge new personnel to projects where such
charging made sense. To the extent possible, we are using local currancy
trust funds and a variety of projects to fund a number of contractors that
were previously coverad under operating expenses. The attached tables reflect
our proposed staffing for FY87 and FY88 and are, in our judgment, the minimum
level necessary to carry out our responsibilities.

USAID/Honduras also provides full accounting support to both RIG/Honduras and
USAID/Belize. We estimate that approximately five person-years of '
USAID/Honduras' operating expense staff is devoted to these organizations.
Our staffing levels should be reviewed with thig factor in mind.



791 0 €9 9t 0 £ [4 S 193 STVLOIL

9 0z 18 1 T € iaTreziucy jo 991330

ST S 9 9 juamdoy2aa(q sadanosay

ugany 3o IVFIJ0O

0z L S z 9 juswdoyaasg

Teang jo 8231330

8 1 S F4 Sugpzasujdug jo 931330

B Z ra weiBoag i0l129g

ajealtg Jo 39731310

] 1 c sysd1euy wmeadoag

pue d>juwoucyy Jo IIYFJO

6 £ T S ajueuy4

juswdoraaag 3o 9213130

1 £ F A Z suvidorg

Jusudofaaseg Jo a2¥3J0

SE | £4 S 4 Y € juamaBeuey Jo 3VTIJO

9 1 £ 1030a11q 30 292FIJ0
STVIO0L NJL  INOD NS4 Ha NSd VSvd dJHIH ST 141 LNOD Si1 Hasn

NOILISOd 40 AdAL

121843 ¢0

L8R3

0f YIIWI1d3IS 40 SV ARAAHHAONA SNOILISOd
A19VL 3DHOINUOM 30 SVENANOH/AIVSNH
X A79vL

‘- 66 -



134} 0 £9 9t 0 £ £ S St STVILIOIX

9t 0c 11 T 1 S AD[TO1IUC) JO SITFIO

91 S b T 9 jusudoyaaaq saoanosay
‘ ueuny 3o JIFIIO

0z L S 4 9 juamdoyaaaq

Teany 3o 9913130
8 T S 4 Suyiaauyrduy jo adIII0
Y Fa Z wmexfoig 1031735

91BATIg 3O 9DTJIO

v . € : aysi1euy wexdoag
pue 2jmwouocdy jo I3TII0

6 ¢ I S aoueuyq
juamdoiaAasg JO aITIIO0

i £ Z FA ” smeidoay
jusmdoraaaq 3o 9213J0
SE 1T S 4 Y € JuswaBruel Jo 3VFIFO
9 £ € 10312211 q JO 2VYIIJ0
SIV.IOL NDL JNOD NS4 HO NS4 ysvd d9IH SqH 1d1 LNOD Sn HasN
331440

NOILISO0d 20 AdAL

88Ad
JRIAHHNONA SNOL.L1SOd
ATAVL IDYO0INMOM HO SYMNANOH/AIVSA

(panugiuod) X FAIGVL

- 00T -



-101 -
2. Operating Expenses

We have negotiated a trust fund which defrayed the cost of running our USAID
by $1.5 million in FY85. In FY86, the trust fund will be used to cover almost
$2.0 million in USAID operational costs and this figure will increase to $2.3
million in FY87 and $2.5 million in FY88. These amounts represent a
significant contribution by the GOH in sharing the cost of maintaining the
USAID in Tegucigalpa. The GOH has contributed or will contribute more than
25% of our operating expense cost during the FY85 to FYB8 period. The trust
fund amounts that are being budgetted for FYs 86, 87, and 88 are the maximum
amounts that we can realistically use since all of our local cost expenses are
being covered.

Since the prime driving force behind operating expenses is personmnel, the
total Operating Expense budgets for FYB7 and FY88 reflect modest increases
cowpleted by the end of FYB6 that we believe are necessary to carry out our
program. In FY86, we received two professional resident hire slots and cme
secretarial resident hire slot that were used to employ an Assistant
Management Officer, an Assistant Budget and Accounting Officer, and a
secretary. We believe that Honduras is an excellent training ground for IDI's
and we have budgetted two new IDIs in FY87 and one new IDI {n FY88. This
level of three IDIs is consistent with our normal contingent of interms. The
net rasult of this essential U.S. direct hire staff is to push our total QE
cost up for the expense category of U. S. Direct Hire by $380,000 from FY86 to
FY88.

Expenses for our Foreign National Direct Hire Staff increases by $328,000 from
FY86 to FY88. We have continued to fill vacancies as they occur with
professional staff and use ocur contract positions for sub-professionals.

Since our professionals are pald considerably more than our clerical staff,
the cost in the direct hire foreign national category increases. In addition,
we are budgetting a 7% salary increase in both FY87 and FY88 for our foreign
nat ional staff. The hudgetted salary increase also explains why our contract
personnel expense increases from FY86 to FY88,

‘In an attempt to reduce our costs of operation, we are in the process of
withdrawing from certain FAAS functions, We estimate that this action will
result in at least $50,000 in FAAS cost savings, as well as improved service
and greatly increased property accountability.



EXPENSE CATEGORY

U.S. DIRECT HIRE

U.S. CITIZENS BASIC PAY
PT/TEMP U.S. BASIC PAY
DIFFERENTIAL PAY

OTHER AID/W FUNDED CODE 11
OTHER MISSION FUNDED CODE 11
EDUCATION ALLOWANCES

RETIREMENT - U.S. DIRECT HIRE

LIVING ALLOWANCES

OTHER AID/W FUNDED CODE 12
OTHER MISSION FUNDED CODE 12
POST ASSIGNMENT - TRAVEL
POST ASSIGNMENT -~ FREIGHT
HOME LEAVE - TRAVEL

HOME LEAVE ~ FREIGHT
EDUCATION TRAVEL

R AND R TRAVEL

OTHER CODE 2135 TRAVEL

FOREIGN NATIONAL DH

BASIC PAY
OVERTIME, HOLIDAY PAY

ALL OTHER CODE 11 - EN

ALL OTHER CODE 12

BENEFITS FORMER FN PERSOMNEL

CONTRACT PERSONNEL

PASA TECHNICIANS

U.S. PSC ~ SALARY/BENEFITS
ALL OTHER U.S. PSC COSTS
F.N, PSC - SALARY/BENEFITS
ALL OTHER F.N. PSC COSTS
MANPOWER CONTRACTS

JCC COSTS PAID BY AID/W

HOUS ING

RESIDENTIAL RENT
RESIDENTIAL UTILITIES
MAINTENANCE AND RENOVATION
QUARTERS ALLOWANCES
RESIDENTIAL FURNITURE/EQUIP.
TRANS./FREIGHT - CODE 311
SECURITY GUARD SERVICES
OFFICIAL RESIDENCE ALLOW.
REPRESENTATION ALLOWANCE

- 102 -

TABLE XI FY88 ACTION PLAN
F188 Annual Budget Submission TABLE VIII - FY86

USALD/HONDURAS
FUNC. OBJECT TRUST
CODE CLASS DOLLARS FUNDS TOTAL UNITS
U100 2622.3 2622.3 LAXXX
Ulol 110 1856.1 1856.1 35.2
Ulo2 112 .
U103 116 318.3 318.3 XXAXX
U104 119 3.0 3.0 LXXXXK
U105 119 _ XXXXX
U106 126 117.6 117.6 32.0
ulg7 120 129.9 129.9 XRXXX
U108 128 TEXXK
U109 129 46,4 46,4 AXXXX
Ul1c 129 - 8.2 8.2 AKX
Ulll 212 7.0 7.0 6.0
U112 22 46.2 46,2 6,0
Uli3 212 26,3 24,3 9.0
Ulisé 22 11.6 11.6 9.0
U115 215 6.0 6.0 4.0
Ullé 215 32.7 32,7 24.0
U117 215 15.0 15.0 4.0
U200 118.1 822.3 940, 4 K
U201 114 89.0 635.4 724.4 33.3
U202 115 30.0 30.0 1.2
Uz03 119 XXXXX
G204 129 29,1 156.9 186.0 XXX
U205 13 XXXXXK
U300 265.7 $03.2 868.9 AAXXX
U3o 258
U302 113 195.0 195.0 6.5
U303 255 XXXXX
U3ios 113 65.7 603.2 668.9 60,1
U3os 255 5.0 5.0 XXXXX
U306 259
U307 113 .
U400 761.1 60.5 821.6 XRXXX
U401 235 66.0 66,0 4.0
U402 236 10.5 10.5 KRXAR
U403 259 5.0 5.0 XXKRXX
U404 127 404,13 404,3 31,7
U405 311 235.0 235.0 AXXXX
U406 22 5Q.0 - 50,0 RXXXX
U407 254 45.0 45.0 XRXXX
0408 254 3.8 3.8 XXX
U409 252 2.0 2.0 WAXKX
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FY 1988 ACTION PLAN TABLE XI (continued)
FY 1988 Annual Budget Submission TABLE VIII - FY 1986 (continued)

