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Part I, Overview




Part I. Overview
A, Country Strategy Summary

USAID Honduras proposes to maintain its developmeat strategy as refined in
last year's Action Plan. The FY86/90 Country Development Strategy Statement
(CDSS) sets forth a strategy to stabllize the economy and decrease social
pressures from rising unemployment during its first three years, and to
progressively increase investment in long-term development throughout the
period.

The CDSS period coincides with the current period of the Central American
Initiative (CAI) and our strategy, goals and objectives are consistent with
those of the CAI. The goals of the USAID assistance program as articulated in
the Central American Initiative are: short-term economic stabilization: basic
structural reforms leading to rapld and sustained economic growth; wider
sharing of the benefits of growth; and strengthening democratic institutiens,

Economic stabilization is to be achleved through the Government of Honduras'
(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 soclal stability 1is to be
furthered through efforts direct~d at easing the unemployment situation, the
provision of a minimum of food security, and the improvement of equity and the
participation of the poor in economic and social development, and the
strengthening of public and private services to better meet the basic human
needs of the poor, as well as through the strengthening of democratic
institutions.

USAID's development strategy 1s undertaken in the context of substantial
support for Honduras' development efforts provided by numerous other bilateral
and multilateral domors. 1In 1985, donor assistance to Honduras, in the form
of disbursements, amounted to about $365 million, down from the over $530
million provided in 1984, This decrease was principally due to the completion
of the heavily donor-financed E1l Cajon dam. Of the total assistance for 1985
and among major bilateral doncrs, AID was the largest with about $132 million,
followed by the Federal Republic of Germany (about $20 million), Japan (about
$20 million), and the United Kingdom (about $5 million). Multilateral donors
were led by the Inter-American Development Bank (about $73 million), followed
by the World Bank ($43 million) and the Central American Bank for Economic
Integration (about $28 million). There is focus with respect to the nature of
assistance by the various donors to Honduras. For example, the World Bank
tends to provide 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, Our assistance is coordinated through
frequent contacts with the concerned GOH officials and with representatives of
these other bilateral and multilateral agenclies. 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 are being complemented by IDB efforts in
secondary and technical education, and in curative health care through the
hospital system. These coordinative efforts should be strengthened further,
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In the discussion of other donor support, it should be noted that without an
IMF standby agreement in place and given the relatively small World Bank
presence, Honduras' repayments to these institutions significantly exceed the
flow of assistance from them. To illustrate, in 1987 it i{s projected that the
net negative flow from Honduras to these institutions will exceed $95

million. The GOH 1s opening discussions with the IMF regarding the
possibility of a standby agreement and will use the economic program
negotiated with the Mission for 1986 and 1987 as the basis for these
discussions. We strongly support the reopening of a serious dialogue between
the GOH and IMF, and would welcome, as would the GOH, a renewal of IMF and
enhancement of World Bank assistance flows to Honduras, as well as the
subsequent establishment of a World Bank-led congultative group. We will need
high-level support from AID/Washington to accomplish these ends.

Over the balance of the CAI period, we will continue to support the
establishment of an appropriate macroeconomic framework for economic
stabilization and recuperation, complemented and reinforced by specific
projects to enhance economic and human productivity. Economic productivity
wlll be strengthened through a focus on the private sector to encourage
increased production of traditional and nontraditional products and crops,
with an emphasis on export expansion. Such efforts will increase agricultural
production and income through activities such as the expansion of crop
diversification, research and extension, forest development and rural
infrastructure. Industrial production, exports and incomes will be Increased
by the provision of production, financial and marketing assistance to
companies with export potential, and both agricultural and industrial
production and employment will be enhanced through our support for small and
medium enterprises. In this context, we have just completed a small and
medium enterprise strategy to guide our future efforts. Private sector
construction activities and employment will continue to be stimulated through
our ongoing efforts to expand the provision of housing and infrastructure to
the urban areas of Honduras.

The AID goals articulated bolow are Iin consonance with those of the GOH, as
set forth in its 1986-89 Wational Development Strategy. The basic goal of
that Strategy is to raise the well-being of the Honduran people through
increased participation in the economic, social and political systens.

The commitments and priorities of the Honduran Government were spelled-out in
President Azcona's inaugural statement and were reiterated in his January 1987
state of the nation address, These statements demonstrate the linkages
between the priorities of the GOH and our assistance program. Highlighted in
President Azcona's statement were a commitment to the cause of democracy and
economic development; and to the pursuit of justice, liberty and education for
the Honduran people. Priorities of his government are:

- stabilizing the economy without a devaluation, while strengthening
the economic process and distributing the benefits of growth
equitably;

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

- 1ncreasing agricultural production;

- 1lncreasing exports;

- creating employment opportunities; and

- dealing with the problems of low life expectar .y and the primary
education system.
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c. Progress and Plans

In this year's Action Plan, our objectives have been adjusted to reflect the
progress we expect to achleve over current CAY period (1985 through 1990).

Short-term Economic Stabilization Goal:

1. Substantial {mprovement in macroeconomlc performance: Real GDP grew by
2,9% in 1986, employment rose moderately and inflation was 4.5%., The fiscal
deficit of the consolidated nonfinancial public sector dropped from 8.8% in
1985 to 6.4% of GDP in 1986, a reflection of the continued success of a major
tax package introduced in 1984, the completion of the El Cajon dam, and
containment of the growth of public sector expenditures. Influenced by coffee
prices, exports grew by a respectable 15% in 1986 after increasing 8.2% in
1985. Imports grew by only 5% due to both prudent monetary policy and lower
petroleum prices. As a result of these factors, the current account deficlt
as a percent of GDP dropped to 6.8% in 1986 compared to 9.6% in 1985,

Balance of payments assistance provided by Economic Support Fund (ESF)
resources will continue to support GOH programs contributing to stabilization,
growth and structural reform goals in a simultaneous and mutually supportive
way. It would be Inappropiate to identify the program exclusively with any
one of these, The program will reduce the current account deficit in the
balance of payments and the overall deficit of the consolidated nonfinancial
public sector, maintain real GDP growth, contain inflation, and strengthen
international reserves. The monetary program establishes ceilings on net
domestic credit expansion and targets for an Improvement in net Iinternational
reserves, and includes a set of complementary structural adjustment measures
designed to create sustainable improvement in economic performance. These
structural measures seek to rationalize public sector expenditures, enhance
export competitiveness, promote private investment and restore internal and
external confidence in the Henduran economy., A fuller discussion of this
program and i1llustrative structural reform measures are contalned in
Attachments I and ITI. The full program will be detailed in the PAAD to be
reviewed in March 1987.

Honduras has already made significant progress toward the achievement  of
economic stabilization and, to a lesser degree, toward structural reform and
growth., Economiec prospects, however, egtablish the need for continuing the
ESF Program through 1989 and, very likely, through 1992. As further progress
in made in stabilization, its emphases will shift to structural reform and
growth,

It ig difficult to forecast a date for the achievement of complete
stabilization as such an event depends on a varity of factors including the
GOH's agility in adopting and ifmplementing policy reforms, the international
economic situation, the prices of key commodities, and the levels of
assistance to Honduras from other domnors. While it may well be that the
stabilization goal will be totally accomplished by 1989, and that the main or
exclusive focus of the Honduras ESF Program after that year, and through 1992,
will be growth and recuperation, at this point it is too early to tell. Tt is
clear, however, that the maintenance of ESF assistance will continue to enable
us to have an influence on the development strategy the country adopts.
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It is also too early to determine the specific form our ESF assistance might
take after 1989, Options under study include the use of cash transfers as a
form of program support and projectized FSF. However, it should be clearly
understood that ESF resources are already being successfully proaramned
against mutually supportive objectives for stabilization, structural reform
and growth. As long as good results continue, we see no benefit and possible
costs in moving too quickly to projectizing ESF funds,

P.L. 480 Title I and Section 416 finance the importation of wheat and other
commodities, thereby reducing the foreign exchange outlays that would
otherwise be required. However, together these programs are pushing the
limits of the country's absorptive capacity for eligible commodities. AIN's
ongoing policy dialogue and direct linkage of the P.L, 480 Title I program to
self-help measures resulted in the GOH's programming of local currency
generations in support of a series of programs and projects which assist
Honduras to increase agricultural production and productivity levels, We
initiated thé Privatization of State-Owned Fnterprises Project Jate in FY86 to
assist the GOH in returning productive enterprises to the private sector. To
date, one firm has been divested and profiles are being prepared for
additional firms targetted for divestiture in 1987,

Rasic Structural Reforms L.eading to Rapid and Sustained Growth Goal

2, Increasing agricultural production: During 198A, AID~supported
activities increased the value of agricultural production in Bonduras by close
to $15 million. As the assistance portfolioc matures and new projects come on
stream, the impact of these efforts on agricultural production will increase.
We estimate that agricultural production will increase by $41 million in 1987
and $68 million in 1988 as a result of our portfolio.

3. Generating export earnings: We are assisting Honduras to restructure its
exports and investment promotion program, reduce the red tape involved in
export procedures, implement incentive laws, ensure access to foreign exchange
for exporters, and enact legislation to facilitate the establishment and use
of private export processing zones, Two private sector service organizations

rovided assistance to nontraditional exporters which provided an additional

2.6 million in foreign exchange from the export of nontraditional
agricultural products such as cardamom, cocoa, plantains, ornamentals and
shrimp. Export earnings from industrial exports increased by $9.7 million in
1986 and from coffee by another $7.6 million.

4. Productive employment: Construction of productive infrastructure with
local currency, small businesses, and the development of commercial
agricultural and irrigation activities generated 5,000 person-years of
employment. in 1986, In addition, ESF balance of payments support to Honduras
resulted in an estimated 75,000 person-years of employment., The quality and
relevance of skills training to private sector needs is being improved. WNew
curricula have been developed and a national trade certification system is
being field tested. Approximately 95,000 person-vears of emplovment will be
generated over the next five years from non-ESF resources. Short-term skills
upgrading courses will increase productivity on the order of 15%. In this
Action Plan, the employment generation objective is carried under the Wider
Sharing of the Benefits of Growth goal, since we helieve our efforts to expand
employment opportunities fits more appropriately here,
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Wider Sharing of the Benefits of Growth Goal

5. Increasing contraceptive prevalence: Famlly planning services are being
expanded in both the private and the public sector., 1In the public sector, we
are supporting the Ministry of Health's efforts to increase the number of
active users of contraceptives. In the private sector, AID i3 supporting the
program of the Honduran Family Planning Association (ASHONPLAFA). A 1984
survey indicated that ASHONPLAFA was responsible for 537 of the oral
contraceptive ‘users and 707 of voluntary sterilizations. Assistance is being
provided to stablish five new regional family planning centers, each to better
meet the demand for family planning services. Total fertility rates have
dropped from 6.5 to 5.4 in five years. The crude birth rate has declined from
44/1000 in 1980 to 39/1000 in 1984, while the population growth rate has
fallen from 3.4% to 3.0% presently. In December 1986, ASHONPLAFA programs had
38,000 active family planning users and was responsible for a 7,000 voluntary
sterilizations in 1986, Couples using contraceptives increased from 352 in
1984 to approximately 37% in 1986.

6, Increasing life expectancy: The still unacceptably high estimated infaat
mortality rate of 70/1000 reflected in recent surveys 1s a vast improvement
over the results of earlier surveys, i.e., 118/1000 in the early 1970s,
88/1000 in 1980 and 78/1000 in 1984, Abount 60% of all children under five
years of age have been immunized against DPT, polic and measles. The number
of deaths attributable to diarrhea, the leading cause of infant and child
mortality, declined by 40% in the 1981 to 1985 period. Over 80% of identified
tuberculous patients have been treated., Life expectancy has increased to 62
years, AID supported the GOH's development of a priority cluster of child
survival programs: maternal and child health, including birth spacing and
breast-feeding, growth monitoring and nutrition; diarrhea disease control;
environmental health; and malaria control. Future assistance will focus on
further strengthening of the logistic system, implementling cost recovery
measures, and expanding coverage of child survival activities. This Action
Plan carries the reduction of infant mortality as a discrete objective in
accordance with LAC Bureau guldance. -

7. Providing improved shelter and water and sanitation service solutions:

The GOH 1s implementing a series of programs that will restore liquidity to
the housing finance system and support a substantial increase in the
production of shelter and on-site infrastructure during the 1985 to 1989
period. Policy dialogue carried out primarily in the context of the Housing
Guaranty financed program has been directly responsible for the adoption of a
rational National Shelter Policy. As a result, the provision of housing
affordable to median- and low-income families is being emphasized and steps
are being taken to involve the private sector, including private voluntary
agencles, in furanishing low cost shelter solutlons to both urban and rural
households. Housing Guaranty resources, complemented by local currency
financing, are being used to meet the most critical housing needs in the
short-term. Simultaneously, these resocurces are being employed to leverage
Honduran and other donor financing for the housing sector and to continue the
policy dialogue to establish the framework for addressing the shelter sector
needs over the long-term. Technical assistance required to support the
Housing Guaranty program will be continued. During the last Five years, AID
programs have financed nearly 18,000 low-cost shelter solutions in urban
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areas, and 11,000 home improvements and 252,000 water and sanitztion sclutions
in rural areas. With our support, 300 rural water systems, 1,400 wells with
hand pumps and 58,000 latrines have been constructed, More than 1,000
communities have received programs conducted in schools and community centers
on the benefits of drinking pure water, using latrines, washing hands before
eating, keeping wells and latrines clean, and maintenance of pumps and water
systems, Given the importance of water and sanitatiom to our life expectancy
objective, in this year's Action Plan our efforts in these areas will be
reflected under this objective, Over 25,000 homes will be built or upgraded
between 1985 and 19%0, and access to water and sewerage will be expanded with
a specific focus on rural and marginal urban areas,

8. Increasing the proportion of primary school students completing the sixth
grade: With AID assistance, enrollment In primary schools in Honduras grew by
23%, from 601,000 in 1980 to 737,000 in 1984. Enroliment is projected to
reach 997,000 by 1991, a 66% increase. Our education program is working to
improve the quality of instruction and the cost effectiveness of educational
services at the primary school level. Studies of the causes of academic
faiiure, grade repetition, and dropping out were completed, as were pilot
feasibility tests of the utilization of standardized testing and radio
education. These studies were used to define the components of the receantly
initiated Primary Efficiency Project, which will provide new textbooks and
supporting radioc classes, in-service teacher training, and a new standardized
system of Instructional objectives and tests. That project alse will finance
development by a Honduran private voluntary organization, AVANCE, of
innovative popular publications for new readers and expand its national rural
weekly newspaper,

Strengthening Democratic Institutions Goal:

9. Providing Honduran citizens with educational opportunities in the United
States' democratic enviromment: Thus far, regional funding has been used to
send 128 Hondurans to the U.5. for long-term academic training and 425 for
short-term technical training under the Central American Peace Scholarships
Program. Fields of study emphasize priority areas for Honduras' development
such as agriculture, education, health, and business administration.

10. Consolidating the legislative, judiclal and electoral and other
democratic process affecting the rights of citizens: Commodity and logistic
support was provided to the National Elections Tribunal (TNE) for the 1985
national elections, and support has been provided to the Honduran judicial and
legislative systems., Assistance to the TNE helped Honduras to conduct fraud
free, nonviolent elections and transfer power from one democratically elected
government to another for the first time in over 50 years. Follow-on
activities have included a legislative orientation seminar which for the first
time brought together most of the legislators to discuss their roles and
functions. The Honduran Congress is now exploring the establishment of an
administrative and legislative support center. Further support tc the
legislative, judicial and electoral processes will be provided through the
Strengthening Democratic Institutions project to be initiated later im FY87.
Support for PVO programs will be coordinated under a single activity in FYB8
to further advance this objective. The current Action Plan also shows the
Small Farmer Land Titling Project as primarily supporting this objective, as
it provides land titles to poor farmers, thereby providing them free access
and ownership to their own lands.




Part II. Goals, Objectives and Special Analyses




A. Goal: Short-term Economic Stabilization
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B. Goal: Basic Structural Reforms Leading to Rapid and
Sustained Economic Growth
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C. Goal: Wider Sharing of the Benefits of Growth
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D. Goal: Strengthening Democratic Institutions
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E. Project by Objectives Matrix

Type of
Funding

Fi
N
FN
FN
R
FN
FN
FN
FN
N
FN
FN
3
EN
FN

KULTI
ES

50
8D

WULTI

MULTE
50
PN
PN

NULTI
HE

NULTE
HE
HE
HE
HE
50
FN
5D
EH
EH
EH

RULTI
50
FN
g

MULTY

NULTI
50

NULTT
EH
EH
)
EH

Project Title

Nusbet

Rural Technologies

Rural Teails & Access Roads
Natural Resources Managesent
Small Farmer Coifee lzprov.
Seall Farger Livestock

Rural rails L Access Roads I
Forestry Developaeni
fgriculture Research Foundation
Small Scale Livestock - (OPG)
Ssall Farser Organ. Sirength,
frrigation Developaent
figribusiness Development
Mosquitia Relief & Dev,

Agricuitural Productivity Enhan,

Progran Developaent and Support
Strategic Plann & Tech. Support
Etonomic Stabilization Facitity
Privatization Staie Enterprises
Venture Capital

Policy Planning & insti. Dev.
Export Developsent and Services
Progras Jevelopaent and Support
Private Sector Pup. Preg. (OPS)
Progran Jevelopaent and Support
Health Sectar 1

Rural ®ater & Sanitation

Health Sector 1

Comsur. Hith. Seif-Motiv. (OFB)
Mosquitia HIt Care Stren. (QFG)
FUHRIL Instit. Strength. (OPB)
Progras Development and Support
Sheltes for the Urban Pgor 11
Rural Housing improvesent
Sheiter Sector Prograa

Rural Primary Education

Peimary Education Efficiency
frogran Jevelopeent and Support
C.A. Peace Scholarships

Special Dev, Activities

Small Faraer Titling % Services
FOPRIDEN Instit'l Streng. (0PG)
Sirengthening Democratic Insti.
PV Coord. Strength. (GPB)
Ssal! Business Developeeni
Ssail Busirecs Dev. Support
GEMAH Inst. Strengthering (OPG)
Hua Res Dev Council LADERH-GPS
FUNADER (OPG}

ITEC [nstitutional Streng {OPG)

522-0137
Se2-0164
3220168
522-0175
522-0209
322-0214
322-024%
522-0289
S2z-0281
§22-0252
5¢2-0368
522-0271
522-0278
22-029¢
522-09103
522-0249
322-0283
a22-028%
322-0312
522-0323
922-0207
322-09104
522-0286
522-0%104
322-0153
522-0166
Se™-0216
322-0303

522-0147
9220273
322-09105
522-032%
522-0169
522-0173
322-0266
522-0294
522-0328
322-0205
522-0241
922-0256
322-0257
322-9253
522-0287
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LAC OBJECTIVES
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F. Special Analysis




1. New Projects




- 88 -

COUNTRY: HONDURAS

GOAL: Short—term economic stabilization.

OBJECTIVE: LAC Cbjective 3: Stabilize financilal structures:
Substantially improve macroeconomic performance
from 1985 through 1990,

PROJECT: (522-0312) Venture Capital Project

APPROPRIATION

ACCOUNT AND

CATEGORY : SDA; Grant/Loan

FUNCTIONAL ACCOUNT:

Section 106

LOP (000): $ 2,000 (G)
. Total: :%gfgg% )
LC Equivalent: § 4,000
.DESCRIPTORS: 100 (Aa), 800 (Aa)
PID; To be reviewed at post by November 1988,

Project Description: The pivject purpose is to establish a viable, equity
financing mechanism to foster new private sector projects or the modernization
or expansion of existing productive enterprises in Honduras in areas that are
both financially and economically viable. This project will provide a
financial mechanism to augment and complement domestic risk and financial
capital for equity investment in viable projects that will lead to increased
foreign exchange earnings and expanded employment opportunities in Honduras.

Potential Policy Issues: USAID and the GOH will need to examine the
incentives and disincentives to capital formation in Honduras, and structure
policy changes where neceasary., Also, the potential for establishing a new
financial institution to manage these kinds of activities will have to be
addressed.

Narrative: A key constraining element to the success of USAID's program and
GOH's efforts to stimulate private investment in the commodity producing
sectors of the economy is the absence of equity capital. Although domestic
risk capital is available in Honduras, its expanded use is often contingent on
the availability of outside capital with which it can be combined.

The purpose of the project is to establish a viable equity financing mechanism
to foster new private sector projects or the modernization or expansion of
existing productive enterprises that are both financially and economically
viable. This project will provide a financial mechanism to augment and
complement domestic risk and financial capital for equity investment in viable
projects., It will provide an infusion of $10 million into an equity financing
mechanism as an initial resource for highly selective equity investments
structured to encourage the maximum participation of other domestic and
foreign investment. This leverage will be essential if the equity fund is to
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maximize its impact on private capital formation in Honduras. The initiative
will support the government's divestiture and privatization efforts, an
undertaking that will involve, in some cases, the sale of operating companies
to Honduran investors, possibly with foreign joint venture partners.

The equity financing mechanism will contribute to the overall Mission
objective of enhancing macroeconomic performance by establishing the equity
financing mechanism required to support the establishment, improvement and
expansion of productive private enterprises, as well as the GOH's divestiture
efforts of state-owned enterprises.

The Honduran economy in general will benefit by both increased revenues and
employment through the project's support for the establishment, improvement,
and expansion of productive private enterprises.

The Project Paper is to be reviewed and approved at post by May 1989,
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COUNTRY: HONDURAS

GOAL: Basic Structural Reforms Leading to Rapid and
Sustained Economic Growth.

OBJECTIVE: " LAC Objective 1: Increase Agricultural
Production by $360 million from 1985 through 1990.

PROJECT: (522-0292) Agricultural Productivity Enhancement
APPROPRIATION
ACCOUNT
AND CATEGORY: ARDN; Grant/Loan
FUNCTIONAL ACCOUNT: Section 103
LOP (000): $18,000 (G)
$12,000 (L)

Total: $30,000

LC Equivalent: $19,800
DESCRIPTORS: 000 (Aa); 600 (Bb, Dd)
PID: Will be reviewed in the Mission by January 1988

PROJECT DESCRIPTION: The purpose of the project will be to increase the
productivity and incomes of small- and medium-size farmers in Honduras by
establishing an efficient research, extension and educatlion system. The
Project will have three components: (1) agricultural research; (2) extension;
and (3) agricultural education.

POTENTIAL POLICY ISSUES: Th= willingness and commitment of the GOH to the
establishment of two autonomous entities —-- the National Institute of
Agricultural Technology (INTAGRC) and the National Agricultural Education
Council (NAEC) —-- to oversee the planning and implementation of agricultural
research, extension dand education programs in the country must be
ascertained. The advisability of AID's supporting the creation of these
entities also will be a major question. )

In the past, Honduran authorities have shown reluctance to allow foreign
consultants to participate in planning agricultural education activities,
Hence, this could limit possible assistance in human resource development.

NARRATIVE: Honduras has approximately 450,000 rural families. Of this number
73% are classified as poor small- and medium—size farmers, having annual
incomes of less than $1,000. Even though the Government of Honduras (GOH) has
sponsored programs valued at $20 million for technical assistance, research
and education programs directed to increase the productivity and Incomes of
poor agricultural producers, it has been unable to reach a significant number
of them, It is estimated that public sector assistance to promote
agricultural productivity has benefited no more than 10% of the small- and
medium-scale farmers in the country. 1In spite of the inadequate assistance
received from established public institutions, poor agricultural producers
have made important contributions to the natlonal economy, permitting the
country to attain self-sufficiency in the production of several basic food
stuffs, most importantly beans and rice. Nevertheless, this Is not sufficient
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to guarantee food security mor to change subsistence farmers into efficient,
market-oriented agricultural producers.

The low coverage of technical assistance outreach presently provided by public
entities to small- and medium-scale farmers is a direct result of the
proliferation of poorly coordinated and disconnected programs undertaken by
several agencies, as well as the institutional and administrative deficiencies
generally associated with public sector organizations,

The project will support the GOH's decieion to create a decentralized agency,
the National Institute of Agricultural Technology (INTAGRO), which will be
responsible for coordinating the execution of all agricultural research
activitfies performed by public sector institutions and the transfer of
technological packages, predominantly to small-and medium-size farmers and the
reformed sector. The project will also assist the GOH to establish the
National Agricultural Education Council (NAEC), which will seek to achieve an
orderly and coherent planning and implementation process for agricultural
education and training activities in the country.

Through INTAGRO, the project's research and extension component will develop,
adopt and disseminate appropriate production technologies to small~ and
medium—-scale farmers, for both existing crops and others that may be
cultivated in the future. Iun so doing, the Project will build upon the
successful methods and wechanisms (e.g., farming systems, paraprofessionals,
mass media and commodity specific treatments) developed under the terminating
Natural Resources Management and Rural Technologies projects. The project's
education and training componcnt will be channeled through the NAEC. Efforts
will be centered on expanding and improving the human resource base to provide
the agricultural sector with competent professional educators, researchers,
extensionists, producers, managers, and entrepreneurs, Specifically, the
project will strengthen the training programs of six Honduran agricultural
institutions (three of which are private and three public) by upgrading the
quality of their instructors. Finally, the project will help build the
necessary institutional linkages between INTAGRO and NAEC, thereby assuring
the execution of well-coordinated agricultural programs,

The USAID considers construction of facilities for INTAGRO and NAEC,
experimental research stations, and productive infrastructure as activities
that should be loan funded. OGrant funding will finance high levels of
technical assistance, particularly for the education and extension efforts, as
well as a significant level of training. GOH contributions to the project
will consist of investment and operational costs of about $20 million related
to research, extension and education activities.

The Project Paper will be reviewed at post by June 1988,
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HONDURAS
Wider Sharing of the Benefits of Growth,
LAC Objective 8: Increase Access to Voluntary
Family Planning Services: Increase Contraceptive
Prevalance from 35% in 1985 to 452 by 1990,
LAC Objective 9: Improve Health and Health
Services: Increase Life Expectancy from 61 years

in 1985 to 65 years in 1990, -

LAC Objective 10: Reduce Infant Mortality from
70/1000 in 1985 to 60/1000 in 1990.°

(522-0216) Health Sector II

HE, CS, PN; Grant

Sections 104B, 104C, and 104(2)B

POP § 5,000 (G)
HE $12,500 (G)
Cs $12,500 (G)
Total: $30,000
LC Equivalent: $10,000

(400 Ee) (500 Cc)

Will be received in AID/W in February 1987.

The purpose of the Health Sector IT project is to

consolidate and continue the process of extending the coverage of efficient,
sustainable primary health care with an emphasis on delivery systems which
have a high payoff in human, social and economic terms, such as child survival

programs.

It will include both public and private sector delivery systems and

focus on administrative strengthening, cost recovery, water quality, and

sanitation.

Potential Policy Isgsues: Given the limited resources available to the GOH,
the issue of adequate financing for primary health care activities and cost

recovery will be important with respect to the design of this project.

The

appropriate split between the public and private sectors in the delivery of
these serviceg will be examined during project design and monitored over the

1ife of the project.

Narrative:

Health Sector II will be the second phase of AID's twenty-year
health strategy ending in the year 2000.

That strategy is designed to support

the Government of Honduras' Primary Health Care/Child Survival stracegy

through the development of sustalnable child survival programs.

In this

second phase, Health Sector II will build on the achievements of the Health
Sector I and Rural Water and Sanitation projects to expand coverage and

improve delivery of a basic package of health services.

This basic package

will include birth spacing, immunizations, oral rehydration therapy, growth
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monitoring, targeted supplemental feeding, breast-feeding promotion, basic
water and sanitation, vector contrel, and control of acute respiratory
infections. A third phase beginning in 1994 will lead to a reduction of
infant mortality to 30/1000 live births and an increase in life expectancy to
70 by the year 2000, objectives which are in line with the Pan American Health
Organization's recommendations for Honduras.

Rather than expanding the Ministry of Health's (MOH) facilities and personnel
to accomplish the objectives of Health Sector II, the emphasis will be on
expanding the above mentioned services within the infrastructure and budget
constraints of the MOH, Some construction of small labs and warehouses 1s
planned to support decentrallization of laboratory and logisticse services. 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. The major components of Health Sector II will be operations
research on more cost-effective delivery systems, administrative
strengthening, improved services delivery in rural and urban areas, water
quality and sanftation, and a pilot activity directed towards the
establishment of expanded private sector initiatives including a
self-financing private sector health program in San Pedro Sula,

Administrative strengthening will rely on technical assistance and will be
simed at building on achievements in supply management, maintenance, planning,
supervision, and especially in financing, cost control and cost recovery.

The improved service support component will provide finauncing in public health
education, in-service trainiog and, to a limited extent, commodities to
support the basic package of services mentioned above.

The water quality and sanitation element will be directed towards community
based activities with beneficiary participation for the establisiment of
potable water systems and sanitation facilities in rural and marginal urban
areas, '

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.

The project will be fully grant funded given that Honduras is one of the

poorest countries in Latin America and the social investment nature of AID's
support.