FUNC. OBJECT TRUST
EXPENSE CATEGORY CODE CLASS DOLLARS FUNDS TOTAL UNITS
OFFICE OPERATIONS U500 1333.5 503.2 1836.7 x3XXXX
OFFICE RENT Us01 234 75.2 12.5 87,7 XXXXX
OFFICE UTILITIES Us02 234 XXXKK
BUILDING MAINT./RENOVATION U503 259 8.0 8.0 XxxIX
OFFICE FURNITURE/EQUIPMENT Us04 310 283.8 283.8 XAKXX
VEHICLES Us05 312 56.8 56.8 XXXXX
OTHER EQUIPMENT U506 319 30.0 30.0 Xooxx
TRANSPORTATION/FREIGHT Uso7 22 50.5 50.5 XXX
FURN/EQUIP/VEH REPAIR/MAINT., U508 259 ~ 100.5 91,9 20L. 4 XXXXX
COMMUNICATLIONS Uso9 230 112.0 112.0 XXX
SECURITY GUARD SERVICES USLO 254 XXX
PRINTING U511 24 - AXXAX
RIG/I1 OPERATIONAL TRAVEL Usiz 210
SITE VISITS - MISSION PERS. US13 210 50.0 75.0 125.0 * 240.0
SITE VISITS - AID/W PERS. U514 210 20.0 20.0 8.0
INFORMATION MEETINGS Us1s 210 5.0 5.0 %.0
TRAINING ATTENDANCE Usl6 210 30.0 30.0 19.0
CONFERENCE ATTENDANCE U517 210 20.0 20.0 18,0
OTHER OPERATIONAL TRAVEL Us18 210 )
SUPPLIES AND MATERIALS - U519 26 57.2 115.0 172.2 XXX
FAAS us20 257 470.0 470.0 X300
CONSULTING SVCS - CONTRACTS U521 259 XXXXX
MGT./PROF, SVCS. - CONTRACTS U522 259 . XXXXX
SPEC. STUDIES/ANALYSES CONT., U523 259 . EXXXX
. ALL OTHER CODE 25 Us24 259 75.5 88. 8 164. 3 XHXHXK
TOTAL O.E. BUDGET 5100.7 1989.2 7089.9 XXXX
RECONCI LATION 2823,7 2823.7 XXXXK
OPEBATING BUDGET REQUIREMENTS XKXXX
636C REQUIREMENTS U600 32
TOTAL ALLOWANCE REQUEST T00o 2277.0 1989.2 4266,2
OTHER INFORMATION ; .
DOLLARS REQUIRED FOR LOCAL CURRENCY EXPENSES -0~
EXCHANGE RATE USED (MARCH 31, 1986) 12:31

*Includes a portion of the $142.9 in PD&S for local cost support that we received in
FY86.



FY 1988 ACTION PLAN TABLE XI (continued)
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FY 1988 Annual Budget Submission TABLE VIII - FY 1987

EXPENSE CATEGORY

U.S. PIRECT HIRE

U.S5. CITIZENS BASIC PAY
PT/TEMP U.S. BASIC PAY
DIFFERENTIAL PAY

OTHER AID/W FUNDED CODE 1l
OTHER MISSION FUNDED CODE 11
EDUCATION ALLOWANCES

RETIREMENT - U.S. DIRECT HIRE

LIVING ALLOWANCES

OTHER AID/W FUNDED CODE 12
OTHER MISSION FUNDED CODE 12
POST ASSIGNMENT - TRAVEL
POST ASSIGNMENT - FREIGHT
HOME LEAVE - TRAVEL

HOME LEAVE - FRELIGHT
EDUCATION TRAVEL

R AND R TRAVEL

OTHER CODE 215 TRAVEL

FOREIGN NATIONAL DH

BASIC PAY
OVERTIME, HOLIDAY PAY

ALL OTHER CODE 11 - FN

ALL OTHER CODE 12

BENEFITS FORMER FN PERSONNEL

CONTRACT PERSONNEL

PASA TECHNICIANS

U.S. PSC - SALARY/BENEFITS
ALL OTHER U.S. PSC COSTS
F.N. PSC - SALARY/BENEFITS
ALL OTHER F.N. PSC COSTS
MANPOWER CONTRACTS

JCC COSTS PAID BY AID/W

HOUSING

RESTDENTIAL RENT
RESIDENTIAL UTILITIES
MAINTENANCE AND RENOVATION
QUARTERS ALLOWANCES
RESIDENTIAL FURNLTURE/EQUIP.
TRANS./FREIGT -~ CODE 311

SECURITY GUARD SERVICES
OFFICLAL RESIDENCE ALLOW.

REPRESENTATION ALLOWANCE

FUNC. OBJECT TROUST

CODE CLASS DOLLARS FUNDS TOTAL UNITS
U100 2971.5 2971.5 XXXXX
U101 110 2023.9 2023.9 40.4-
U102 112 _

U103 116 392.7 392.7 XXXXX
U104 119 4.0 4.0 XXX
Ul0s 119 XXX
U106 126 107.0 107.0. 37.0
U107 120 141.7 141.7 XEXKX
;108 128 KLXXX
U109 129 50.4 50.4 XXXXX
U110 129 13.3 13.3 XEXXK
Ulll 212 20.6 20.6 11.0
U112 22 99.0 99,0 11.0
U113 212 50.5 50.5 18.0
Ulls 22 27.6 27.6 18.0
Ulls 215 6.6 6.6 4.0
Ulls 215 17.7 17.7 11.0
Ulil7 215 16.5 16.5 5.0
U200 123.3 991.3 1114.6 XXX
U201 114 90.0 773.6 363.6 35.2
U202 115 35.0 35.0 1.3
U203 119 XXXXX
U204 129 33.3 182.7 216.0 RXKXX
U205 13 XXXXX
300 180.0 720.4 ¢ 900, & XXXXX
U301l 258

U302 113 130.0 130,0 5.0
0303 255 XAXXX
U304 113 T 50.0 T 720.4 T770.4 63.0-
7305 255 XXXNX
306 259 v

U3oe7 113

U400 717.9 64,5 782.4 XXXKXK
U401l 235 69.6 69.6 4.0
U402 236 11.5 11.5 KXXXX
U403 259 3.0 3.0 XXXK
U404 127 4370 437,0 32.0 ¢
U405 311 168.5 168.5 XXXXX
U406 22 - 37.0 37.0 XRAAK
1407 254 50.0 50.0 XXXXX
U408 254 3.8 3.8 XAXXK
U409 252 2.0 2.0 XARXX
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FY 1988 ACTION PLAN TABLE XI (continued)
FY 1988 Annual Budget Submission TABLE VIII - FY 1987 (continued)

FUNC. OBJECT TRUST
EXPENSE CATEGORY CODE CLASS DOLLARS FUNDS TOTAL UNLITS
QFFICE OPERATIONS U500 1390.9 519.6 1910.5 LAAXX
OFFICE RENT U501 234 140.6 50.0 190.6 XXXXX
OFFICE UTILITIES usg2 234 TEXXX
BUILDING MAINT./RENOVATION U503 259 10.0 10,0 XXXXX
OFFICE FURNITURE/EQUIPMENT U504 310 267.4 267.4 XXXXK
VERICLES © U505 312 " 96.0 96.0 XXKXX
OTHER EQUIPMENT Us06 319 XXXXX
TRANSPORTATION/FREIGHT us07 22 53.5 53 .i XXXXE
FURN/EQUIP/VEH REPAIR/MAINT, U508 259 121.1 91.9 213.0 LXK
COMMUNICATIONS U509 230 118.0 118.0 EXXXX
SECURITY GUARD SERVICES U510 254 XXXXX
PRINTING U511 24 RXKXX
RIG/II OPERATIONAL TRAVEL Us12 210
SITE VISITS - MISSICN PERS. Us13 21¢ 60.0 80.U 140,0 26,0
SITE VISITS - AID/W PERS. Uslé 210 20.0 20,0 9.0
INFORMATION MEETINGS U515 210 10.0 10.0 7.0
TRAINING ATTENDANCE U516 210 33.0 33,0 20.0
CONFERENCE ATTENDANCE Us17 210 25.0 25.0 20.0
OTHER OPERATIONAL TRAVEL U518 210 )
SUPPLIES AND MATERIALS usl9 26 104.4 81.0 185.4 KEXXX
FAAS Us20 257 380.0 380.0 AXXXX
CONSULTING SVCS ~ CONTRACTS Us2l 259 XXAXX
MGT./PROF, SVCS, - CONTRACTS U522 259 XXXKX
SPEC. STUDIES/ANALYSES CONT. U523 259 XXXXR
ALL OTHER CODE 25 Us24 259 . 77.9 88.7 166.6 XXEKX
TOTAL 0.E, BUDGET 5383.6 2295.8 7679.4 XAXXX
RECONCITATION 29927 2992.7 A XXXX
QPERATING BUDGET REQUIREMENTS XXXXX
636C REQUIREMENTS U600 32
TOTAL ALLOWANCE REQUEST [4[0]0]4] 23%0.9 2295.8 4686.7
OTHER INFORMATION:
DOLLARS REQUIRED FOR LOCAL CURRENCY EXPENSES 0 *
EXCHANGE RATE USED (MARCH 31, 1986) L2:31 '
" Estimated Wage Increases - FY 1986 to FY 1987 7.0%_
Estimated Price Increases - FY 1986 to FY 1987 5.0%
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FY 1988 ACTION PLAN TABLE XI (continued)
FY 1988 Annual Budget Submission TABLE VIII - FY 1988