The Project Paper will be reviewed at post in July 1987.
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COUNTRY: HONDURAS
GOAL: " Wider Sharing of the Benefits of Growth.
OBJECTIVE: LAC Objective 15: Other: Generate 400,000
person~years of productive employment from 1985
through 1990.
PROJECT: (52240241) Small Business Development Support
APPROPRIATION
ACCOUNT AND
CATEGORY ARDN, SDA; Grant/Loan
FUNCTIONAL ACCOUNT: Sections 103 and 106
LOP (000) FN § 5,000 (G)
FN § 5,000 (L)
SD $ 5,000 (G)
SD § 5,000 (L)
Total: $20,000
LC equivalent: § 5,000
DESCRIPTORS : ' 100 (Aa), 800 (Aa)
PID: 7 Will be reviewed at post in October 1987.

Project Descriptionm: The purpose of the proposed project {s to generate
productive employment nationwide by stimulating and expanding small and
microenterprises in both urban and rural areas of Honduras. Honduran
small enterprises generate more employment per unit of capital than less
labor-intensive, larger scale businesses. Given Honduras' large pool of
unskilled labor, scarce capiral and foreign exchange, small enterprises
will be the vehicle to generate employment, a strategy which has been
proven to be effective in Honduras. There will be three ma jor components
consisting of: (1) policy dlalogue actions to achieve policy, legal and
regulatory reform; (2) technical assistance and training appropriate for
small-gcale and microenterprises; (3) provision of market rate loans
through innovative, flexible delivery systems. Grant funds will be used
to provide technical assistance and other dollar costs related to the
project. Credit will be financed with loan and local currency funds.

Potential Policy.Issues: None,

Narrative: The three components proposed for the project include the

continvation and consolidation of the USAID's existing activities in the

small business subsector aad the addition of new elements. That i{s, the
development of a business assistance system coordinated by a private
gsector organization and a source of accessible credit for small- and
med{ium-size businesses and the provision of credit and technical
assistance to microenterprises and solidarity groups by Honduran private
organizations with techanical support from U.5.- based PV0s. The new
project will expand the scope of present activities to rural areas.

e e P s . - : e T Y it M e 7ot A RS
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The policy dialogue component will be based on an in-depth study and
analysis of the existing policy enviromment for small enterprises in
Honduras. Small eaterprises face disadvantaged access to foreign
exchange, market information, and raw materials, among other items, due
to current banking and commercial biases against these enterprises. This
component will be designed to be consistent with the USAID's broader
policy dialogue issues undertaken in the context of the economic
stabllization program.

Through the technical assistance and training component, entrepreneurs
will acquire appropriate skills and knowledge conducive to growth of
their enterprises based on demand. Particularly important will be the
emphasis of production quality control, as well as on basic
administrative skills, To assure national coverage, additional support
and personne) training will be provided to organizations which serve the
small business subsector.

The third component seeks to address 8 persistent constraint to the
growth of small enterprise, lack of access to credit. The domestic
savings accumulated in Honduras are not available as investment capital
for small enterprises due to high risk, low gain disincentives, Although
there are now various sources of credit directed to the small business
sector, these have not reached the target group because the delivery
systems are inappropriate or the loans themselves are poorly structured
and administered. Increased credit will be provided through proven
successful models with which we are currently working, and new
nontraditional and flexible channels will be developed.

The planned activities will directly contribute to USAID's employment
generation objective, We expect to see a large number of business
persons progress to the next level of entrepreneurship strengthened by
new skills, supported by the financial resources necessary for growth,
and facilitated by a positive policy environment.

Major outputs of this project are anticipated to be the establishlment of
1,500 new small enterprises and the generation of 22,000 person-years of
productive employment.

The Project Paper will be reviewed at post by April 1988,



-

- 96 —~

COUNTRY: HONDURAS

GOAL: Strengthening Democratic Institutions.
OBJECTIVE: LAC Objective 14: Strengthen Democratic

Institutions:; Consolidate legislative, judicial
and electoral and other democratic processes
affecting the rights of citizens from 1985
through 1990,

PROJECT (522-0328) PVO Coordination Strengthening. (0PG)
APPROPRIATION
ACCOUNT AND
CATEGORY : ARDN, HE, PN, EHR, SDA; Grant
FUNCTIONAL ACCOUNT: Sections 103, 104B, 104C, 105 and 106
LOP (000): FN $1,200 (G)
PN § 400 (G)
HE $1,000 (G)
EH $§ 600 (G)
SD $ 800 (G)
Total: $4,000
LC equivalent: $1, 000
DESCRIPTORS : 000 (Aa), 300 (Bb), 400 (Ee), 500 (Cc), 600 (Dd),
800 (Aa)
PID: Will be reviewed at post by November 1987,

Project Description: The purpose of the project is to institutionalize
private voluntary organizations (PVOs) as effective private sector
participants in Honduras' development efforts. The main component will be the
consolidation of efforts of U.S. and Honduran nonprofit organizations
addressing development needs related to Central American Initiative (CAI)
goals.,

Potential Policy Issues: The USAID eavisions no major policy issues.

Narrative: This project addresses the problems of targeting resources to
benefir the poor, and of engendering a more coordinated and complementary
approach with PVOs in attacking a wide range of development concerns. The
project will strive to strengthen nongovernmental, noaprofit organizations
involved in development, which is a core ingredient in improving the overall
democratic enviromment. These strengthened institutions will enhance
productivity and quality of life for the urban and rural poor by consolidating
efforts devoted to addressing development needs related to CAI goals.

Steps will be taken to assure that these activities complement ongoing
efforts. Project resources will be used to support private voluntary
organizations directly involved in improving delivery of basic agriculture,
credit, education, and health services important for improving productivity of
low—income groups.

e S A Tl o ekl e+ o 7 it 4 e L . - P o .- s eateies mm = o et s R YL

~

oAl



- 97 =

A unified implementation strategy will enable USAID to closely coordinate
operational program grants to PVOs and improve the impact of USAID assistance
on their efforts. The project will include financing for a contracted
implementation group which will have the responsibility of carefully reviewing
the proposals received in order to effectively identify mutually reinforcing
activities that respond to GOH and USAID objectives. In order to
institutionalize PVOs as effective private sector participants in Honduras®
development efforts, technical assistance will be required to support: (1)
the strengthening of PVO administrative systems; (2) the development of
training programs; and (3) specialized exzpertise in agricultural production,
rural health care delivery, nonformal education, and private entrepreneurial
development.

The planned outputs will ber (1) increased small farmer production; (2)
established rural drinking water systems; (3) strengthened extension systems:
(4) functioning nutrition assistance systems; (5) an increased small business
investor base; and (6) enhanced entrepreneur training.

The beneficiaries will be low-income people in both the rural and urban areas
of Honduras.

The project will directly support the strengthening democratic institutions
objective of the USAID program by assisting the Ronduran private sector,
through nonprofit organizations, to establish a solid base for short— and
long-term economic growth. Tue project will also directly assist Hondurans by
stimulating the expansion of productive activities and employment
opportunities.

The Project Paper will be reviewed at post by March 1988,
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2. PL 480

a. PL 480 Title I and Section 416 Programs

The PL 480 Title I program represents a substantial contribution to the
economic stabilization goal. A $12 million program is enticipated in
FY87 and FY88, and $14 million {s requested for FY89. In addition, $8.3
million in Section 416 grants will be provided in FY87,

Local currency generated by the programs is allocated for GOH programs
and private sector i{nitiatives that are consistent with the USAID's
objectives. (Refer to Local Currency Narrative).

Honduras is generally self-sufficient in baeic grains {corn, rice, beans
and sorghum) with occasional supply shortages due to weather patterus.
Production of basic grains has increased about 2.97 annually over the
last five years, although average vields are among the lowest in Central
America.

Wheat production is negligible, and Honduras has depended over the past
four years for its entire supply on Title I and small donations from
other donors. The Title I program provides wheat which is milled into
wheat flour by private sector companies. Honduras wheat demand for FY 88
igs estimated at 115,00 metric tons (MT).

Storage and distribution facilities for wheat have been expanded over the
last three years and do not represent a constraint to imports. Import
requirements for soybean meal will be around 15,000 MT, while commercial
milk-product imports average about $15 million per year. Scoybean meal
and powdered wilk are imported by private sector firms for
agro~industrial purposes, and whole dried milk {5 imported for direct
commercial sale. :

Present food policies need improvement. The GOH ig reluctant to take
actions to eliminate nominal price controls. Also, marketing problems
continue to exist., The Honduran Agricultural Marketing Institute (IHMA),
which 1s responsible for basic grain price stabilfzation, has had limited
success in this role. Several of IHMA's functions could be better
performed by the private sector, and the privatization of some IHMA
functions 18 a major component of our policy dialogue with the GOH,

Title I resources play an important role in our policy dialogue. Issues
we intend to discuss are; (1) the need to include small- and
medium=~scale farmers as beneficiaries of the Agricultural Development
Law; (2) the benefits, costs and feasibility of fruit fly control
measures; (3) the role of IHMA in purchasing, storing and pricing basic
gratns; (4) creation of an entity for handling agricultural information
and statistics; (5) creation of a council for higher agricultural
education; and (6) GOH policies and measures to replace imports of
subsidized milk products with domestic production.
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We estimate total Honduran demand for wheat for FYB88 at 115,000 MT.
Domestic production is negligible (about 700 MT per year) and does not
meet the quality requirements for the milling industry. The EEC, the
World Food Program, Canada, Spain and/or Argentina may donate
approximately 5,000 MT. Assuming a FOB price of $140 per MT, and about
10,000 MT in carry~over stocks, about $14 million would be required to
finance projected wheat imports of 100,000 M.T.

The USAID {s concerned that wheat may be substituting for locally
produced corn in tortillas which are widely consumed, especially by
low-income familiegs., To address this concern, we are evaluating the
impact of the PL 480 program on the demand for local food producte and on
nutrition. Future levels of Title I will be adjusted depending upon the
outcome of this evaluation.

PL 480 TITLE 1 REQUIREMENTS
{(Dollars in Millions, Metric Tonnage in Thousands)

Estimated Esttm#ted Projected
FY 1987 _FY 1988 FY 1989
$ MT $ MT $ MT
COMMODITIES
Title 1
Inedible Tallow 2.0 6.0 1,0 2.5 1.0 2.5
Wheat 8.5 75.0 11.0 91.6 13.0 108.3
Corn/Sorghum 1.5 15.0 - - - -
Totals 12.0 96.0 12,0 94.1 4.0 110.8

Through the Section 416 program, a donation of $2.7 million was made in
compensation for the 1986 reduction in Honduras' sugar quota. An
additional donation of $5.6 million to compensate for the 1987 sugar guota
reduction is expected to be made in 1987,

Under the 1986 donation, wheat will be imported in 1987 and sold to
private millers in the same way that Title I wheat is managed.

Commodities to be donated under the 1987 agreement are expected to include

wheat and feed grains, although other commodities could be included
depending upon availability and the outcome of our ongoing discussions
with the GOH.

In combination, commodities being currently provided and planned under
Title 1 and Section 416 are pressing the absorptive capacity of Honduras.
There 18 also the potential for a significant disincentive effect on local’
production because of the relatively large volumes of grains that could be
obtained through these programs. Hence, we are examining thoroughly all
commodity alternatives, and may request AID/W assistance to obtain soybean
meal under the Section 416 program. Although USDA representatives have
discouraged pursuit of this slternative, it may be the best option, if
significant disincentives to local grain producers are to be avoided.
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b. PL 480 Title 11

The PL 480 Title II program 1s linked to our life expectancy and primary
education objectives. The Maternal and Child Health and the Food for Work
({FFW) programs are aimed at contributing to health and nutrition status,
while the Schocl Feeding (SF) program contributes to school attendance.
The GOH provides the funding required to manage the programs from ESF
local currency generations.

Pro jected recipient levels and costs are in accordance with State 92884,
i.e., assumed levels of $3.808 million in FY87, $3.7 million in FY88, and
$4 million in FY89. However, we understand that price fluctuations and
other considerations have modified fund availability to $2.9 million {n
FY87, $2.7 »illion in FY88, and $3.0 million in FY89,

Although statistics on malnutrition are outdated and unreliable, the
Ministry of Health estimates that up to 80% of the under five age group
suffers from some degree of malnutrition. For the last three decades we
have financed PL 480 Title 1I food commodity imports into Honduras.

During this time, the total quantity of donated food has amounted to
approximately 357 million pounds, with an estimated value of $51.5 million.

Given the length of time the program has been in existence and its size,
several questions need to be asked. What has been the impact of this food
assistance? Has nutritional status been improved? Does the school
feeding program, in fact, encourage school attendance? Could locally
produced foods be used Iinstead 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
is conducting an evaluation of the PL480 Title II program. The
evaluation's results and rccommendations will be used in determining the
future level and compositiou of the program. Program levels, other food
donor programs, developmental impact, and possible institutional
dependency on donated food are among the factors to be considered. We
believe that some form of supplementary feeding program directed at
nutriticnally at-risk population groups is needed. However, the nature of
such a program, and how it fits within our owerall objectives and
management capaclty need to be examined and defined more clearly. This
evaluation will complement a USAID-supported, nationwide nutrition study
to determine the prevalence of malnutrition, the data gathering portion of
which was carried out in 1986,

The PL 480 Title II Program recommended in next year's Actfon Plan will be
based upon the evaluation and nutrition study. In the meantime,
beneficiary levels for both the CARE and CRS/Caritas programs will be held
constant in accordance with guidance from State 92884,

CARE {mplements 85X of the Title IT Program 1in Honduras. Although CARE's
program proposals are adequately planned, much needs to be done to improve
logistics at the regional distribution centers and to integrate
supplementary feeding into the MOH's nutrition activities. CRS’
operational plan for FY87 reflects significant administrative and internal
control improvements. CRS' Operations Plan for FY87 includes clearly
defined benchmarks.
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3. Local Currency

Local currency generated through the Economic Support Fund Program is used
to finance public and private sector development activities that directly
support or complement Honduranm and USAID objectives. Resources continue
to be allocated on a 50/50 funding split between public and private sector
uses. PL 480 Title I and Section 416 generations support efforts in
agriculture and health.

Public sector local currency generations support GOH programs, as well as
provide counterpart for USAID-financed projects and those of international
financial institutions (IFIs). Local currency generations also furnish an
important and flexible mechanism which facilitates timely implementation
of various USAID-supported pro jects through the use of rotating funds.
Rotating funds are initially established with local currency generations
and reimbursed with project funds, The type of GOH programs financed
through local currency generations are labor intensive productive '
infrastructure activities (e.g., potable water projects, road and school
construction), as well as budget assistance to GOH public entities,
Examples of counterpart to IFI projects (mostly the Inter-American
Development Bank and World Bank) include integrated rural development
programs, Iinfrastructure activities and feasibflity studies for future IFI
programg.

In FY86 the private sector account was split into two categories:

(1) private sector activities; and (2) special activities. The new
programming category was established to better reflect the purposes for
which funds are allocated. For example, this latter category includes
funding for emergency assistance which we expect to be implemented
primarily by private voluntary organizations.

Within private sector activities, local curremcy resources have been
instrumental in expanding credit to small- and medium-scale enterprises
and to cooperatives and other rural groups through which our programs
work, promoting and expanding exports, as well as providing support
services for the privatization of state-owned enterprises.