FUNC. OBJECT TRUST
EXPENSE CATEGORY CODE CLASS DOLLARS FUNDS TOTAL UNITS
U.S. DIRECT HIRE 7100 3009.9 3009.9 XXX
U.S. CITIZENS BASIC PAY U101 110 2062.2 2062.2 40.4
PT/TEMP U.S. BASIC PAY g102 112
DIFFERENTIAL PAY U103 1lleé 396.1 396.1 XXXXX
OTHER AID/W FUNDED CODE 11 Ul04 119 5.0 5.0 XAXXX
OTHER MISSION FUNDED CODE 11 U105 119 XXXXX
EDUCATICN ALLOWANCES uloé 126 140.8 140.8 44,0
RETIREMENT - U.S. DIRECT HIRE U107 120 144.3 144.3 XXXXX
LIVING ALLOWANCES pgl108 128 AXXXX
OTHER AID/W FUNDED CODE 12 U109 129 51.5 51.5 XXXXX
-OTHER MISSION FUNDED CODE 12 Ull0 129 13.4 13.4 AXXXK
POST ASSIGNMENT - TRAVEL Ulll 212 19.8 ] 19.8 8.0
POST ASSIGNMENT - FREIGHT o112 22 63.8 63.8 8.0
HOME LEAVE - TRAVEL U113 212 30.3 30.3 13.0
HOME LEAVE - FREIGHT Ullé 22 17.1 17.1 13.0
EDUCATION TRAVEL g115 215 6.6 6.6 4.0
R AND R TRAVEL Ulleé 215 39.2 39.2 24.0
OTHER CODE 215 TRAVEL uil7 215 19.8 19.8 5.0
FOREIGN NATIONAL DH U200 174.0 1094,7 1268.7 EEXXX
BASIC PAY U201 114 133.0 849,7 982.7 36.0
OVERTIME, HOLIDAY PAY U202 115 40,0 40,0 1.3
ALL OTHER CODE 11 - FN U203 119 XAXXX
ALL OTHER CODE 12 _ U204 129 41.0 205,1 246.0 EXEXX
BENEFITS FORMER FN PERSONNEL U205 13 XXXXX
CONTRACT PERSONNEL U300 205.0 799,38 1004,8 KXXXX
PASA TECHNICIANS U301 258
U.S. PSC - SALARY/BENEFITS U302 113 135.0 135.0 5.0
ALL OTHER U.S5. PSC COSTS U303 255 XXXXX
F.N. PSC — SALARY/BENEFITS U304 113 70.0 799.8 869.8 63.0
ALL OTHER F.N. PSC COSTS U305 255 XXXXX
MANPOWER CONTRACTS U3o0e 259
JCC COSTS PAID BY AID/W U3e7 113
HOUS ING ‘ U400 750.3 70.5 820.8 XXXXK
RESIDENTIAL RENT U401 235 75.0 75,0 4
RESIDENTIAL UTILITIES U402 236 12.5 12.5 AXXAX
MAINTENANCE AND RENOVATION U403 259 3.0 3.0 XXXXX
QUARTERS ALLOWANCES U404 127 458.0 458.0 33.0
RESIDENTIAL FURNITURE/EQUIP. U405 311 176.0 176.0 XXEXXX
TRANS./FREIGHT - CODE 311 U406 22 35.5 35.5 XXXKK
SECURITY GUARD SERVICES U407 254 ) 55.0 55.0 P ey
QFFICIAL RESIDENCE ALLOW. 408 254 3.8 3.8 XXX
REPRESENTATION ALLOWANCE U409 252 2,4 2.0 XXAXX
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FY 1988 ACTION PLAN TABLE XI (continued)
FY 1988 Annual Budget Submission TABLE VIII - FY 1988 (continued)

FUNC. OBJECT TRUST

EXPENSE CATEGORY CODE CLASS DOLLARS FUNDS TOTAL UNLITS

OFFICE OPERATIONS U500 1420.3 523.9 1944,2 XXXXX
OFFICE RENT Us01 234 140.6 50.0 190.6 RXXXX
OFFICE UTILITIES U502 234 XXXXX
BUILDING MAINT./RENOVATION U503 259 10.0 10.0 XXXXX
OFFICE FURNITURE/EQUIPMENT uso4 310 257. 7 257. 7 AAXK
VEHICLES usos 312 85.0 85.0 KEXXX
OTHER EQUIPMENT U506 319 XXXXX
TRANSPORTATION/ FREIGHT us07 22 37.0 37.0 KXXXR
FURN/EQUIP/VEH REPAIR/MAINT. U508 259 132.1 91.9 ‘ 224,0 XXXXX
COMMUNICATIONS Us09 230 124.0 124.,0 EXAXX
SECURITY GUARD SERVICES - US10 254 KEAXK
PRINTING U511 24 KXXXX
RIG/I1 OPERATIONAL TRAVEL Us12 210
SITE VISITS - MISSION PERS, U513 210 73.0 80.0 155.0 275.0
SITE VISITS - AID/W PERS. Us14 210 25.0 25.0 10.0
INFORMATION MEETINGS U515 210 1G.0 10.0 7.0
TRAINING ATTENDANCE U516 210 40,0 40,0 21.0
CONFERENCE ATTENDANCE us17 210 30.0 30.0 22,0
OTHER OPERATIONAL TRAVEL USs18 210
SUPPLIES AND MATERIALS U519 26 110.0 87.1 197.1 AXKXX
FAAS vs20 257 390.C 390.0 XXAEXK
CONSULTING SVCS = CONTRACTS Us21 259 ' XXXXX
MGT./PROF, SVCS, = CONTRACTS U522 258 RAHXX
SPEC. STUDIES/ANALYSES CONT. U523 259 XXXXX
ALL OTHER CODE 25 U524 259 8§7.9 80.9 168.8 XXAXX
TOTAL 0.E. BUDGET 5559.5 2488.9 8048, 4 XXXXX
RECONCITATION 3049.1 3049.1 XXXXX
COPERATING BUDGET REQUIREMENTS XXXAX
636C REQUIREMENTS Us00 32
TOTAL ALLOWANCE REQUEST U000 2510.4 2488.9 4999.3
OTHER INFORMATION: ) .
DOLLARS REQUIRED FOR LOCAL CURRENCY EXPENSES 0 .
EXCHANGE RATE USED (MARCE 31, 1986) L2:§1
Estimated Wage Increases — FY 1987 to FY 1988 7.0%

Estimated Price Increases - FY 1987 to FY 1988 5.04
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B. Staffing and Financial Resources Allocated to Objectives

The attached graphs link our dollar-funded program, staff and operating
expenses to the objectives set forth in this Action Plan.

The first two graphs reflect the program levels and pipeline by objective at
the end of FY 87, The last two graphs reflect the person-years of staff
resources and Operating Expense budget allocated against each of our ten
objectives.

These graphs indicate that a significant share of both ocur program and
finaneial human resources are allocated against our agricultural production
objective. While a substantial amount of program resources are allocated to
gur macroeconomic performance objective, it is, as one would expect, less
labor intensive than the implementation of our agricultural portfolio. The
next highest concentrations of our program and staff resources are the

objectives related to shelter and export expansion. Employment also is
relatively staff intensive.

It is worth noting that although we have sizeable program resources approved
and proposed for the objectives related to life expectancy, primary education
and population, these require relatively less staff resources to implement.
This i3 due to the nature of the assistance we are providing, and the systemic
and institutional capabilities we have helped to strengthen under earlier
assistance efforts. The staff allocations for the peace scholarships and
democratic procasses objectives are relatively small, as are the proposed
levels of assistance.

With respect to the methodology used for these tables, the followling is
pertinent, We first determined the person-years, basically among our line

of fices and regardless of source of funding, available to directly supppert
the USAID's efforts to achieve each objective. Excluded are institutional and
personal service contractors working directly with the GOH and private sector
counterparts to implement our program. The number of person-years was then
totalled, and a percentage of total staffing allocated to each objective was
calculated. This percentage was then used to allocate person-years of staff
of fice support and of Operating Expense costs to each objective,
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Substantial improvement in
macroeconomic performance by 1990.