To date, the activities funded under special activities have been the
Emergency Relief Assistance Fund (ERAF) and the AID Trust Fund, which
assists the Mission in financing operating expenses. The ERAF was
established as a mechanism which would permit &2 quick respond to emergency
situations (e.g., droughts, floods). The fund can be used by both the G(H
and private sector institutiocms, although we expect the latter to be the
principal implementing entities. Of the $2.5 million earmarked for
emergency activities, $650,000 remains unprogrammed and available.

The USAID will also use local currencies to move forward on establishing a
series of endowments to support private sector entities., This program
will directly support the key objective of financial self-gufficiency for
those private sector institutions judged to be critical to the future
economic growth of the country. This contribution to economic growth will
be determined in a varlety of contexts including the provisgion of public
goods (e.g., family planning services, agricultural resezrch,

employment /private sector-related training), ability to mobilize savings
and attract investment, ability to reach small /micro enterprises which
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would not otherwise be served, provision of a means to undertake medium-
and long-term institutional investments, and facilitation of independence
of action to take full advantage of private sector attributes., The
institutions included in this program may be private sector organizations
created in the recent past with direct AID financing (e.q., the Foundation
for Business Research and Development - FIDE, the Honduran Foundation for
Mricultural Research - FHIA, the Honduran Federation of Producers and

- Agro-industrial Exporters — FEPROEXAAH, the Honduran Family Planning
Association - ASHONPLAFA) or other organizations that have a longer
institutional history and less direct USAID support (e.g., the Pan
American Agrlcultural School - Zamorano) and private voluntary
organizations.

For strictly illustrative purposes of the type of organization that could
participate in this program, the following data is provided on AID-funded
organizations., FEPROEXAAH is contributing to economic growth by
mobilizing savings and attracting investment. 1In less than three years of
operation, the Federation has furnished production and marketing
assistance to 15 producer associations involved in the export of
agricultural commodities and processed credit eligibility certificates for
local investors involved in commodity export activities totalling
approximately $5 million, In 1986 FEPROFXAAH sponsored activities
generated approximately $2.5 million in foreign exchange. Similarly, FHIA
is contributing to economic growth by efficiently providing public goods,
viz., agricultural research,

Since its inception in late 1984, FHIA has made remarkable research
advances in support of agricultural export commodities. Its current
research programs in cacao, plantains, and vegetables are enabling
approXimately 5,000 growers to enhance productivity and increase
production. In the coming years, the Foundation will expand the number of
commodities under research, as .ell as the number of producers directly
effected by such investigation,

While these data reveal the current and future economic importance of two
illustrative organizations, concurrent information suggests that neither
they, nor other institutions (e.g., ASHONPLAFA, FIDE, the Human Resources
Development Council - CADERH, Zamorano)} will achieve financial
self-sufficiency under current circumstances. 1In spite of analysis whlch
concluded that financial independence was achievable in relatively short
order, the reality is proving that such projections in most caseg were
overly optimistic. For example, among those entities estahlished with AID
assistance, FHIA exhibits the most positive horizon. 1In 1986 it generated
income to cover 15% of all operating costs. The Foundation's projections
toward self-sufficiency show an increase to 25% by 1990 and reach a
maximum of 60% by the 1994 PACD, 1In contrast, FEPROEXAAH provides a less
optimistic scenario. In 1986 the Federation generated revenues to defray
only 10% of operating expenses. Fstimates are that self-sufficiency will
not exceed 30-40% by the 1989 PACD.

Given the importance of these and other private sector institutions to
Honduras' economic growth and the fact that their long-term financial
viability is not assured, we judge it appropriate and necessary to
undertake a program that will ensure their financial sustainability.
While we will retain flexibility and consider a variety of options, it is
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expected that the program of institutional endowments will be one of a
series of approaches of a strategy for reaching private sector
institutional self-sufficiency. The configuration of each endowment
(i.e., amount, funding mode, percentage contribution of recipient, and
activities eligible for investment) will be determined on a case-by-case
basis. The endowments would be reviewed within the context of an overall
financial program designed to achieve self-sufficiency. It is expected
that the proposals for endowments will originate with the interested
private sector entity, be passed through the GOH for concurrence, with
final approval or disapproval authority resting with the USAID. All
endowments will be managed by the reciplent institution's board of
directors or financial advisors according to guidelines established for
this purpose and taking into account return on investment versus risk.

Proceeds from the sale of PL 480 Title I and Section 416 commodities help
finance public and private sector agricultural programs such as the
National Agrarian Institute (INA) and the Honduran Agricultural Research
Foundation (FHIA); the consolidation of rural cooperatives, agricultural
and rural development programs; and USDA- and IFI~supported agricultural
projects. Title I generated local curremcy funds are being provided for
diverse crop and animal production programs, agricultural credit, planning
and statistics, agricultural marketing, agricultural education, regional
cooperative development, small farm water resources development, farmer
training and agricultural research.

Currently, the local currency program operates through three program
accounts: the Economlc Recuperation Program (3522-0230); the Economic
Stabilization Facility (522-0283); and PL 480 Title I. The program has a
relatively large portfolic of local currency-financed projects that are
making significant contributions to developmental 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.

A fiduciary account system was initiated with selected local commercial
banks which should significantly reduce the administrative burden of
managing the private sector program. Under this system, private sector
recipients of local currency project funding would be required to sign a
fiduclary 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 disburese 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 control of the funds and will reduce the need for USAID financial
reviews, It also will reduce the workload on our staff and provide for
ongolng analysis of each project's progress. To date, three such
fiduciary accounts have been established and several others are pending.
The USAID has issued a PIL governing the use of these accounts, including
a formula for disbursements in favor of such accounts which guards against
placing undue pressure on domestic credit ceilings.

Interest earned on funds deposited with commercial banks will be used to
extend activities related to each project's purpose,
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We have established a special fund under the Trust Fund account to provide
for annual project financial reviews, conducted by private accounting
firms or through the use of foreign national perscnal service contractors
(FNPSCs). We have employed FNPSCs to do this work since we believe this
glves us maximum flexibility and lower costs, Local public account firms
will be contracted, if the workload requires,
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4, Mortgage and Pipeline Analysis
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b, Narrative

The preceding wortgage and pipeline tables indicate that, overall, neither
fundamental mortgage nor pipeline problems will exist during the Action Plan
tine frame.

Current plans call for total life of project funding of $1.069 billion
(exclusive of continuing activities such as PD&S). The mortgage at the end of
FY86, including planned project starts from FY87 through FY89, was 59.7%
($638.1 million) of planned LOP fundine. The mortgage drops progressively
over the FY87 through FY89 period to 49.3% ($527.2 million), 39.0% ($416.7
million), and 28.6% ($306.0 million), respectively.

The overall pipeline declines from 31.3% of cumulative obligations {inclusive
of continuing activities) at the end of FY86 to 18,2X at the end of FYB7,
13.62 at the end of FY88, to 10.8% at the end of FY89,

Each of the 11 objectives in our Action.Plan displayé a similar trend. This
trend is made possible by our decision to review proposals for new project
starts in light of consolidation efforts.

1t is noteworthy that the mortgage for Objective 5: Promote $370 million in
export earnings from 1985 through 1990 1s reduced to zero at the end of FY88,
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SUMMARY PROGRAM FUNDING TABLE
Dollar Program by Functional Account
{% Thousands)

Project Title ' LL/G Number!t FY 1987 Fy 1988 FY198%9

AGRICUL. TURE, RURAL DEV. AND NUTRITION

Natural Resources Management G 168 1 200 0 Q
Natural Resources Management L 168 | 1,952 0 o
Small Farmer Coffee Ilmprov. G 176 | 2,307 0 0
Small Farmer Coffee Improv. i 176 | 4,000 0 O
Rural Trails & Access Roads II G 214 i 0 300 0
Rural Trails % Access Rpads II L 214 | 0 1,000 4,000
Small Business Dev. Support G 241 1 N.A. 1,000 1,000
Small Business Dev. Support L 241 | N.A. 1,000 1,000
Forestry Development G 2446 | 1,000 3,000 2,000
Forestry Development L 2446 | 2,500 3,250 2,500
Agriculture Research Foundation G 249 | 2,639 3,100 2,890
Small Farmer Organ. Strength. G 252 1 630 00 1,800
Small Farmer Organ. Strength. L. 252 | 2,000 1,000 1,000
Irrigation Development G 268 | 1,000 1,000 1,500
Irrigation Development L 268 | 1,500 Q 2,000
Agribusiness Development G 271 | N.A. N.A. Q
Agricultural Productivity Enhan G 292 1 N.A. 1,000 2,000
Agricultural Productivity Enhan L 292 | N.A. 1, 000 2,000
Policy Planning & Inst. Dev. G 325 | 100 750 150
PVYO Coord. Strength. (OPG) G 28 | N.A, 200 200
C.A. Feace Scholarships G 329 |1 1,010 0 Q
Program Development and Support G 2103 | 203 212 200
TOTAL FOR ACCOUNT I 21,081 18,712 24,000
GRANTS } . 129 11,442 11,500
LOANS bo11,952 7« 290 12,500

POFULATION PLANNING
Health Sector 1 G 153 | 575 0 0
Health Sector I1 G 216 | N.A. 2,200 0
Private Sector Pop. Prog. (OFG) G 286 | 2,049 1,750 0
PY0 Coord. Strength. (OPG) G 28 | M.A. Q 0
C.A. Feace Scholarships 5 329 | 183 o 0
Program Development and Support G 2104 | 100 50 30
TOTAL FOR ACCOUNT I 2,907 4,000 =1
GRANTS | 2,307 4, 00 a0

LOANS I - - -
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SUMMARY FROGRAM FUNDING TABLE
Dollar Program by Functiomnal Account
(% Thousands)

Project Title L/G Number! FY 1987 FY 1988 FY198%
______________________ | —— e ——

Health Sector I G 153 | BO9 4] 0
Healtih Sector 11 G 216 | N.A. 2,000 0
PVO Coord. Strength. (OPG) G 328 1 N.A. 200 200
C.A. Peace Scholarships G 329 | 354 0 ¢}
Program Development and Support G 9108 | 300 50 S0
TOTAL FOR ACCOUNT { 1,443 24250 250
BRANTS ) 1,443 2,290 250
LODANS i - - -
CHILD SURVIVAL
Health Sector I G 183 | 1,450 L¢] O
Health Sector I1 G 216 | N.A. 2,000 0
TOTAL FOR ACCOUNT | 1,450 2,000 0
GRANTS { 1,450 =y 000 0
LOANS 1 - - -
EDUCATION AND HUMAN RESOURCES
Hum Res Dev Council CADERH-OPG G 237 | 1,000 2,500' 1,500
Primary Education Efficiency G 273 | 3,311 I, 000 3,000
Primary Education Efficiency L 273 1 1,500 1,400 2,000
PVO Coord. Strength. (OPB) G 328 | N.A. 200 200
C.A. Peace Scholarships 5 329 | 592 0] C
Program Development and Support G 2105 | S0 S0 50
TOTAL FOR ACCOUNT 1 6,453 7,150 6,750
GRANTS | 4,953 5,750 4,750

LDANS | 1,500 " 1,400 2,000
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SUMMARY FROGRAM FUNDING TABLE
Dollar Program by Functional Account

($ Thousands)

Project Title L/G Number! FY 1987 FY 1988 FYiege
- - e e re— |...-._-.._ — —— —

SELECTED DEVELOPMENT ACTIVITIES
Special Dev. Activities G 149 | 0 100 100
Small Business Development G 208 | 200 0 0
Export Development and Services G 207 | 1,550 1,550 0O
Export Development and Services L 207 | 1,150 1,650 0
Small Business Dev. Support G 241 | N.A. N.A. 2,000
Small Business Dev. Support " 241 | N.A. N.A. 3,000
Frivatization State Enterprises G 289 | 1, 100 1,900 O
Strengthening Democratic Insti. G 2946 | 1,700 ] 0
Venture Capital 5 32 1 N.A. MN.A. =, 000
Venture Capital L 312 1 N.A. M.A. 2,000
Shelter Sector Program G 324 | 1,500 0 0
Policy Planmning % Insti. Dev. G 323 | 100 730 130
FY0 Coord. Strength. ((OQFG) G 328 | N.A. 100 100
Program Development and Support G F1046 | 100 200 100
TOTAL FOR ACCOUNT | 7,500 6,250 2,430
GRANTS 1 &,330 4,800 4,450
LOANS { 1,150 1,650 S,000
Total Development Assistance TOTAL. i 40,854 40,362 40,500
GRANTS i 26,252 0, 062 21,000
LOANS | 14,602 10,300 19,300

ECONOMIC SUPPORT FUNDS

Economic Stabilization Facility G 283 | 65,000 63, 000 63, 000
Strengthening Democratic Insti. G 2986 | 1,700 O 0
Policy Planning & Insti. Dev. G 329 | 1,500 e 2bl - 2,261
C.A. Peace Scholarships G I29 | 2,561 . S00 - D, 300
TOTAL FOR ACCOUNT 1 70,761 70,761 70,761
' GRANTS | 70,761 70,761 70,741
LOANS I - - -
COUNTRY TOTAL TATAL I 111,615 111,123 111,261
- - - BRANTS 1 97,013 100,823 21,7561
LOANS I 14,602 10,300 19,500
PL 480 TOTAL i 23,200 14,900 14,900
Title I I 12,000 12,000 12, 000
Title 11 i 2,900 2,900 2,900
Section 416 | 8,300 - -
FROGRAM TOTAL 134,815 126,023 124,161

# Reflects increase of %$559,000 in health funds subseguent to OYB.
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5. Women in Dewvelopment

The situation of women in Honduras is similar to that of women Iin other Latin
American countries. While there are opportunities for education and
occupational mobility for women in the upper strata of Honduran society, women
(particularly in the rursl areas) are locked into poverty with few
opportunities to escape.

Although Honduras has made important progress in providing nearly equal
educational opportunities for males and females and present enrcllment rates
frow primary through secondary grades are about equal, women are a large
proportion of the Hondurans who remain illiterate. Lack of education and joh
opportunities prevent rural women from entering the labor market, and limits
them to the traditional dependent roles of housewives and mothers. Early
formation of unions and the bearing of children in order to strengthen these
relationships are common. Increasing family size often drives men away,
leaving women to head households that they are ill-prepared to support. In
search of a better life rural, women migrate to cities. Because of lack of
training and employment opportunities in the cities, these women become part
of an ever increasing 111-paid, unproductive sector of the labor market.

Skill and vocational training i{s needed to address the problems that Honduran
women face. While we do not have a vocational treining program specifically
for women, our objectives and projects are designed to address many of the
problems mentioned. These projects train women, provide technical assistance
to them, and attempt to incorporate women into the country's economy. Most
significant among these are:

Objective #1: Increase Agricultural Production by $360 million from 1985
through 1990.