Increase agricultural production
by $400 million by 1990.

Generate $320 million in export
earnings by 1990. '

Generate 300,000 person-years of.
productive employment by 1990,

Reduce the population growth raté
to 2.7%Z by 1990.

-

Increase life expectancy to 65 yea:™

by 1990.

Increase the proportion of primary
school students completing the
gixth grade from 28% in 1934

to 45%Z in 1996, while reducing
costs from $963 per graduate to
$675 per graduate.

Provide 70,000 {improved shelter
and water sanitation service
solutions by-1990C.

Provide 1,582 Honduran citizens
with educational opportunities in
the United States' democratic
eavironment by 1990,

Consolidate the legislative,
judicial and electoral and other
democratic processes affecting
the rights of citizens by 1990.
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C. Management Initiatives

We have undertaken several management initiatives which will improve the
quality and/or efficiency of delivery of our assistance. These initiatives
include:

1. Portfolio Consolidation: Beginning in October 1985, we initiated a
portfolio consolidation exercise designed to have our activities respond more
closely with the Central American Initiative’'s objectives. This consolidation
effort will be completed over a two-year period and will include a range of
programing mechanisms (e.g., phase-out, activity clustering, and
deobligation/recbligation).

Concerning the gradual phase~out of projects, by the end of FY86 the PACD's of
18 individual projects will have expired. To date, eight projects have been
closed-out and efforts are currently underway to bring the remaining 10 to an
orderly conclusion. While avoiding the design of overly complex,
multi-component projects, we are carefully scrutinizing the formulation of new
initiatives to determine where compatible activities can be clustered within
one management unit both to enhance project impact and achieve operating
efficiencies. A relevant example of such clustering is the Education
Efficiency Project currently under design for FYB86 obligation., Its principal
elements —— textbocks, standardization of testing, teacher training and radio
education == could all be developed as separate projects., However, it is our
judgement that combining them under one effort will create a synergism that
will result in greater impact on improving the quality of primary education
than if each were executed separately.

The principal advantage of the deobligation/reobligation authority is that it
facilicates the elimination ¢f non-performers, while simultaneously making
regources avallable for other importanmt initiatives. Presently, we have no
specific plans tc employ this tool. However, it will be held in reserve to be
judiciously applied as needed. '

2. Procurement Plans: A second management efficiency measure is the
institution of an USAID policy to develop thorough implementatiocn and
procurement plans, For new starts, such plans will be a part of the project
design process and will be completed prior to authorization. They will cover
the entire life-of-project (LOP), be disaggregated into quarterly periods, and
reviewed and updated semiannually. Draft scopes of work for all lonmg~term
technical assistance and specifications for major commodities will be required
as Project Paper annexes and will be prepared before projects are approved.

For on-going projects, beginning in FY86, implementation/procurement*schedules
will be revised to cover the balance of the LOP periods. Like the '
‘requirements for new starts, these plans will be segregated into quarterly
units, and reviewed and updated twice yearly, where necessary.
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3. Management by Objectives (MBO): In February 1986, we fustituted a series
of Management by Objectives seminars for all levels of USAID personnel. All
staff have now received training or orientation in MBO. These seminars were
presented under a contract with the Association of Honduran Managers and
Entrepreneurs (GEMAH) and were conducted by a consultant from the American
Management Associations, Internmational.

The seminars centered first on involving employees in identifying, clarifying
and establishing our overall program goals and objectives, and related
performance indicators, They also were beneficial in helping to focus on
internal management objectives by creating an increased awareness of the need
to streamline, systematize and coordinate our internal operating policies and
procedures. The principles which were lsarned and implemented under the MBO
program (which is now an ongoing effort) already have contributed to
increasing the effectiveness of our planning and operationms.

4, Clarification of USAID's Functional Statements: As a result of our MBO
discussions, it became apparent that there needed to be further emphasis
placed on clearly identifying operating responsibilities and clarifying the
functional statements of each USAID Office. Each Office has prepared a
updated statement of functional responsibilities, organization and staffing as
an initial step in the elimination of overlap and duplication of effort.

5. Revigion of USAID's Manual System: As part of the overall effort to
improve our policies and procedures, all of the USAID's Mission Orders are
being revised and reorganized on a functional basis to make them more readily
accessable and informative. This also will iovolve a new numbering system
based on functional categories rather than the current numeric sequence
numbers based upon lssuance date. This is a ongoing activity which will be
completed by the end of FY86.

6. Withdrawal from Certain FAAS Functions: In order to achieve the 25Z
reduction in costs of FAAS administrative support services mandated by
Congress and AID/W, we reviewed all FAAS functions and costs. Based upon our
recomnendations, AID/W has approved our withdrawl from FAAS for the motor pool
and property management functions. It is estimated that this action will
result in FAAS cost savings of at least $50,000, as well as improved services
and greatly increased property accountability.

7. Establistment of Rotating Funds: Rotating funds will be established for
all major projects in order to speed implementation and reduce the need for
dollar advances.

8. Fiduciary Acecounts: Fiducliary accounts for private sector local
currency~financed projects have been established to reduce the admiomistrative
burden of managing the local currency program. This mechanism {involves a
contract arrangement between a local bank and the PVO according to which the
bank manages the fund disbursement process., While this system has been only
recently established, it holds promise for significantly reducing our local
currency administrative burden.
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9. Custom Clearance Procedures: We have contracted with a custom clearance
broker using technical support trust funds to provide timely clegrances of
project commodities.

10. Training Activities: {(a) Shorthand Training —- USAID has established a
shorthand training course to increase the effectiveness of the gecretarial
staff with a total of 18 employees having completed beginning, intermediate or
advanced training; (b) Project Officer Implementation Trzining —= we have been
(within the limits of budget constraints) supportive of officer training and
have emphasized attendance at the Project Implementation Course.

11, Mission Management Assessment; In response to the Central American
Inititive, the size and scope of the program has increased dramatically over
the past few years. Obligation rates have multiplied six times and, although
there has been some increase in staff, rapid expansion has taxed existing
systems amd programs. To better assess our needs and to recommend actions for
Mission management consideration, we contracted with Development Associates to
carry out & management assessment. The assessmept was carried cut by a team
of formerly senior and high~level AID and State Department officials. This
team has reviewed our programs and operations to assess our performance in
meeting overall objectives, and has recomnended actions to improve

ef fectiveness.

12, Review of Compunications and Records Operations: A contract was let with
a former AID C & R Supervisor to completely review our communciations and
records activities. Along with greatly improving the mail distibution,
filing, correspondence control and records retirement {nearly 20 cubic feet
retired and 90 cubic feet destroyed), this contractor produced a
Comunications Handbook which is being used as a guide in the preparation of
comunications and correspomdence. Training of our administrative and
secretarial staff has also been conducted.

13. Automation: We understamd that AID/W is now following guidelines of cne
work station for each support employee, and one work station for each three
professional employees. USAID curreantly has an overall average of ope work
station for each five employees. It is our intent to move towards the AID/W

standard, but this will be on a2 phased basis, with 10 work stations being
added in FY 86.

D. Evaluation Plan

This evaluation plan reflects the transition from an evaluation program based
on periodically scheduled project evaluations to one focused on the intensive
review of topics which reflect major themes of importance to our program and
which cut across sectors. We will, however, continue to selectively carry out
project evaluations required to make significant management and program
decisions. As a result, the FY87 evaluation program changes the pattern of
FY86 during which 15 evaluatioans are currently scheduled to be carried out.
This contrasts with the 10 project evaluations originally planned for FY86, as
reflected in last year's Action Flan, Although we may not accomplish all 15
evaluations in FYB6, it is the considered opinion of the majority of project
managers and Mission management that project specific evaluations are an
essential wanagement and implementation tool which must be continued.
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During FY86, the planned avaluations of the Small Farmer Coffee Improvement
(522-0176) and Health Sector I (522-0153) projects were advanced from FY87 in
order to have informatiocn on impact and to apply the lessons learmned to the
design of major expansions of these projects. In addition, RHUDO sponsored a
PADCO study of Honduras' housing needs from 1985 to 2005 which is being used
to determine the best use of the $35 million in HG funds currently available,
as well as, to formulate a strategy for addressing rural shelter needs. A
mid-term evaluation of the Small Farmer Titling and Services project
(522-0173) underscored the positive benefits of an active publicity campaign
in facilitating delineation and titling activities, and resulted in bolstering
this project component. The evaluation also pointed out the continuing
problem of access to credit for newly titled land holders. As a result, we
will negotiate the use of local currency gemerated under the ESF program to
finance a pilot credit program for thig target group.