The Small Farmer Coffee Improvement project with the Honduran Coffee Institute
{(IHCAFE) works with the wives and daughters of coffee cooperative members in
starting swine projects. Swine are fed coffee waste products from the coffee
cooperative and the pork is marketed by women.

The Rural Technologies project assists rural families to develop and improve
rural small businesses by developing appropriate technologies based upon need
to increase home income and improve homes, Although there is no gender
information currently avialable, it is believed that women are the principal
beneficiaries of this project.

The Small Farmer Organlzation project is strengthening the cooperative system
and credit unions. Technical assistance and training are being provided and
women are expected to benefit because they are active participants in
cooperatives and most credit unions are managed by women.

The Natural Resource Management project has a training component and hires
female agronomists as field extenslon workers. These agronomists provide
short—term training courses and technical assistance to women in cultivating
home gardens, food preservation and home improvements.

The Small Scale Livestock project directly benefits 150 poor women in rural

areas. These women are being helped to organize into groups and establish
small-scale swine producing enterprises,
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Objective #15: Generate 400,000 Person-years of Productive Employment from
1985 through 1990

A dollar-financed (Small Business Development) and two local currency—financed
(Micro Eanterprise Development and Small Scale Enterprise Development) projects
deal with micro— and small-scale enterprise development. Women are the main
beneficiaries since they comprise the largest proportion within this sector.
The Banco de la Mujer subproject under another local currency-financed project
provides loans to women in Tegucigalpa to start small business ventures.

Objective #8: Increagse Access to Voluntary Family Planning Services:
Increase Contraceptive Prevalence from 357 in 1985 to 45Z in
1990.

The Private Sector Population program (ASHONPLAFA) will increase family
planning services throughout Honduras, particularly in rural areas. With the
egtablishment of five regional clinics, rural women will have increased access
to all services including voluntary sterilization —— the most popular method
among rural women. The Health Sector I project's population component is
providing family planning commodities for distribution in rural health
centers. ASHONPLAFA supports voluntary surgical contraceptive services in MOH
facilities by providing hospitals with medical supplies.
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TII. MANAGEMENT OVERVIEW
A. Management Strategy

The Action Plan, calling for the delivery of up to $252 million in economic
assistance to #onduras during 1988/1989, requires a substantial presence in
Honduras. By adhering to the management strateqgy outlined, we are confident
that the program can be managed without an increase in Operating Expense
{OE}-funded direct~hire staff and at a minimum cost to the A.I.D's operating
expenses. The overall management strategy for implementing the Action Plan
within our existing ceilings consists of several interrelated actions. In
implementing our Action Plan we will:

- Further consolidate the portfolio by phasing-out approximately 25

' activities in the FY 87 to FY 89 period, while reducing major new
Development Assistance (DA) starts so that implementation can be better
handled with the existing staff.

- Conduct annual reviews of staffing needs with each Office Director to
insure that all personnel are required and are properly charged to
Project or OE funds,

- Focus maximum staff effort on implementation of the Action Plan by
linking Employee Evaluation Report performance to Action Plan
objectives.

- Continue our strong commitment to employee development by providing
training opportunities in project implementation and management skills.

- Enhance comminications within the USAID through the development and
issuance of Mission Orders delineating functional responsibilities and
providing procedural instructions.

- Become self-sufficient in administrative and logistical support of our
program whenever cost effective and to comply with the statutory ceiling
on reimbursement of FAAS expenses.

- Continue our efforts to implement management techniques, such as
Management by Objectives, to increase the productivity of our staff,

To implement the Action Plan program within the existing staff ceilings will
require administrative improvements in the AIN/W assignment process. USAID
cannot function effectively with the long gaps that we are currently

- experiencing in the £illing of vacant positions. Roth FY 88 and FY 89 will
witness large turnovers in the staff of USAID/Honduras and steps need to be
taken now to identify and prepare replacements.

- The USAID has taken three main steps to reduce management units. First, we
have reduced the number of new DA starts planned over the next three years.
This decision was made not ¢only to address consolidation concerns, but also in
light of the actual and planned budget reductions facing AID in general and
USAID/Honduras in particular. Second, we have integrated like activities
under the banner of one project. FExamples of this approach include the FY 85
Private Sector Population Program: the FY 86 amendment to the Natural

Resources Management Project; and the planned FY 88 Small Business Development
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Support, Health Sector II, and the PVQO Coordination Strengthening (OQPG)
projects. Third, the USAID has accelerated project close~outs. The Mission
closed-out 13 activities in FY 86, some of which had languished on the books
for two years after PACD., We plan to close—out approximately 25 activities
over the Action Plan period. These actions will result in Iincreased
concentration of scarce human and financial resources on important initfatives
that meet our current goals and objectives.

The programming of local currency resources generated under the ESF program
require staff time, but such involvement has enabled us to accomplish some
desirable activities and to close-ocut one staff intensive dollar-fuanded
project. Dollar funding ($100,000 each year) for our Special Development
Activities project was replaced by ESF local currency programmed in an
agreement with the Peace Corp whirh now manages this activity, as well as the
regionally-funded Small Project Assistance Program. This action has given the
Peace Corps the resources necessary to assist neglected communities and groups
in Honduras, thereby targeting assistance to the poorest elements of the
soclety and generating increased favorable support for the U. S. assistance
program in Honduras.

We are very concerned about vulnerability, given the specfal foreign policy
situation in Honduras and the size of our program. We have taken steps to
improve our surveillance of sensitive areas such as Denton Amendment
shipments., Those programs which operate in border areas and with displaced
persons will be subjected to special care and review., We are committed to the
necessary financial review and oversight to insure that our assistance is
expended in a prudent and responsible manner.

Since the start of 1987, several small reorganizations have taken place which
have more effectively utilized our existing staff. We have broadened the
project oversight responsibilities of our U.S., direct-hire (USDH) staff and
are considering consolidatiag PV0O grant and a special project (i.e., Denton
and displaced persons) respcrsibilities into a single office.

We must improve the work enviromment in order to maintain morale and achieve
enhanced productivity from our employees. This issue is so important and
eritical that we belleve an AID/W decision i{s requived during Program Week
regarding additional office space for the USAID. Our office space'in the
current annex building is totally inadequate for the existing staff, much less
numerous TDY visitors. Staff members are crowded into bull pen-like
enviromments and many officers are sharing offices that are designed to house
only one person. Ideally, we would rent office space within a short radius of
the existing office so that telephone equipment, computer terminals and
emergency power sources can easily be shared. However, security
considerations have ruled out renting any of the surrounding buildings and
converting them to office space. We are advocating the purchase of a
prefabricated office from the U.S. at a cost of $180,000, plus an estimated
shipping cost of $20,000. We will erect the building in the parking space in
the back of the existing buflding. Site preparation cost is estimated at
$20,000 which will be paid from trust funds. At the conclusion of our lease
on the existing building, the prefabricated building would either be moved or
gold to recover our investment. The funds for this purchase are included in
the FY 87 budget.
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B. Staffing

In response to the Central American Initiative, the size and scope of the
program has increased dramatically over the past few years. Obligation rates
have multiplied several fold and rapid expansion has taxed existing systems
and programs. 1In spite of these pressures, a level of 35 USDH and 36 foreign
national direct~hire is straight-lined for FY87, FYB88 and FYBY9. This is
possible as a result of USAID's initiatives in portfolio consolidation, as
well as improvements and streamlining of project management procedures.

We are requesting and have budgeted support for seven International
Development Interns (IDIs) in the FY87 to B89 period. USAID/Honduras has
trained a substantial number of IDIs in recent years. With four IDIs having
completed their training in FY85, and FYB6, we now have only one active IDI
and would like to continue this program, with a total of seven over the
three-year period FY87 to FY89, Because of the diversity of the development
programs and the size and complexity of our operations, we believe
USAID/Honduras is an excellent training enviromment for IDIs in all backstops.

We are evaluating current employee assignments and will transfer certain
employees to enable us to better meet our increased emphasis on
implementation, In addition, we are revising job descriptions and switching
several staff members who were previously covered under OE to techunical
support trust funds and a variety of projects.

As the program moves intc a more intensive implementation phase, OE support
staff in the management area will increase. The increase has so far, however,
been offset by reductions made in our annual staffing reviews to lnsure that
2ll personnel are still required or are charged to projects, where feasible.
We have already upgraded and expanded staffing in the contract management and
procurement services areas.

The housing market in Tegucigalpa Is changing over to a seller's market and we
will be going to govermment~leased quarters which will increase staffing
requirements in this area. We have avoided further increases in secretarial
support by establishing a program of floating secretaries/translators staffed
primarily by spouses. This program also supports the Post's dependent-hire
program,

Last year USAID assumed responsibility for a number of support services
previcusly provided by the JAO under a FAAS agreement. Although low in cost,
labor intensive activities such as the motor pool, expendable and
nonexpendable property management and procurement services are now being
provided by the USAID. By operating these service programs, USAID/Honduras
will realize significant OE savings as a function of reducing services,
streamlining staffing requirements, and eliminating dual agency monitoring
efforts.

It should be noted when considering the Workforce Tables that full accounting
support is provided to Regional Inspector General (RIG) for Audit/LA, the
Regional Housing and Urban Development Office (REUDO) and USAID/Belize. In
addition, some management support services are provided to RHUM™ and
RIG/Tegucigalpa. We estimate that seven person-years of OE staff are devoted
to these organizations,
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The following tables reflect our FYB87 and proposed FYE8 and FYB9 gtaffing
levels. These, in ocur judgment, reflect the minimum levels necessary to carry
out our responsibilities,
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USAID/HONDURAS OE ACTUAL WORKFORCE TABLE

FY 1987

TYPE OF POSITION

USDH IDI RES.HIR PASA USPSC FNDH FNPSC TCN MANPWR TOTAL
Office Director 3 0 O 0 0 3 0 0 )
Office of Management 3 0 1 0 7 5 23 0 43
Office of Dev. Prog. 2 0 0 0 1 3 4 0 10
Office of Dev..Fin. 5 0 0 0 0 0 3 0 8
QOffice of Economic
and Program Analysis 3 0 0 0 0 1 1 0 5
Office of Private
Sector 2 0 0 0 0 1l 2 0 5
Office of Engineering 2 0 0 0 0 4 1 0 7
Of fice of Rural
Development 6 0 0 0 0 3 4 0 13
Office of Human
Resources Develop. 6 0 0 0 0 4 2 0 12
Office of
Controller 3 1 1 0 1 12 16 0 34
TOTALS 35 1 2 0 9 36 56 (1] 143 .
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USAID/HONDURAS OE ACTUAL WORKFORCE TABLE
PROPOSED FOR FY 1988

TYPE OF POSITION

USDE IDI RES.HIR PASA USPSC FNDH FNPSC TCN MANPWR TOTAL

Of fice Director 3 0 0 0 0 3 0 0 0 6
Office of Management 3 1 1 0 7 5 24 0 6 47
Office of Dev. Prog. 2 0 0 0 1 3 3 0 0 9
Office of Dev. Fin. 5 1 Q 0 0 0 3 0 0 9
Office of Economic

and Program Analysis 3 0 0 0 0 1 1 0 0 5
Office of Private

Sector 2 0 0 4 0 1 2 0 0 5
Office of Engineering 2 0 0 0 0 4 1 0 0 7
Office of Rural

Development 6 0 0 0 4] 3 4 ¢] 0 13
Office of Human

Resources Develop. 6 1 0 0 0 4 2 0 0 13
Office of

Controller 3 0 1 0 1 12 16 0 0 33

TOTALS 35 3 2 0 9 36 56 0. 6 147
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USAID/HONDURAS OE ACTUAL WORKFORCE TABLE

PROPOSED FOR FY 1989

TYPE OF POSITION

USDH IDI RES,HIR PASA USPSC FNDH FNPSC TCN MANPWR TOTAL
Office Director 3 0 0 0 0 3 4] 6
Office of Management 3 0 1 0 7 5 24 48
Office of Dev. Prog. 2 1 0 0 0 3 3 9
Office of Dev. Fin. 5 1 0 0 0 0 3 9
Office of Economic
and Program Anslysis 3 0 it 0 0 1 1 5
Office of Private
Sector 2 1 0 0 0 1 2 6
Office of Engineering 2 0 0 0 0 4 1 7
Office of Rural
Development 6 0 0 0 0 3 4 13
Office of Human
Resources Develop. 6 0 0 0 0 4 2 12
Office of .
Controller 3 0 1 0 1 12 16 33
TOTALS 35 3 2 o 8 36 56 148
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C. Operating Expenses

We are concerned about the cost of operating this USAID, Since personnel is a
ma jor cost element in our OE budget, the Director conducted an intensive
review with each Office Director of all personnel currently on-board and the
additional staff being proposed to insure that the USAID remains lean and
cost-effective. New personnel have been charged to projects where such
charging made sense.

We have negotiated a trust fund which defrayed the cost of running our USAID
by $2 million in FY86. 1In FY87, the trust fund, using reverse accommodation
exchange procedures, will be used to cover almost $2.940 million in operating
costs. This figure will be established at $3 million in FY88 and FY89, These
amounts represent a significant contribution by the Government of Honduras
(GOH) in sharing the cost of maintaining the USAID in Tegucigalpa. The GOH
has contributed or will contribute more than 38% of ocur total operating
expenses during the FY87 to FY89 period. The trust fund amounts that are
being budgeted for FY87 cover all of our local cost expenses. The amounts in
FY88 and FY89 fall a little short of complete caverage, but the amount of
money that we are budgeting represents the maximum amount that we believe we
can negotiate with the GOH, If the ESF levels are cut significantlv, the
amount of our trust fund support may fall, but we are unable to predict the
exact amount of the shortage.

The total Operating Expense budgets for FY87 through FY89 reflect modest
increases that we believe are necessary to carry out our program.