During FY87, we intend to complete seven evaluations of 1l projects, plus a

ma jor review of Honduyras' nutritional status and needs. Evaluations are being
combined where there exist similarities regarding economic sectors and
purposes. A Joint close~cut, implementation review will be held of the ANACH
Regional Cooparative Development (522-0203 OPG) and AIFLD Regional (598-0101)
projects., Schedules for the evaluation of the Integrated Pest Management OPG
(522-0222) and Agricultural Research Foundationm (522-0249) projects are being
adjusted to consolidate them. Lastly, the CADERH 0PG (522-0257), ITEC
Institutional Strengthening (522-0287) and GEMAR Instirtucrional Development OPG
(522-0256) mid-term and final project evaluations are to be performed at one
time.

In FY88, we intend to reduce the number of project evaluations to four, but to

increase in-—depth and multi-sectoral analyses by conducting reviews of the
‘following:

1. ESF Program: The USAID plans an assessment of the impact of the ESF
program which will focus on the qualitative and, to the extent possible,
quantitative impact of the macro policy amd structural reform measures adopted
by the GOH in the context of the program, The specific policy measures to be
evaluated will be those inecluded as conditions precedent to disbursement or
covenants in the initial and amendatory agreements of the Economic Recovery
Program (522~-0230) and the Economic¢ Stabilization Facility (522-0283). The
agsessment will also address the assumptions underlying the structure and
content of the programs as bases for achleving stabilization objectives. We
will prepare a scope of work in September 1986 and will contract appropriate
specialists in January 1987 to conduct the initial assessment of the ESF
program from its inception in September 1982 through December 1986. The
assessment will be updated periodically, .

2. Investment in Agriculture: We will undertake an assessment of GOH policies
that affect private sector decision-makers' willingness to invest in
agricultural activities. The study will review the laws, regulations and GOH
policies that relate to undertaking an agricultural or agribusiness venture in
Honduras, prepare case studies of representative agribusiness ventures to
ident ify specific coustraints that were encountered in undertaking recently
initiated ventures and propose specific measures that could be taken to
alleviate the constraints to investment. It is expected that the results of
this study will be presented to the GOH as a suggested agenda for action under
our policy dialogue activity.
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3. PL 480 Programs: USAID proposes to undertake evaluations of the impact of
the PL 480 Title I/III and Title II programs on food production; nutritional
status and, in the case of Title II, school attendance; the GOH fiscal
situation; and the general performance of the agricultural sector. These
evaluationg will attempt to determine: (1) whether the importation of large
volumes of wheat and other commodities constitute a significant disincentive
to domestic food production, (2) which segments of the population are most
benefited by the programs, (3) whether, om balance, the GOR fiscal situation
has been improved as a result of the PL 480 programs, (4) whether the GCH
programs supported by PL 480 Title I/III local currency generations have had a
positive impact on the agricultural sector's capacity to produce food, and (§)
whether the Title II program is impacting on nutrition amd/or school
attendance. The evaluation results will be used to substantiate the need or
lack of need for future PL 480 programs, the appropriate levels for such
programs and, where needed, to reorient support for local currency-financed
activities. '

4. The Reformed Sector and the Roles of the Agrarian Reform Institute (INA)
and the Farmer Organizations: Prevailing conditions in the agrarian reform
sector will be assessed in approximately 1,900 cooperative settlements. A
review will be made of land distribution, land pressures, existing credit
facilities/credit availability, access to technical assistance, roles of the
larger farmer organizations vis—a-vis the cooperatives, development and
strengthening of dempcratic processes among reform beneficiaries, and
alternative suggestions for inmcreasing production and the more efficient
employment of capital in the agriculture sector.

This assessment will provide information relating to the landless population,
as well as to land tenancy patterns. It will evaluate the relationship
between these and their influence on the reformed sector. It will also
identify the number of actively employed workers within the sector. The
assessment will require -a political analysis that focuses on INA's capacity to
conduct agrarian reform. Such a study will assist in determining the extent
to which existing settlements are finamcially viable, and whether they are or
could be agriculturally productive entities able to support their members. It
will also assess the impact of the Agrarian Reform Law's exclusion of a large
segment of the rural population.

5. Legal Framework for Natural Resources Management:; The Honduran legislation
concerning natural resources reflects many lavs issued at different times and
for various purposes, not always related. As a result, the present legal
framework regarding natural resources management is obsolete, internally
inconsistent and incompatible with national interests amd realities. This
impedes correct and timely decision-making. In order to make a first, approach
at addressing this problem, a survey and diagnosis of the existing legal
framerwork and regulations will be carried out, This survey will determine
the impact of these on rural development, propose an unified legal approach to
deal with rural development as a whole, and recommend specific future actions.
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6. Financial Markets: A pre—-feasibility gtudy of financial markets in
Honduras was completed last year and set the stage for more specific actioas.
We will conduct a feasibility study to identify the mechanisms and instruments
best suited for Honduras, and develop a specific strategy to stimulate the
longer—-term growth and efficlency of the private sector. The study will
provide us with a better understamding of the specific needs to develop a
financial market, and allow us to identify areas in which changes in policies
and regulations should be recommended in order to permit new institutions to
emerge and develop in the market place.

7. Capital Markets: The development of capital markets is of paramount
importance for attracting new {nvestment and attaining sustainable growth in
the private sector. A capital market does not exist in Honduras, except on a
very limited basis whereby private institutions limit their services to their
respective subsidiaries and clients, Attempts to develop a full fledged
market have not fared well, Obstacles to the creation of a capital market
include concern over devaluation, the general decline inm savings and
investments, capital flight, the lack of mechanismg to effectively translate
whatever dcmestic savings might be available into longer—term productive
investments, and the lack of support from monetary authorities. However,
there is potential for a capital market in Honduras. We intend to undertake a
capital market/venture capital study in collaboration with ROCAP/PRE to

determine the feasibility of establishing a capital market and a possible role
of the USAID.

8. Strengthening Democratic Institutions: We will evaluate the impact of the
activities supported to date under the regional Strengthening Democratic
Institutions project. This evaluation will determine the activities' impact
on the Honduran political/civic, social, and legal systems. The study will
attempt to quantify: (1) the improvement within the judiciary; (2) the
establisiment of the full protection of the law in civil and criminal matters;
(3) and the degree of depolitization of the court system; (4) the facility
with which the voting age population may register and the resultant

ef fectiveness of the system in the recent national elections; and (5) existing
constraints within the legislature which could impede the enactment of
govermmental reforms. The results will be utilized as a basis for further

negotiations under our policy dialogue actions for the legislative, electoral
and judicial processes objective,

9. Contracting Out: We are congidering support for a study of the effects of
contracting out. Over the past few years, we have actively encouraged
contracting out as a means to transfer functions from the public to the
private sector, and improve the pace of project implementation., At present,
private contractors provide a number of services which had previously:been
provided by the public sector, e.g., health and agricultural services, '‘school
and road construction, and training. In several important respects, knowledge
of the experience with contracting out remains limited. There is only a
minimal understanding of the overall extent to which contracting out has
stimulated private sector and employment activity. An overview study would
bring together the experience in various sectors and reveal any successes
achieved. This study will detemmine: 1) whether there have been time savings
in project completion and the extent or significance of such savings; 2) the
extent to which costs have been reduced; 3) whether standards of performance
have been raised,'lowered, or remained substantially the same; 4) the extent
to which public sector employment has been diminished by contracting out; 5)
whe ther there has been a concurrent increase in private sector employment in

these same program areas; and 6) whether opportunities exist for additiomal .
contracting out.
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E. GRAY AMENDMENT

The Gray Amendment requires that AID pursue a policy of directing a portiom of
its contracting for services and commodities toward registered minority firms,
and predominantly black colleges and universities. The USAID has adopted a
position of actively adhering to the requirements of the legislation. In the
design and implementation of every project, we take measures to assure that
due consideration is given to 8 (A) firms and predominantly black colleges and
universities in procuring the requisite technical assistance and commodities.
Adherence to these measures i3 borne out by the record of contracts awarded to
minority entities during the current (FY86) fiscal year. As of April 30,
1986, we awarded contracts totalling approximately $1.3 million to 8 (A)
firms. This brings the USAID to almost 507 of our FY86 target of $2.8
million. Principal, minority contractors included Servicios Tecnicos del
Caribe ($600,000) and Triton Corporatiom ($414,000). While it is impossible,
at this time, to judge the outcome of competitive procurements which are
currently pending, we anticipate that minority organizations will continue to
be active collaborators in project implementation for the balance of FY86 (for
which we anticipate meeting our target) and into the future.