- 4= m= me te e me me =s me omm s =

1 H
77 00 e { L P A 20 't s o 17z 1IST o SIMUMOTW MOTIVINISTHIZE
s o s t 1€ 00 s 90 s ' "0 i's 1957 BORD TINVAOTW 3IN3QI5IY WINX
0oL LI TR ¥} H M7 0°§9 009 069 0% H iS00 T AT ] SIILAUIS dUWng ALINIS
XY [N Y H 8°g1 00 £z 00 v H 0°0 €Iy 1 0IL  %oeh IS 3000 - SHBI3M4/ 'SHVH:
£ 00 1 618 00 Vsl 8¢ 34 W 89 YRIZ L IE coMt  JIAGI/3UNLINGAS WLINIMIS:
T i 4 d 14 [ STANNNP AL TY SR ¢ B B 41 | S N 113 g S A0 R e 1< S 13 S & NS T s 31 00 £y 1 v JINVAQTIY SU3LEWK
08 o't 0 H 0 [ 0 ot o0 H 0°0 00 LESE LOMD  NDILWAYISIY ONY IMMUNILAI
I b i 00 | [ 34) §2l (341 S 90 ! o'l 09 B AN (T SILATTIA WIINAISE:
BB 0% 0L 0 [ 3] 18781 0 st 5L iy 949 8 00 HERL S X 'y Iy TR Y] 1N TLINIGIS3E
! —- - :
LT TR &/ S N 7T VEIL  ATSHY SE8L 009 1EAl | 3 T N T f0r HISNGH
00 (Y} 00 H ('] ¢ () 00 00 t o0 00 LY L WAlY &% DIV4 S1507 20i
09 00 00 ! e 06 09 ¢ 00 ) 0o 00 0o L4 SLIMUINGD YINQRY-
LR 0T et H oot 0°0L 08 08l 008 H gt L 4] i t 85T sedn $E502 254 "W’ ¥3ML0 VR
Syl 0% Ui o'1e 0% R A4 I RS T 3 T 3~ 1 A AN Y S N A oL 9 LT W8S 6989 STIBY ekl ) SIT MOS0 SLLIPG/ AN TS - 254 N
K] 09 ¢l ! 00l 00 003 o0 oo H (X} 00 9 852 £0Tn . 5L502 35d ‘SR ¥3L0 1
FAT U § S M7 A N (1727 S Y YR 1 { VAl 0% |31 S o £ S 3 174 69 P17 AN b3 SR o LT N TSI oomn SLLIINIA/ANUS ~ 254 ST
o' 40 0 { e (Y] . 00 60 (¥ H (X} 0’0 (X P 1 SWYIINHIIL vEwC
; - : -
080"t 0UICB 0N G . (M To M B Y TS 5% ¥BU BRI S L30 PR e T I [ TIMNGSYTS LIVHINGD
t 1 weet
00 0 00 H 0 [N 20 o0 »o H 00 0°0 00 VO S0ZN  1IemESHIS N4 EIMNOS SL1IE
¥R 30 A | (R TY S % 091z tzar o ogege H LY [T I TS { BT A - 71 30D ¥340 T
a0 0 (] : 00 00 20 00 o0 . it AT [ HE T N4 - B1 3403 §3HI0 1T
[0 S o 0o t'or 00 TN S 0‘er 00y IS T 0°'se o5t 90 AL T 3 [ 311 i 0 AT I | A¥d AVRITON 310434
£°5Z 098 I'wbh Tabb 0%9 HE BT 3 13 Lo5b 1] Il I 9Usi 'ge et P10 BIE 099 BTasS Btk { b tein ¥4 2I5Y
F2E'T 89 by § . [t B A T 940" £'ies £Uee ! 656 AL ¥0S1 ! wIn JYIH 133810 "N 4
PR B { B O 3 o'p Y] VLT B8l 0 5l [ S 40 g5t Y [ | X1 9. 751 PRt A4T] 13IMYYL ST 3300 M3
6 v Tt 6t e ] %} 00 [ T B - 4 90 LAY H S S I A 5 14 99 3 A 4 P A 111 TaAvEL ¥ GaY
61 oy oy 00 o'y PR 09 58 [ ¥] e 0 £ 09 {354 3 T R L 4 ot L4 $ 812 glia GAYHY NOLLYIRG
11 0 i [ X 1 H AL S 4 L M) N i (R ¥ 0 y'5l U AP AR N TR A 4 00 % 0 Min 149344 - 3431 BWE
T ¢ U G [ HE S R v 00 FAr 2 3 B - () '8 N [T A o 4 00 [N14 AL A8 AVEL - 3A¥31 30
(3 I N T §'3ii (N} Bl Yya 0@ Bhi 9 L T T R 1'act 2 L AR A I | N+ 0 L3S 2 G A 1 1491384 - INSNSISSY LSC
[N S Y% [ ) 06 08 18T e M3 (] 10y L B S 1 o0 34 L1 0t £y 00 9 TR 1 #T) BAYEL - LNGWNSISSY 15C
1l 00 111 : M ) | 4781 [X] '8! ! L (N ] Ft 321 0FiA Z1 3000 A30NN3 NWOTSSIN ¥amt
18 L3 U 1'i5 (81 H 8er bey ! Thr TEY 1R WG 71 3003 G3GNRS R/QLY ¥HL
89 00 (Y ! (Y] 09 20 t (§] 84 00 H 0 00 [N t By BRIN STINMTI BNIA)
(X1 5 1) [ N1) [ TR 885l L I [N [ 14 I ¥3 YL JHIH 13310 "5 R-INHILE
PR 1 SR 14 o0 PR EA TN N S T 4 (g 24] 80 (R4 IR AL SR e " A X 1 00 0t 9L gtie 8'MIT 80 [N THERTA O | SIMVROTIY NDEIVINC
(N} 09 00 ! (N 00 0 } 00 00 0 H 00 90 (Y] a1l SOIR 1T 3807 G3QMNS ROISSIM HEHL
oS 05 H 0°s ¢S H 'y o 3 44 (34 TR T1 3003 G30MR4 MAQTY ¥
TUig AT O S 11Tet 1 $10.8 ue 708 AL VT )] W4 WILNEET
00 09 ! o0 (Y] } ¢0 09 ! 00 (] VEl sZ0ia Avd JESYE S0 dKILL
I3 00y 87430 BUy90'T 1 1TIE 0y &5r0'L IS (I A $9t 49861 9se't 1 9s £ 0Bl G'aze'l toolr W Avg JISv8 SH3EELED S
- ! - -1 H -
PALTUN S N o'y | 092 - o0 ' IR 0% H ORUT OB e i N 123818 "5
' - -1 R :
1532 5l and  SeMRd ST L SED SLIND WHOL  SEMAd  SEMIT08 ¢ 150D SIIMA WL SOMRd SEYYIOH ¢ ESC3 SULINM WHOL  SONAd  SMWTNES 1SS MOIE AHOULVD 3SH3JEI
1IN WLDL  L50EL L IL 15044 toLm 15n§L LiNA 18NdL {050 JWng
160 §) H {090 $ 1 {060 8 (600 §1 ; 12252} SWHGUNOH
1530834 2861 A4 t 1530424 8641 A4 H *)53 (64T M4 ! "L 96T Ad ’ : AYd NOIL3Y LE51-8841 A

- i1 -



H ¥ ] ¥ H ¥ » ' ?
o 8L [ ENAIV] DL pee ]
o9 0 00! Istaau] abey pajewtysy
00°1 § stenba 7 wirdea (9841 7 samwason) pasp ayey abueyang
AL 1Y 100 (Y] prigt seswadyy Aduauumy [esai 2oy pasinbay saeqrog
00 008 07091 001 008 [ Nis) 9502 0oL 0°881 LT 8L 9l V3AYHL OKZ 55¥1) 133ran
] ! : [ 41 H 180d4ans 1503 34207 Wi0L
H —_— H mm— mem—e-
' ! 00 PMT O TISN TINNGSYIA NOISSIN-11SHA 3HiS
H ' ] LIS A LY S1IVBINDD HINTIN
! ' H 9 1 85T somm 51503 354 N3 §MI0 TH
[ A a L} SLTI3NITSANY TS - 284 WS

1
3
]
H

§.34 40 yIgRNN T¥LOL

HE T 5.3d 30 HIMON WIOL 1f 5,24 30 ¥IAMM TLCE! 1T 5.3 0 ¥3IN WL O JA0AY GENTND (¥04anS 1S3 WICY
P9 SNBLIVIS JHOW 43¢ “ON WI01) 95 SROTIVLS MHON 40 DX WL01! 95 SNOELYLS ABON 449 ON WIDi! 9% SKITLYLS H50M 5% 'ON WIDY!
: §2B0'C  QU0eR'E &TIEY'Z ! creom'y  otote't SUgeE't 918y 00N £°9uEY) 1R 7SR B S S VAL I N £ 14F
! 00 (N 00 ! 60 00 0" 00 o't 00 00 ] (X i (319E9 NDILG3S
: g8 o0 Loty o 1°5a8'7  0°¢ 1-543'% et 000 1°108'Z L ATAC A s+ A {1 A LI ELTR VI kB
H ¢90's 0'000'c 0U9IN'E ! o't 0000't 9Uoei'e 8L18' L o owe' ETLYE ! 1°K0'L  ZU6Be*1 4'¥Z0%s ! 138an2 35K3¢13 "3°D Wil
: -- e bttt cmenmn : --
' {7 ¥4 I N1 S 8Bl B89 00 AT B 3 TR Y ! FATULINE 4 T s < 4 HL+ A v | $7 3907 WIMI0 W
' 00 00 0°e ! (¥ o0 0'e ! 00 (] 09 H 00 00 00 PBST ZESN UMDY - SISAWNY/SIIANIS 235
H 00 00 0°0 H 00 o0 00 0'0 00 00 0o 00 "0 YA5T TZ80 SIWMINOD - "SIAS *J0ug/iSW
! 0 0 0" ! 070 60 00 00 (X 0°0 ' 0o 00 10 TEST 025N SLJWRINDD - "SHHE ONILINSNGD
! G0t 0% 00T 0052 0°0 0092 0705t 00 0"052 50 e 0 18T 48R LT )
' o522 0tes  0'sIL 3 L AN N R M e Ges otest 8riit [ - I TAN H~ )} SWISILYR ONY 53174405
X 00 0" : a0 00 L ! R 0 80 : [N 00 00 bz L1sn T3AWHL TUNDTINN340 ¥24L0
0 st 00 0'4f 11 [+ A K 4 0" [ XTI A R N7 A 4 00 0°sE Dot 09 P ¢ %3 L0 RISh FINHNILLY SIN3Y3IN03
1115 (A 43 070 'St AL 0°12 08l 00 [N/ IS TR A N 0% 0°0f Vel (34| 12 0°n 9§12 Lol 150 AMEIILLY ONTN]YEL
0t o (X 80t (N oL oM 00 LR viooo0ttL 001 00 0°et 0°0 (N 9°0 DO KISA SONTIIT NOTIYWHD NG
01 e's o0 082 U I A N 00z 0°¢ ¢ It 0 00z 00 007 L 0701 ot 60 ol Dol £15a TINNOSHI4 FOIY-1151A 31IS
0°08L  05tI 0t0B 0°SS PET0 0BT 0Uofl 0708 008 £ 0°0%  0°0ZT 00 0'Hg P80 09SE TREL 'S v YOIZ IISN TINNDSHIM NOISSIR-LISTA 3LIS
g1 £y 00 H g1 L1 0 : (¥ 00 H ro £ 1°9 T A 1] SHIINTHd
M3 0l 00 ! 13 85 0% LN A Y] ! 474 00 AL t b5 o1on SITAYTS QYRS ALTHNISS
H N A S N T R N ! 0"k o'hil o 0%e [ 11 Y] : 6161 8801 00 V0K 405N SHOLLYINMMHOD
H [ AT S T4 A N T S N7 41 H U LS - [ I ¥ 13 VBSE BOSR CINTWN/MIVAIH HIA/JTGD3/NARS
! gUit 00 grze ! St () 5Uu (s 00 o't Y OIL 105R 1481344 7 NOT2V1¥0dSNYEL
' 00 00 00 1 00 00 0 £ 00 £¥ HE HR L) INIRJINGT ¥iD
R F4 (3] 0¢ 619 ST e 00 PR [N 1 X4 ot 2K 00 L JH tZIE cosn 533K
! bSOz 00 [T A 1441 00 17981 101 00 [ACTHAR T ] ININJING3/38NLINANS 321440
! 5y s ot : oty [ 7N M+ S0 UM B T A NOTIYAONIYY *INTYM SHIQTING
! $°1 g1 00 ! 81 51 04 £l 09 £ D ¥ Z0SH S3LTININ 31420
! 1°991 1891 0%¢ ! 1°991 (TR X [AFA I N CArA TR S YA < | IN3¥ 31480
| —— " - ——— ———— lul (P —— —— -
! 3e4 A S ATY B O L 1 A B £B0R't ¥y pUeSl's (RIS L B o T+ Ad vttt 1 Tioe ()] SNOTIYHI40 301440
!o1S03  SiIwn N SOMAd SWYTI0E ¢ 2S00 SLIAD TEOL  SOWR3  SMYTI00 ! 1smp  SLINM WEDL  SOWRY SWYTIDA ! 1500 S1INM WIOL  SONA4  SBYTIOR sssvd MOl AYOSYIHI N3
+ 11KR WIBL  1EEt 1 1IN0 [157] 1INR 15081 1ol 15m4) ! N
H 1000 §) ! {1 {000 § ! 1000 81 1 (ZT5G7} SUSRANTH-
! 153087 6861 A4 ! 153034 B3] A3 t *1§3 1861 A2 ! L3¢ 98AF A2 H NUY NOILDY &F&I-638T Ad



- 127 -

D. Fvaluation Plan

The FY 88-89 Evaluation Plan includes individual project, as well as proaram
and cross-sectoral evaluations, Evaluations for projects currently under
design will be included in our evaluation plan upon project approval.

Individual project evaluations are required hecause of the stage of
implementation, the magnitude, or the significance of the interventions for
our program, Most of these evaluations, although planned as discrete
activities, share some underlying themes and concerns. The most important
are: (1) accomplishments in the area of private sector support; (2} efficiency
of private sector institutions in providing services; (3) progress made by
private sector institutions to attain self-sufficiency; and (4) the impact of
selected interventions on employment.

The evaluation of the Privatization of State-owned Enterprises Project
{522-0259) will attempt to assess how much is being accomplished in support of
private sector enterprises that have acaquired companies previously owned by
the government, The efficiency of private sector institutions in providing
services will be the focus of the evaluations of the Private Sector Population
Program (522-0286), Farmer Organization Strengthening (522-0252), and Human
Rresources Development Council (522~0257) projects., The evaluations of the
last two projects mentioned will also deal with another {ssue: progress made
by private sector institutions in the area of financial self-sufficiency. The
issue of employment impact will be examined in the evaluation of the Fuman
Resources Development Council Project.

Program and cross-sectoral evaluations have been scheduled to provide
information to USAID management on approaches to development or the status of
several activities which in combination allow to reach broader developmental
objectives.

For the period FY88 to FYB9, six such evaluations are planned. They will
focus on: (1) the comparative analysis of approaches and c¢redit systems in
support of hillside farming; (2) the impact of our Private Sector Strategy;
(3) population program impact to date; (4) the impact and the future
directions of the ESF program; {(5) traditional and nontraditional export
promotion; and (6) approaches for the provision or improvement of shelter,
particularly for the urban poor.

The Rural Technologies, Natural Resources Management, Small Farmer Coffee
Improvement, and Agricultural Research Foundation projects include extension
activities., Methodologies and approaches for the provision of technical
assistance (e.g., emphasis on professionals vs. paraprofegsionals, use of
group vs. individual learning technigques, use of media vs, personal contact,
public sector institutions vs. PV0Os) will be examined. The importance of
production and investment credit for the adoption of the farming technologies
will also be assessed. This evaluation will assist the USAID in the design of
the FY88 Agricultural Productivity Enhancement Project.