ANNEX

PROGRESS AGAINST PROGRAM AND POLICY DIALOGUE GOALS AND BENCHMARKS ESTABLISHED
IN THE FY 1987 ACTION PLAN

A. ECONOMIC STABILIZATION

1. Objective Category: Economic Stabilization

© Phased implementation of a tariff reform program which would replace the
current NAUCA system with the Brussels nomenclature. 1lst quarter FY86.
Status:

Technical work completed and draft legislarion prepared inm October 1985,
Draft law submitted to key private sector groups for review at that time. To
date, private sactor has provided no official reactions, Private sector
support for proposed reforms is crucial,

¢ Signing of a foreign debt renegotiation agreement for selected amounts
outstanding through 1984 with private international banks. 1lst quarter
FY8s,
Status:
GOE and banks nearly reached agreement in June 1985, but talks stalled
over GOH disagreement with banks' insistence that agreement include clause
requiring that GOH negotiate an IMF Stand By agreement in 1986,

0 Implementation of legislation which will permit the privatization,
elimination or reduction of GOH participation in the following public
sector entities: National Housing Finance Agency (FINAVI), National Basic
Product Supplier (BANASUPRO), Honduran Banana Corporation {(COHBANA) and
the National Agricultural Development Bank (BANADESA). 1lst gquarter FY86.

Status:

All acromplished except for BANADESA.

¢ Expangion of international trade transactions covered under the
self~financing system and the special payments regime to 20%. 1lst quarter
FY86.
Status:
gure cited not correct; should be doubling from trade base agreed to in
ESF monitoring agreement, Target not complied with and no longer relevant;
superceded by subsequent agreement.

¢ Implementation of legislation designed to permit divestiture of public
sector commodity producing enterprises. 2nd quarter FY86,
Status’
Legislation passed and implementating regulations approved. GOH currently
initiating steps leading to eventual divestiture of public sector commodity
producing enterprises,

0 Reduction in the number of items under price controls. 2nd quarter FY86.
Status: .

On May 6, 1986 GOH reduced the number of product categories under price
coatrols from 63 to 358,
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o Implementation of public sector credit law which ratiomalizes the

acquisition and management of public sector external debt. 2nd quarter
Fi8é6.

Status:

This should be dropped as not relevant, Apprbpriate law passed in May
1985.

o Conclusicn of IMF Agreement amd conversion to longer-term maturities of
outstanding short—term debt. 2nd half CI86.
Status:

No longer relevant; we are not directly pushing for IMF Agreement.

0 Expansion of international trade transactions covered under the

self~financing system and the special payments regime to 407, 3rd quarter
FY86.

Status!

Figure cited not correct; should he fourfold increase over base agreed to
in ESF monitoring agreement. Target not complied with and no longer relevant;
superceded by later agreement.

o Introduction of a fiscal package designed to reduce the overall public

sector deficlt as a percentage of GDP by three points. 4rd quarter FY86.
Status:

GOH 1986 budget projects an overall consolidated public sector deficit

equal to 7.4% of GDP. This is 4.5 percentage points lower than the comparable
figure for 1984,

B. SECTORAL PROGRAMS

1. Objective Category: Private Sector

o Divestiture of 2 to 4 public sector companies by FY87, in addition to
those to be reduced or eliminated under the ESF program.
Status:
One company, Forestry Industry of Agua Frio, Inc. (FLIAFSA), to be
transferred to the private sector in May 1986. Negotiations regarding three
other companies are taking place. ‘

0 Eliminate specific disincentives and practical constraints to development
of nontraditional exports through simplification of procedures for
incorporation by FY87, and global import and export permits for 100% of
production during 1985,

Status:

Benefits under the Export Promotion Law have been improved. Procedurks
under the Temporary Import Law have been simplified. Other measures to
increase incentives and simplify procedures have been presented to the GOH by
various private sector institutions and are now under consideration.

o0 Streamline the proceas of obtaining govermment permits required for export
activities by FY87 and implement during FY85 the regulations and
procedures for the Export Promotion Law of 1983,

Status:

The regulations and procedures for the Export Promotion Law were
implemented. No significant improvement has yet been made in the process of
obtaining government permits for export activities.
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] Extend current free zone status to new industrial parks and create two
industrial parks for 28 industrial export enterprises by FY87.
Status:

A feasibility study for the private construction and operation of Export
Processing Zones to be completed by June 1986. Draft legislation being
discussed by private sector prior to submission to GOH for approval.
Promotional work to establish first Export Processing Zone Managment Company
to start about September 1986,

o Divestiture of state—owned enterprises. GOH will pass legislatiom during
1985 to facilitate divestiture,
Status:
The vrequired legislation for divestiture of state-owned enterprises was
passed in the latter part of 1985,

o Eliminate specific disincentives and practical constraints tc development
of nontraditional exports such as the temporary, duty-free importation of
raw materials, machinery, and equipment for export production for exports
outside the Central American Common Marketr, This was accomplished with
the passage of the Temporary Import Law in December 1984, Implementation
of the law will continue to be key USAID concern.

Status: .

Some improvements in the operation of the Temporary Import Law have
resulted in reduced time for approvels, but further improvements are being
sought. These include substituting the signature of the Minister of Economy
for that of the President regarding exporter elegibility under the law, and
substituting an "import policy” for a series of approvals thereby reducing the
processing time of each import transaction from 12 to 15 days to one day.

o Income tax exemption for private companies; simplification of procedures
for the incorporation of foreign firms under Honduran law; and global
import and export permits for companies which export 100 of their

" production. The Central Bank has agreed to issuance of global permits to
exporters; implementation will be monitored by the Mission.

Status:

The Central Bank has agreed to global permits for users of the $10 million
rotating fund under the Export Development and Services project.
Simplification of procedures for the incorporation of foreign firms is still
pending. :

o Ensure the availability of foreign exchange to exporters for their costs
for imported inputs.
~Status: .

The revolving fund established under the Export Development and Services
project continues to play an important part in insuring availability of
foreign exchange to exporters. A long—~range solution has not been achieved,
but the situation should improve given the additional foreign exchange the
government will receive from coffee exports and the savings to be achieved in
its reduced fuel bill due to electricity now being generated by El Cajbn and
the lower prices of imported -0il,
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2. OQObjective Category: Agriculture and Rural Development

o Increase the real growth rate of the Honduranm agricultural sector. . Goal
measurement: Average annual growth of agricultural sector GDP will
increase from current little or no growth to 4.5% by 1986-87 and 6% by
1990.

Status:

Agricultural Gross Domestic Product, in real terms, continued to grow in
1985 by an estimated 2.6%Z This year's Action Plan indicates that, over the
balance of the CAI period, we will move to the measurement of the impact of
the AID program on agricultural production, which is estimated at $400 million
over the 1987-30 period.

o Increase the foreign exchange earnings generated by the agricultural
sector. Goal measurement: by 1986-87, the current downward trend in
agricultural foreign exchange earnings will be reversed and $20 million
annually will be added in foreign exchange earnings. By 1990, real value
of agricultural exports will have increased by approximately $135 million,
or 25% over current values; almost half of this growth will originate from
non-traditional exports.

Status:

In 1985, exports inereasaed by 9.92 over 1984, while agricultural exports
increased by 10.5Z. Most of the increase was attributable to bananas (21%),
cof fee (12.5%) and shelifish (30Z). The only major decline among agricultural
products was for sugar exports {(a 16.7% drop). By 1990, agricultural exports
directly resulting from our program will increase by $92 million (in 1985
prices). Non-traditional exports will contribute one third of this amocunt.

o Significantly iuwprove the incomes and living standards of Honduras' poor
farmers and other rural residents through increased farm income and rural
employment., Unemployment among the Honduran rural population will have
dropped from 39%Z to 34Z. As a2 consequence of increased employment and
incomes in the rural sector, the percent of the rural populace living
below the poverty line will have decreased from 807 to 69%.

. Status: :

Agricultural unemployment increased marginally from 38% to 38.2X% between

1984 and 1985. By 1990, without the implementation of the agriculture

production program we are proposing, rural unemployment is projected to be

38.7%. The impact of our agricultural production program on unemployment will

be a seven percentage point drop to 31.7%.

o Basic grain yield will increase a total of 12% during the 1984-9%0 period,
from an average 1.25 to 1.40 metric touns/hectare,
Status: .
As a result of our program, basic grain yields will increase in southern
Honduras by approximately 102 by 1990, adding 3,000 metric tons to grain
production in the region.

»

0 An increase in average per capita income of the rural poor from $155 at
present to $200.
Status:
Superceded by the FY88 Action Plan that establishes a new performance
indicator which is to increase average real rural income by 5% by 1990.
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o0 Creation by the end of 1986 of a climate favorable to foreign investment
and export development, including the adaptation of exchange rate policies
which will permit Honduras to compete effectively and by implementing
simplified import/export document processing and favorable tax provisions.

Status:

New laws have been enacted (e.g., Temporary Import Law, Export Promotion
Law, Incentive Law for High Domestic Value-added Industries) and existing
legislation has been modified to encourage greater investment in agriculture
(e.g., Agriculture Development Law and banking legislation).