An evaluation of the Mission's Private Sector Support Strategy will be also
undertaken. The purpose of this evaluation will be to determine the impact of
the strategy on agricultural production, export expansion and employment.
Results of this evaluation will help the USAID decide what activities warrant
continued support and where modification of the strategy is needed,



- 128 -

The Population Strategy will be evaluated. Results of this evaluation will
help define future directlons to increase contraceptive prevalence in the
country, .

The impact of ESF supported policies and structural reforms will be assessed.
This assessment will provide the USAID with information on accomplishments
achieved with balance of payments support for economic stabilization, leading
to possible program changes or adjustments.

Projects supporting traditional and nontradftional exports, including both
agricultural and manufacturing goods, will also be evaluated. The evaluation
will deal with agricultural research activities in support of exports, the
impact of adopted policies on export promotion, the acquired institutiocnal
capacity to provide technical assistance to both producers and marketers of
export commodities, and the impact of interventions on the balance of trade.

During the FY 88-89 period, an evaluation of the shelter program will be
carried out., This evaluation will assess two basic issueg: (1) the impact of
private sector involvement on the median- and low-income target population;
and (2) the impact of the program on institutional development at the
municipal level to carry out basic Infrastructure activities and to recover
costs. An assessment of approaches and accomplishments in the area of housing
construction and improvement supported by AID will also be undertaken. These
evaluations will be important in defining a Housing Sector Strategy for the
1990s.

Evaluations completed and submitted to AID/W during FYB86 had important 1lmpacts
on both project and program management. Examples of the usefulness of these
evaluations follow:

The evaluation of the Urban Upgrading Project (522-0155) pointed out problems -
in off-site infrastructure and cost recoverv, As a result, we selectively
provided resources to construct such infrastructure, and the recuperation of
project costs began to receive special attention., This included campaigns to
promote the idea of lecan repayment among beneficiaries and the renegotiation
of debts with delinquent participants., In addition, USAID made a decision to
approve shelter projects only in those cases where funds for of f-site
infrastructure are available and implementing agencies are committed to their
completion.

The evaluation of the Rural Technologies Project (522-0157) indicated the need
to: (1) reorganize the implementing agency to improve efficiency; (2) continue
supporting the recently adopted farming systems methodology; (3) implement the
credit program through private banks; (4) revise the strategy in support of
rural industries; and (5) develop a training plan for project personnel,
including the areas of economic analysis and marketing. These recommendations
are being implemented.

The evaluation of the Natural Resources Management Project (522-0168)
indicated the need to: (1) consolidate rather than expand project activities
into new geographical areas; (2) strengthen the use of a farming systems
methodology; (3) expand the use of paraprofessionals; (4) enforce a selective
approach in the use of subsidies:; (5) promote crop diversification; (6) expand
the role of women in project implementation; and (7) support activities
preveuting postharvest losses. An action plan to implement these
recommendations was designed and 1s belng carried out.
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The evaluation of the Small Farmer Coffee Improvement Project (522-0176)
helped the USAID make project design decisions for an extended and expanded
intervention. Among the latter were: (1) additional training programs for
credit and extension agents; (2) additional support for the paraprofessional
approach for technoloey transfer and increased outreach capacity; (3)
comnitment on the part of private banks to use their own funds to finance
production credit to participants; (4) initial support far specialized
research activities in order to increase the income of coffee producers; and

(5) inftiation of activities intended to assist producers in processing and
adding value to production.
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Project Number
and Title
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EVALUATION PLAN

Reasons/Issues

A. Individual Project Evaluations (Continued)

522-0268 lrrigation
Developaent

522-0257 BHuman
Resources Development
Councl]

522~0214 Rural Trails
and Access Roads 11

522-0273 Primary
Education Efficiency

522-0249 Ag. Research
Foundation

FY 88 FY 89

Date last tart o Start To AID/W

Evaluation (Qtr.) (Qer.) (Qcr. ) (Qtr.)
None 1/89 2/89
(2/87) 2/89 2/8¢9
None 3/89 4/89
None 4/89 1/90
3/87 4/89 1/90

Measure accomplistments in:
(1) institutional building
activities; (2) systems
construction; (3) extension
and credit assistance to
beneficiaries; and (4)
impact on productioen and
farm income.

Measure effectiveness of
ip~plant training and skill
certificgtion on firms'
productivity, and firms' and
employees' income. In
addition, weasure the extent
to which demand for .
qualified workers by export
oriented firms is being
satisfied.

Measure impact of roads on
agricultural production and
community development,

Catalogue accomplishments
in: (1) academic achievement
testing program; (2) book
printing and distribution;
(3) developing media
materials for lst grade
instruction; (4) print media
activities; and (5) teacher
training.

Measure efficiency of FHIA's
internal structure and
administrative procedures;
institutionalization of
FSR approach; progress in
research programs for
traditional and
nontraditional

exports; and progress
towards financfal
self-gufficiency,
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EVALUATION PLAN

FY 88
Project Number Date Last Start To AID/W Reasons/lssues
and Title Evaluation (Qtr.) (Qer.)
B. Program/Cross—Sectoral Evaluations
Agricultural Technology None 1/88 2/88 Evaluate the comparative
Tranafer for Hillside efficiency of extension
Farming: Comparative approaches and support
Efficlency of Extension systems for hillside
Approaches and Support farming through agricultural
Systems, and Observed projects, patticularly 0157
Increases in Agricultural Rural Technologles, -0168
Production, (Integrated Natural Resources Management
Evaluation of Projects 0157 and 0176 Small Farmer Coffee
Rural Technologies, 0168 Improvement; and observed
Natural Resources Management increases in ag. production
and 0176 Small Farmer Coffee ag a result of interventiona.
Improvement. }
Population Program None 2/88 3/88 Success and alternative
Agsessment approaches to increcase
contraceptive prevalence.
Private Sector None 2/88 3/88 Assess the success of the
Strategy USAID's Private Sector
Strategy in contributing to
the program’s objectives,
e.g., agricultural
production, export expansion
and employment generation.
ESF Program None 3/88° 4/88 Quantitacive and qualitative
impact of program-supported
policies and structutral
reforms.
Shelter Sector Program None 3/88 4/88 Meagure the impact of: (1)

private sector involvement
as financial intermediaries
on cost of housing and
possibility of reaching
intended target group; and
(2) aseistance provided to
municipalities.
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EVALUATION REPORT

PLANNED FYB6 ACTUAL FYB6 UPDATE FY8/ Reasons/ Issues
Project MBumber Start To AID/W Start To AID/W  Start To AID/W
and Title (Qtr.)  (Qtr.) {Qtr.) {(Qtr.) (Qtr.) {Qtr.)

B. Program/Cross-Sectoral Evaluations

Contracting=Out Study 1/87 2/87 Completed. Assessed
cost-effectiveness of
contracting-out mechanism for
the construction of rural roads,
classrooms and housing
solutions. Lessons learned and
possible gpplications for future

projects.
Sustainability of US 1/87 2/87 Completed, Retrospective
Supported Health Programs assessment conducted by
in Honduras . PPC/CDIE of six U,S8.-funded

interventions in health sector
since the '40's to determine
impact of gelected factors on
sustainability of interveations.

PL 480 Title I and II Programs 2/87 4/87 Measure the program's impacts on
food production and school
attendance,

Credit i - 3/87 4/87 Analyze the "credit dilemma”™ in .

Honduras from, inter aliam, the
standpoint of the required
balance between tight weonetary
policies and the availability of
adequate credit to simulate
economic growth.

Central American Peace Scholarships (CAPS) 3/87 4/87 Efficiency and legitimacy of
pretraining activities:
selection of scholars, and
language proficiency and
preparatory training.

Training Assessment 4/87 1/88 Internal assessment of the
future training needs required
to adequately support the
objectives of the USAID program.
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E. Gray Amendment

The Gray Amendment requires that A.I.D. pursue a pelicy of directing a portion
of its contracting for services and commodities toward registered minority
firms and predominantly black ¢olleges and universities. The policy
encourages that at least 10% of a given year's Development Assistance
resources available for U.S. procurement be directed toward such ends.
USAID/Honduras has adopted a position of actively adhering to the requirement
of the legislation. In the design and implementation of every project, we
take measures to assure that due consideration is given to minority firms and
predeminantly black colleges and universities in procuring the requisite
technical assistance and commodities. Implementation of these measures is
borne out by our record of contracts awarded to minority entities in FY86.
During FY86, the USAID awarded contracts totalling slightly more than $3.4
million to minority firms and colleges, According to the prescribed formula,
the $3.4 million figure demonstrates that USAID/Honduras awarded approximately
13% of FY86 OYB procurement requirements to minority concerns. Principal
minority contractors included Servicios Técnicos del Caribe ($715,000) and
Pexi ($650,000).

While it is impossible at this time to determine the configuration of
procurement actions for FY87, we anticipate that minority organizations will
continue to be active collaborators in project implementation for the current
fiscal year and into the future.

Gray Amendment

Funding Awarded Awarded Gray
Total DA Available for Gray 2Amendment Amendment
DA U.C. Procurement Firms Firms

(3 Million)

FY86 Actual 44.2 26.2
FYB7 Estimated 40.9 26.8

13%
10%

B L
*
~
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ANNEX: ALTERNATIVE FUNDING PRESENTATION

Last year's Action Plan set forth our objectives within the Central America
Initiative framework and our projected resource requirements to achieve these
objectives, The current FYB8/89 Action Plan retains these basic objectives,
modified where appropriate as a result of our experience over the past year.
However, based upon the LAC Bureau's guldance, projected assistance levels
have been straight-lined from FYB7, The modifications to our objectives and
indicators reflect, inter alia, the impact of these decreased assistance
flows, e.g., a reduction in GDP, agricultural production and employment. A
fuller discussion of the FY87 ESF stabilization program and related
macroeconomic performance, our plans for this program and illustrative
structural adjustment measures are contained in Attachments I and II,

This Annex presents the case for higher resource levels based upon the FY88
Congressional Presentation and the FY89 Approved Assistance Planning Level. A
summrary of the differences between last year's Action Plan requested resource
levels and those under this year's straight-lined and request levels follows:



Last Year's ($ million)
Action Plan FY87 - FY88 FYg89* Totals
Economic Support
Funds (ESF) 20.0 108.8 95.0 293.8
Development Assistance 51.0 52.0 53.6 156.6
PL4 80
Title 1 14,0 15,0 14.0 43.0
Title 11 4.1 4.1 3.0 11.2
Section 416 - - - -
Totals 159.1 179.9 165.6 504.6

* From FY88 Annual Budget Submission

FY88/89 Action Plan

Straight-lined Scenario FY87 FY88 FY89 Totals
ESF 70.8 70.8 70.8 212.4
DA 40,9 40,4 40,5 121.8
PL480Q

Title I 12.0 12.0 12.0 36.0

Title II 2.9 2.9 2.9 8.7
Section 416 8.3 - - 8.3
Totals 134.9 126.1 126,2 387.2
FY88/89 Action Plan
Request Scenario FY87 FY88 FY89 Totals
ESF 70.8 100, 0 95.0 ~ 265.8
DA 40,9 40.4 53.6  134.3
PL480

Title I 12.0 12,0 14.0 38.0

Title I1 2.9 2.7 3.0 8.6
Section 416 8.3 - - 8.3
Totals 134.9 155.1 165.,6 455.6

In summary, the information above reflects a reduction of $49 million in
assistance between last year's Action Plan request and this year's request
level, However, should the straight-lined scenario as presented in the
FY88/89 Action Plan hold, we would see major additional reductions in ESF in
FY88 of about $29 million and in FY89 of $24 million, plus about a $13 million
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drop in Development Assistance (DA) resources for FY89, 1In total, assistance
for the FY87-89 period would be about $68 million lower than the current
request level (and a total reduction of $117 million from the FY87/88 Action
Plan request level). The significance of these latest reductions {on top of
the already projected $49 million drop from last year's request level) is most
serious. We would expect:

~ The possible questloning by the GOH of the U.S. commitment to the Central
America Initiative and the longer-term development of Honduras.

-  GDP growth rates lower than anticipated, with GDP inp 1988 and 1989
projected to be reduced by $159 million, setting back the economic recovery
trend achieved over the past three years.

~ A potential weakening of GOH resolve to undertake necessary economic
reform measures.

-~ A Arop in the imports needed for the continued expansion of economic
growth, negatively affecting our employment generation objective with
approximately 16,000 fewer person-years of employment in 1988 and 1989.

- Our inability to undertake a new project initiative to link existing
urban-based entrepreneurial and domestic production strategies in the
agricultural sector to our efforts to develop agro-industry and exports. This
initiat{ve is fully described in the accompanying project description.
Concurrently, a decreased leve! of DA would slow our efforts to reduce the
future years' mortgage of our project portfolio, even with the considerable
measures toward consolidation we have already taken. 1In addition to
permitting us to initiate and fully fund the Agricultural Development project,
the requested level of DA would allow reductions in mortgages for the Human
Resources Development Council's OPG, Venture Capital and Agricultural Research
projects.

Should the higher request levels of assistance set forth in this Annex be
forthcoming, we see no impact upon personnel or OE levels, since our current
and projected organizational configuration and personnel makeup can adequately
handle this requested level of U.S. economic assistance.



COUNTRY: HONDURAS

GOAL: Basic structural reforms leading to rapid and
sustained economic growth.

OBJECTIVE: LAC Objective 1l: Increase agricultural production
- by $360 million from 1985 through 1990.
PROJECT: (522—0271) Agribusiness Development
APPROPRIATION ACCOUNT
AND CATEGORY: ARDN; Grant
FUNCTIONAL ACCOUNT:  Sectiocn 103
LOP (000): $7,500 (G)
LC Equivalent: $3,000
DESCRIPTORS: 100 (Aa), BOO (Aa)
PID: The PID will be reviewed at post by December 1988,

Project Description: The proposed project will improve the sustainable
productivity of rural and urban labor by encouraging the establishment and
expansion of agribusiness and agro—industry in Honduras' agricultural
regions. The project purpose is to stimulate urban~based agro-entrepreneurs
and to increase the value added and marketing of Honduran agricultural
products. This will be accomplished by the development of agricultnral
regions providing services to agricultural production. The project purpose
will be achieved through: (1) the provision of technical assistance to
municipalities, business leaders, cooperatives, and producer and marketing
associations; and (2) professional and technical training.

Potential Policy Issues: None

Narrative: Secondary cities in Honduras' major agricultural production zones
have traditionally been isolated from the services and incentives available in
Tegucigalpa and San Pedro Sula, the major urban centers. This isolation has
produced severe constraints to the development of agribusiness and
agro~industrial activities. The most pervasive constraint lg the lack of
entrepreneurfial involvement in agriculture. Contributing to this constraint
are: (1) the lack of financial incentives and production and marketing
services avallable to agro-entrepreneurs; (2) the lack of entrepreneurial
know-how; (3) geographical isolation; (4) and an unfavorable poliey
envirenment.

The following components will address the foregoing problems:

(1) Technical Assistance: Contracted assistance will work in selected
secondary cities with municipal governments, clvie action committees, local
civic and business leaders, cooperatives, and producer and marketing
assoclations. This assistance will enable the establisiment of effective
linkages for the provision of production and marketing services required to
encourage the initiation and expansion of agribusiness and agro—industrial
enterprises. The contractors will help to establish a linkage between the
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community and investors as a whole, and the service enviromment for the
purpose of accessing finanting and services available through project
rescurces, other AID projects, and intermational financial institutions.

(2) Training: This component will finance specialized training for
administrative and technical personnel, as well as production line operators
and marketing personnel in speclfic areas needed to support efficlent business
operations.

Counterpart institutions will be identified during project development. These
activities will contribute to AID’s objectives of increased agricultural
production and the generation of productive employment. Demand generated by
the activities will contribute to Increased agricultural production and
increased exports. The planned activities also will promote the expansion and
reactivation of the rural, agriculturally-led economy. The financial
constraints faced by agro-entrepreneurs will be alleviated through improved
linkages to financial and marketing services. Increased agricultural,
commercial and agro—-industrial production in the private sector will create
expanded employment opportunities in secondary cities and their agricultural
zones of influence., Agro-entrepreneurs, small farm families and the rural
unemployed will be the major beneficlaries of this project.

The Project Paper will be reviewed at post by June 1989,
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MODIFYING OBJECTIVES FOR HIGHER FUNDING LEVELS

LAC Chijective 3: Stabilize financial structures: Substantially improve
macroeconomic performance from 1985 through 1990,

Note: Pull details of the impact of increased ESF levels in FY88 and FY89
will be presented in the FYB7 ESF PAAD covering the 1987
Stabilization Program.

1. LAC Indicators: No change.

2. Performance under LAC Indicators:

D. Real GDP Growth Rate: Possible increase in the projected 4% or
higher growth rate for the 1988/R9 period.

1. A, Misgion Indicators: No change.
2. A. Performance under Mission Indicators:

B. Net International Reserves: Possibly higher than projected for the
1988/89 period.

3. Accomplishments: WNo change.

4, Key Assumptions: No change.

5. Policy Dialogue/Conditionality: No change.

a, Planned Accomplishments: The projected strengthening of international
reserves could be positively effected, as could projected increased real
GDP growth rates,

7. Projects FYR7 FY88 FY89

Increased Funding ($ 000)

Economic Stabilization
Facility 0 29,200 24,200

Venture Capital ) 0 2,500
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LAC Objective 1: Increase agricultural production by $360 million from 1985
through 1990,

1. LAC Indicators: No change.

2. Performance under LAC Indicators: No change.

1.A, Mission Indicators: No change.

2.A. Performance under Mission Indicators: No change,
3. Accomplishments: No change.

4, Key Assumptions: No change,

5. Poliéy Dialogue/Conditionality: No change.

6. Planned Accomplisiments: No change.

7. Projects FY87 FY8s FY89
Increased Funding ($ 000)
Agriculture Research
Foundation 0 0 2,855
Add:

Aeribusiness Developaeit 0 0 7,500
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LAC Objective 15: Other: Cenerate 400,000 person-years of productive
employment from 1985 through 1990.

1. LAC Indicators: No change.
2. Performance under LAC Indicators: No change. '
1.a. Mission Indicators: WNo change.

2.A., Performance Under Mission Indicators:

A. Person-years of Fmployment: Attributed to FSF Ralance of Payments
Support: Person-years of employment for 1988/89 would increase by
16,000 or 14% over the 144,000 person-years currently projected for

this period.
3, Accomplishments: No change.
4, Fey Assumptions: No change.
5. Policy Dialogue/Conditionality: WNo change.

6. Planned Accomplishments: ¥No change.
7. Projects FY87 FY88 FY89

Increased Funding ($ o0

Human Resources Development
Council (OPG) 0 0 245



ATTACHMENT I
FY87 ESF STABILIZATION PROGRAM: ENVIRONMENT AND PLANS

Detailed sets of projections for Honduras macroeconomic performance over the
period 1987-1980 are currently being prepared. The projections will cover
four basic scenarios: with and without poliecy adjustments in combination with
lower and higher projected levels for ESF assistance flows. For each of the
four scenarios, the projections will cover balance of payments performance,
fiscal performance and net additional externral financing that would be
required to achieve targets for growth, inflation and, possibly, net
international reserves that are common to all four scenarios, .

While these projections are stlll at a very early stage of preparation, the
broad qualitative results are llkely to be similar to the results of the with
and without policy adjustment scenarios presented in the FY 1986 ESF PAAD and
last year's Action Plan. Because of this qualitative similarity, the basic
tables for these earlier projections are presented below as Tables I, II and
III. They are worth reviewing here as approximations of the basic results
anticipated for the scenarios that will be presented as part of the FY 1987
ESF PAAD.

In brief, the with policy adjustment scenario incorporates macroeconomic
adjustment policies that would result in an average annual growth rate in
nominal export earnings of approuimately 13% and in contipuing moderate
improvement in fiscal discipline, These adjustment policies would result in a
reduction in the current account deficit in the balance of payments to 6% of
GDP by 1990 and a reductlon in the overall deficit of the consolidated
nonfinancial public sector to 5% of GDP by 1990.

In contrast, the without policy adjustment scenario incorporates a "constant”
policy framework and, hence, performance outcomes for the fiscal and balance
of payments accounts that largely reflect exogenous price and demand factors
associated with Honduras' principal commodity exports and imports. Under this
scenario, exports grow by only sbout 9% per annum and the favorable impacts on
the fiscal and balance of payments accounts that Honduras registered partly as
a result of favorable 1986 prices for coffee and petroleum are not continued
over the 1987 to 1990 period. In fact, both the current account deficit in
the balance of payments and the overall deficit of the consolidated
nonfinancial public sector register deterioration over the period, rising to
between 10% and 11X of GDP by 1990.

The net result of both these scenarios 1s summarized i{n Table III., In
egssence, the additional financing that would be required in the without policy
adjustment scenario to achieve improved GDP growth rates that are common to
both scenarios is about $500 million,

While these qualitative results will be shared with the more detailed
projections that are currently being undertaken, there are likely to be
quantitative differences. In particular, the commodity price forecasts that
Honduras is currently facing for the 1987 to 1990 period are less favorable
than the price forecasts of a year ago. Operationally, this translates into a
with policy adjustment scenario requiring adjustment policies that will have a
more immediate and larger positive Impact on export volumes and enhanced

fiscal discipline than a year ago. Alternatively, it translates into a
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without policy adjustment scenario requiring even larger additional external
financing requirements than forecast a year ago. Moreover, the projections
currently being undertaken are based upon updated estimates for ESF flows over
the period which are less optimistic than presented last year. The upshot of
these preliminary observations may be put simply. Renewed consideration
should or will have to be given to exchange rate adjustment as a desirable
component of a comprehensive policy package for the 1987-90 period, if
favorable macroeconomic outcomes are to be realized within curreat projections
for external financial assistance avallable to Honduras.



TABLE 1

PROJECTED BALANCE DF PAYMENTS/FISCAL PERFORMANCE AND EXTERNAL FINANCING REQUIREMENTS

(Millions of Current Lempiras} AVERABE
ARKLUAL -
EST PRGJ PROJ PROJ PROJ PEOJ  GROWTH RATE
SCENARID A: MNithout Policy Adjusteents 1990 1985 19 197 - ISBB 1989 1590 19B4-19%9
--------------------------------------- T=ITT === -+ === ==F= E-£4-44 ==== =ELZ=sgT=E=EIT
BALANCE OF PAYMERTS PERFORMANLCE
Exporte of Boods and Services 17438 1912.9 22819 2029.9 2745.1 2850.0 3172.9 B.6%
Current Account Deficit in BOP
as 1 ot BOF 1.9 1.3 6.9% 6.91 e 02 e
Noainal 746.7 7618 4979 5ALL0 A31.% 950.6 114
Desired Change in Net Internaticnal Reserves -18.% 8.0 0.0 62,1  132.% 87.2 97.7
Total Net External Financing Required T8 THS.B 0 M97.%  H03.1 Te4.4 10377 [T
Totai Net External Fimancing - 127.8 TH5.8 #497.% A0S TeAd 10307 {2125
of which:
Projected Net Noraal L7 Capital Inflows 501.0  419.3  240.4  393.0 425,10 4442 G117
Dther Net Flows #/! 10.8  170.5 0.0 0.0 0.0 0.0 0.0
Bap/Required ESF Financing -136.0  -1B0L0  -207.%  -210,1 -33%.3 -573.6  -700.B
Prograsmed ESF Financing 136.0 1800 257.5  180.0  217.3  1BO,0  200.0
Additional ESF Required 0.0 0.0 0.0 .0 f21,8 WWLé  500.8
FISCAL PERFORMANCE
Overall Deficit of Consolidated
Non-financial Public Secter
as i of &DF 1.9 §.0% 7.41 B.0L .01 10.0%  10,0%
Noainal 749.0 05,0 540.%  b2B.B TE.Z 9284 1023.4
Total Financing 49,0 &05.0  540.5  AH2B.B 765.2 9284 10234
External Sources (Excl. ESF) 373.9  M00.4 207.2  I%4.8 Ji8.B e 3838
Internal 167.1 114,48 204,68 175.7 181.9 215.5 253.8
bonds and Dther 28.6 87.% 1.6 1348 1458 187 170.%
Banking Syctes Credit 78.5 .7 80.0 40.9 36,1 57.8 - 813
Frograamed £SF Budget Support /2 $8.0 9.0  128.7 90.0  -108.8 20.0 1000
Additional ESF Budget Support Reguired N .0 0 b8.4  155.7 2748 28,9
CREDIT POLICY IMPLICATIONS
SERSEERSISIISSSTITISITREED
Expansion of Met Banking Systea Lredit 290.1 27,9 e 299.B 6.2 3836 4204 1
To the Consolidated Public Sector 78.5 26.7 80,0 40.9 3.1 57.B 83.3

To the Private Sector 21,6 251,22 1%.4 258.%  280.0  305.8 3370




-4 -
TARLE II
PROJECTED BALANCE OF PAYNENTS/FISCAL PERFORMANCE AND EXTERNAL FINANCING REQUIREMEN "5
(Millions of Current Leapiras) AVERAGE
ANNLAL
EST PRGY PROJ PROJ PROJ PROJ  GROWTH RATE
SLENARIC B: With Policy Adjustment 1984 1985 1986 1987 1988 1989 1990 1984-1990
BALANCE OF PAYMENTS PERFORNANCE
Exports of Goods and Services 17438 1932,9 2283.9 2960.0  7BB6.T  3243.6 36737 12. 8%
furrent Account Deficit in BOP
as 1 of BOP 191 1L.3% 6.1 4,51 .01 .01 6.0%
Noainal T46.7 7618 979 510.9  §i0.1 357.0 4140
Desired Change in Met Internationzi Reserves -18.9 8.0 0.0 62.1 132.5 81.2 97.7
Total Net External Financirg Required 721.8  7%.8 0 497.9 5373.0 BA2.4 w442 TILT
Total Net External Financing 727.8  Te%.B #87.9  S73.0 0 6426 M2 TILLY
of which:
Projected Net Norsal L7 Capital Intlows 81,0 419.3 2404 3930 425.1 4642 5117
Other Net Fiows /1 10,8 170.3 0.0 0.0 2.0 0.0 0.0
Gap/Required ESF Financing -136.0  -180.0 -257.5 -1BC.0  -217.5 -180.0 -200.0
Prograssed ESF Financing 135.6  180.0  257.5  1B0.O  217.3  1B0.O0  200.0
Additional ESF Required 0.0 0.0 .0 0.0 0.0 0.0 0.0

FISCAL PERFORMANCE

et erm s m e ————

Overall Deficit of Consplidated
Non-financial Public Sector

as % of BDF t1.9% .03 7.47 7.0L b.5% 8,04 5,0%
Norinal 74%.0  405.0  540.5  3506,2 5326 §57.0  51L.7
Total Financing 7490 405,0  S40.5  3950,2  5E2.6 5.0 5INL7
External Sources (Excl. ESF) 2739 400. 4 207.2 294,8 318,8 348.1 383.8
Internal 167.1 114,46 204,46 1753.7 181.% 215.53. 253.8
Bonds and Other 8.6 87.9 124.5 134.§ 145.8 151.7 170.5
Banking Systes Credit 78.5 6.7 80.0 40.9 36. 1 57.48 3.3
Prograsaed ESF Budget Sugport #/2 58.0 0.0 128.7 90.0  108.8 %.0  100.0
hdditional ESF Budget Support Required .0 .9 L0 -1,2 0 -56.8 -%e.b -225.%
Total ESF Budget Suppart Required #/3 8.0 50.0  128.7 79.8 5.9 -b.6 . -125.9
CREDIT POLICY IMPLICATIONS
Expansion of Met Banking Systew Credit 290.1  277.9 9.4 2998 Jth.2 JA3.A6 0 420.4 1.1%
To the Consolidated Public Sector 78.5 26.7 80,0 40.9 36.1 57.8 83.3
To the Private Sector 21,6 2542 23%.4  258.9  280.0  305.8  337.1

Notes: 1., Includes net errars and ommissions, accusulation of arrearages and rescheduling of short tera to long tera debt.
2. 30% of programmed balance-of-payaents support dishursesents,
3. Megative values indicate that no ESF budget support is needed.




TABLE III
KEY GAPS BETWEEN WITHDUT AND WITH POLICY ADJUSTMENTS SCENARIDS
(Killions of Lespiras)

ESt PROM PROS PROJ PROJ PROJ
1984 1983 1988 1987 - 1988 1989 1990

BE== =z== EEE BEE= Fi 13 [ 3+ H E=rs
1. Shorttall in Exports/Additional ESF Fisancing
Required to Meet Browth and Net International
Reserve Targets 0.0 0.0 0.0 30,1 12,8  393.6  500.B
2. lncrease Over Target in Current Account
Deficit in BOF as I of BDF 0.0 0.01 0,01 0.4% 1.41 4,20 4.9
3. Increase Dver jarget in Overal] Deficit
of the Consolidated Public Sector
a. Nowinal 0.0 0.0 0.0 7B.6 2125 3.4 5117
b. HAs % of BDP 0.0% 0.0 0.0% 1.0% 2.51 4.01 5,01

4, hdditiomal ESF Budget Support Regquired 0.0 0.0 0.0 78.6 212,85 3.4 ALY