0 Maintenance of free market pricing policies for principal agricultural
produce.
Status:
A free market exists for the majority of agricultural produce with miner
exceptions (e.g., eggs).

© Maintenance of positive interest rates.
Status:

Interest rates ranges from 8% for selected cooperatives to 24% for low
collateral loans, while the annual inflation rate was estimated at 3.6% in
1985,

© Adoption by the end of 1986 of 2 systematic surface and ground water law
which will provide a legal framework allowing greater investment in
irrigation projects.
Status.
Key GOH officials support improved irrigation legislation. It will be
subuitted to Congress during FY37, as part of an irrigation program centered
around our new Irrigation Development project.

o Provision during 1985 of administrative autonomy for GOE agricultural
extension activities to eliminate major bureaucratic impediments to
effective technology transfer and natural resource conservation, as well
as acceptance by GOH of a greater private sector role in technology
transfer.

Status:

The Honduran Econowic Cabinet rejected this concept. Qur current prograg
stresses support for private sector-driven technological transfer. Three AID
supported organizations -- the Honduran Foundation for Agricultural Research,
(FHIA), the Union of Cooperatives (UNIOCOOP) and the Honduran Federation of
Agricultural and Agroindustrial Producers and Exporters (FEPRO) =-- have
programs oriented to complement public sector extension activities. This
approach has proved successful under our onogoing Natural Resources Management
project. '

o Application throughout the period of strict lending criteria to
agricultural cooperatives and similar enterprises which require
businesslike operations.

Status:

Capacity to pay is a prime criterium of public banking entities (e.g.,
BANADESA). However, the successful credit experience under our Model
Cooperative Development project has demonstrated that, with proper management,
cooperatives warrant increased credit support.
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¢ Shift the role of the GOH grain marketing institute from direct market
involvement to fostering private sector trade, and ratiomalization of GOH
grain price supports In line with commercial conditions by the end of 1985,

Status:

T The GOH is not injecting new funds into the basic grain marketing

institute, thus reducing its role. New pricing policies and personnel

reductions are expected to increase the private sector's role in marketing.

o Transfer of lumber export marketing responsibility to the private sector;
increase of stumpage fees to adequately reflaect resource value; and focus

GOH forestry activities on resource management by the end of 1986.

Status:

One sawmill (FIAFSA) was sold to the private sector for $2.5 millionm,
another sawmill was liquidated, and two additiomal ventures are undergoing
appraisal for disposal. After these latter two operations are sold, the
Honduran Forest Development Corporation (COHDEFOR) will only have interests in
CORFINO, an IDB-finamced sawmill which is the largest in Central America. New
marketing policies transfer the marketing process to the private sector, while
preserving COHDEFOR's legislated responsibilities,

3. Qbjective Category: Education

Primary Education

o Expand the coverage of primary education by increasing the net primary
enrocllment ratio from 86% in 1985 to 90X in 1990 and to 95% ia 1995, and
increase the number of schools and teachers in the system by 2% per year
over a ten-~year period.

Status:

It i3 estimated that by the completion of the Primary Education project
that there will be space for 88.8% of the school age population. The increase
in teachers has been 4% per year. The objective regarding coverage is being
dropped as our emphasis turns to quality and efficiency, and away from school
construction.

Vocational Skills Training

o] Increase the number of students passing skills certification exams, and
increase the number of students certified for specific employment in areas
of need.

Status:

The planned increase in students passing skills exams and certification
will not take place until 1987. To the present exams, curriculum and
certification in welding, carpentry cabinet making and industrial mechanics
are being developed and are to be completed in June 1986.



University Education

¢ Increase students enrolled at the private university from 800 to 1200, and
improve the academic¢ achievement of students at the private university as
measured by GRE and SAT scores or equivalent.

Status:

We are presently reviewing a proposal for construction of classrooms for
the San Pedro Sula private university. This constructiom, if approved, will
provide additicnal student space. One sgriculture classroom building is also
under construction, but is not yet completed. The USAID has no plans to
directly assist in improving academlc achievement at the private university,
thus this benclmark should be dropped.

4. Objective Category: BHealth and Population

Health

© To.decrease infant mortality to at least 70/1000 live births by the end of
1987.
Status:
A maternal child health survey in 1984 showed an infant mortality rate
(IMR) of 71/1000, No new data are expected until early 1988.

o To reduce the number of detected malaria cases to 20,000 by the end of

1987;

Status:

In 1985, there were 31,222 detected malarja cases. This pike is
attributable to changes in key personnel and unavalilability of insecticide.
This benchmark has been revised to a more realistic level of 25,000 cases by
FY87 in this year's Action Plan.

0 60% of the cases of diarrhea occuring in children under five will be
treated effectively.
Status!
It is currently estimated tha 30% of these cases are being treated
effectively. This year's Action Plan revises this benclmark to reflect
reductions in mortality related to diarrhea.

o 80% of identified active cases of TB will be routinely treated.
Status:

90% of identified active cases are currently being treated according to
data of the Ministry of Health. Our Action Plan for FY88 aims to maintain
this high level of treatment,

A}

o The weighted average unit cost of drugs used in the priority programs will
be less in 1987 than 1984 when adjusted for inflationm.

Status:
Data not yet available, although it is expected by July 1986,

o Costs per patient treated will decline in hospitals and health centers, as
measured in relation to 1980 baseline levels.

Status:
Data not yet available, although it is expected by July 1986.
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o The unit cost (adjusted for inflation) of key MOH services will show a
decrease in 1987 over pre-1984 levels.

Status:
Data not yet available, although it is expected by July 1986.

o Implementation of a 202 hospital recurreat cost recovery policy by
December 1987.

Status:
In implementation; informatiom to be available December 1986,

o Hospital cost contaimment. In 1984, the Ministry of Health (MOH) cut the
hogpital budget by the equivalent amount (5%) that was generated by
recurrent cost recovery activities.

Status:

This effort was stalled during the 1985 election year and subsequently was
overtaken by events as the MOH operating budget was significantly increased.
Nonetheless, the MOH remains committed to cost containment and cost recovery
policies.

0 Protecting the MOH budget for primary health care. To permit USAID an
on~going dialogue with the MOH ou health care costs, the MOH will provide
an annual report on health recurring costs and present a proposed strategy
for addressing any deficits which might exist,

Status:

The new Minister has a publicly stated policy of priority attention to

primary health care (child survival). The 1986 budget analysis shows a 20%

increase in the MOE operating cost budget for child survival programs.

0 Provision of incentives for MOH persoutnel engaged in primary health care.
This will be the subject of on-going discussion with MOH staff to begin
after the November 1985 electious.

Statug: : .

Primary health care personnel received a 25X pay increase due to the
increase in the MOH operating budget mentioned above.

¢ Expansion of health financing schemes through both the public and private
sectors. Representatives from U.S. health maintenance and other
self~financing organizations will visit Honduras after the elections to
give a series of presentations on health care self-financing. We will
follow~up as appropriate,

Status:
Health Maintenance Organization (HMO) seminar carried out in late 1985,
Follow-up actions underway. v

o Integration/coordination of the MOH's and the Social Security Institute's
{IHSS) health care systems.
Status:
New government reviewing process. Expect favorable decision to improve
coordinative process by June 1986.



-0 -

o Good progress is being made under the Rural Water and Saunitation project
in installing simple gravity flow water systems in small rural
communities. Household sanitation is being improved through installation
of water seal or pit latrines in conjunction with the rural water systems.

Status:

Under this project, 417 wells were dug in 1985 and 86 small water systems
constructed providing water to some 55,000 rural residents. The more than
21,000 letrines built in 1985 are serving approximately 126,000 people in
rural areas.

o During FY 1986, two nutrition-related activities will be incorporated into
the nutrition component of the Health Sector I project.
Status:
These two nutrition-related activities —— nutrition education and a
national nutrition survey — are in an active design stage for implementation
under the Health Sector I project.

Population

0 An increase in contraceptive users from 64,000 in 1984 to nearly 142,000
by 1988.
Status:
ontraceptive users reported by ASHONPLAFA in the first quarter of 1986
totalled 72,000 active users. This increase from the previous quarter was
achieved in spite of contraceptive shortages in two of ASHONPLAFA's programs.
The MOH and IHSS service data do not report number of active users. However,
we estimate that these two programs combined contributed an additiomal 20,000
active users. -

¢ An increase in the number of voluntary sterilizations from 6,000 per vear
in 1984 to 19,000 per year by 1988, for a cumulative total of nearly

90, 000, .

Status:

Voluntary sterilizations performed in the first quarter of 1986 totalled
1,577, This number is less than planned. A medical supervision team will
study both ASHONPLAFA and MOH facilities in May 19B6 to identify problems and
propose solutions to increasing the number of surgical procedures. This
year's Action Plan revises downwards the number of annual voluntary
sterilizations expected for 1988,

o Contraceptive prevalence nation—wide will grow from 35% in 1984 to 44% in
1988.
Status: v \
The next contraceptive prevalence study 1s scheduled for 1987, Data
should be available by early 1988. VWe have modified the 44% benchmark to 40%
in this year's Action Plan.
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5. Objective Category: Housing

o HG Project 522-HG-008, Shelter for the Urban Poor II, will be supporting

delivery of new low-cost solutions through the private sector through FYS88.
Status:

Implementation Agreement is under negotiation with the GOH as part of

the reprogramming of the uncontracted $35 million in HG authorizationms.
During FY86, 6,101 low-cost shelter solutions will be delivered, covering both
infrastructure upgrading in low—-income neighborhoods, as well as new solutions
and home improvement loans. However, none of these solutions can be
attributed to 522-HG-008, which is now scheduled to begin implementatiém in
FY87 and ‘terminate in FY89. 1In future years, total solutions for the sector
will be reported using the benchmarks established in the this year's Action
Plan.

o The gsecondary goal is to generate employment opportunities (estimated at
over 15,000 person-years from the $25 million housing investment alone).
Status:

During FY86, an estimated 446 person—years of employment will be generated
from the implementation of the existiag HG programs. Since 522-HG-008 is
still under negotiation, no employment is attributed to this project. 1In
future years, total employment for the sector will be reported using the
benchmarks established in this year's Action Plan.

o Establislment of a new institution or strengthening of existing finance
institutions to provide a reliable source of shelter finance (FY87).
Status:
A study 1is underway to assist the GOH in developing a rational shelter
finance policy. The policy will focus on strengthening the private
mobilization of savings amd long-term shelter finance.

0 Increase access to potable water from 60% to 85X in major cities and from

S0% to 70% in rural areas.

Status:

In the absence of reliable statistics, it is difficult to assess progress
against this benchlmark., Currently, we are contracting a study to assess the
financial and institutional mechanisms for providing shelter-related
infrastructure., New, more realistic benchmarks have been developed for this
year's Action Plan. During 1985, an addirziocnal 55,000 rural people gained
access to potable water under the Rural Water and Sanitation project.

o Remove public sector Honduran agencies from housing marketing and sales.
Status: v

Due to the lack of GOH interest in negotiating the uncontracted HG
authorizations, little progress can be reported. The new GOH administration
has expressed interest in reprogramming the HG pipeline, which will present us
an opportunity to accomplish poliey dialogue action as currently rephased in
the FY88 Action Plan: The public sector commits {tself to providing only
those essential services that cannot be effectively provided by the private
sector by December 1986,
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o Increase private sector involvement in construction, financing, and sales
of low-cost shelter solutions.
Status:

This is mo longer an explicit benchmark; but rather au assumption. We
will properly focus policy actions on creating the conditons for increased
private sector participation. However, the decison of the private sector to
avall itself to participate in low cost shelter Is essentially an extermal
factor. In the FYB8 Action Plan, therefore, this has been listed as an
assumption,

© Reactivate the largely dormant construction industry so as to contribute
to employment generation goals,

Status: »

This will be addressed in the reprogramming of the BG resources. However,

this is no longer an explicit benchmark and the FY88 Action Plan treats

employment as a secondary impact of our program efforts with respect to

shelter and sérvice solutions.

o Provide financial inputs to enable institutions to meet the need for
long~term shelter finance, while efforts are made by the sector
institutions to develop mechanisms required to attract long~term finance
which must be avallable on a self-sustaining basis to meet shelter
resource needs. '

Status:

A study is underway to assist the GOE in developing a rational shelter

finance policy. The policy will focus on strengthening the private

mobilization of savings for long—term shelter finance.

o Improve INVA's overall administrative efficiency through staff reductions
and the lowering of administrative costs to respond to the recommendations
of a recently completed institutional management audit,

Status:

INVA has not implemented the recommendations. We plan on dealing with
INVA only indirectly as another savings and loan ilnstitution. However, in
reprogramning the HG resources, we will require improved cost recovery and
reduction in arrearages as a condition to INVA participation in the program.
This benchmark has been replaced with a more general statement requiring the

GOH to develop an action plan for implementing its long-stated commitment to
COSt Tecovery.

o Proper structuring of enabling legislation related to the creation of a
Social Housing Fund, which would result in a permanent domestic resource
base to meet shelter needs.

Status: ' _ .
Qur goal is to assist the GOH in developing a rational shelter finance

policy, and less so on the particular implementing mechanism. Therefore, and

in light of the lack of support for a Social Housing Fund within the new GOH
administration, this benchmark is no longer appropriate.

A
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o Transfer of FINAVI's regulatory functions to the Central Bank so that the
country's savings and loans system can be properly maintained and
transferred in an orderly fashion.

Status:

FINAVI was closed on October 1985. However, a companion law to transfer
regulatory functions the Cantral Bank is still pending in the Honduran
Congress. As a condition to disbursement under the reprogrammed HG resources,
the transfer of the regulatory functions will be required.

o Address, in part, such basic critical needs as the deficient water supply
of Tegucigalpa, the provision of adequate sewage disposal facilities,
urban upgrading, cost recovery, and the provision of affordable solutions.

Status:

During the FY86, 6,100 low cost gheltar solutions will be provided, about

90% of which are for shelter and infrastructure upgrading in urban areas.

Also, we have begun to work more closely with the municipalities of

Tegucigalpa and San Pedro Sula to develop and implement action plans to

ioprove cost recovery for infrastructure.

¢ Promote efforts to define appropriate roles of different shelter sector
institutions and to enhance collaboration among them to reduce duplication
of efforts. -

Status:

This is under negotiation with the GOH, It will be accomplished as part
of the Shelter Fimance Study and through this year's Action Plan policy
dialogue action whereby the GOH commits itself to provide only those essential
services that cannot be provided by the private sector.

o Promote the institutionalization of financial planning capabilities within
shelter sector institutions to increase shelter production.
Status:

This is no longer an appropriate benchmark as we concentrate more on the
pelicy issues for creating an environment conducive to greater private sector
participation in the sector. Specific issues related to this matter usually
are dealt with in the context of specific project implementation.

o Install an appropriate interest rate structure for sector activities which
does not result in the decapitalization of imstitutions.
Status: _

This has been replaced in this year's Action Plan with: The public sector
institutions develop action plans to implement its commitment to operating on
a full cost-recoverable basis, reflecting the cost of resources, adminstrative
costs, and the opportunity cost of capital. The change thus focuses mora on
the financial viability of the transaction, Interest rate policy, which is a
macro—-economic tool for balancing supply and demand for credit, 1s thus
replaced with a clearer focus on how to set conditions for private capital
flows into the sector.
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6. Objective Category: Streng;hgnins Democratic Institutions

© Strengthen democratic political organizations, and the legislative and
executive branches, Quantification of this goal will depend upon analysis
and assessment,

Status:

Initial activities with the legislative branch involved a four day
orientation seminar in 2nd quarter of FY86. Planned activities will begin
with the establisiment of a legislative information center in 4th quarter of
FY86.

Activities with the National Elections Tribunal in improving the National
Registry of Persons are to commence in lst quarter of FY87.

o Expand cooperative activities in agricultural production as indicated by
an expansicn of five cooperative and union federations (257 increase in
membership and loan portfolio).

Stacus:

Qur program supported the ingrease in agricultural service cooperatives
from four to five over the past year. During 1986, these five cooperatives
combined resources and established a central service organization — the Union
of Cooperatives (UNIOCOQOP) and their combined membership increased by 15Z,
Three of the cooperatives increased their loan portfolios by 25X; while the
other two, which specializad in agro-exports underwent a consolidation in
response to external marketing changes which resulted in a 202 contraction of
thelr loan portfolios.

o Develop major mew initiatives in adult education and information exchange
through PV0's, and an expeasion of the enrcllment in adult education by
25% (baseline to be established under adult education and literacy OPG).
Starus:
These targets have been dropped from this year's Action Plan as a result
of the increased interest on the part of the Inter-American Development Bank
in chese areas,

o Professional training for the judiciary (50% coverage), and development of
the law library at the National University.
Starus:

Training in the application of the three new penal codes is arranged for
the 3rd quarter of FY86. Approximately 350 judges are to be trained in two
separate sessions. Funding for the law library will be made available by
early FY87.

7. Objective Category: Employment )

o Increase in employment by up to 250,000 (note: we recognize this as an
ambitious goal and dependent upon the proper policy framework),
Status:
Over 50,000 person-years of work were generated in 1985 as a result of ocur
ESF balance of payment assistance alone, We now believe this objective should
be revised to 300,000 person~years of employment to be maintained or generated
as a result of our program over the FY87-90 period.






