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Qffice of Development Programs
Bureau for Latin America and the Caribbean
Room 2246 NS
Agency for International Development
2201 C Street, N.W,
Washington, DC 20523

Dear Bill:

Enclosed is our FY 1990 Action Plan, We appreciate Washington's forbearance
in permitting us the additlonal three weeks for submission and review.

The Action Plan continues our dual emphases of project implementation and
containment of new project starts. Our Actlon Plan objectives remain the same
and have been quantified through FY 1992, the end of the stretch-out period of
the CAI. We have used the recently lssued AAPL for the FY 1990 budget.

In order to more accurately reflect the significant structural reform impact
of our ESF financed support to the GOH's stabilization program, we have
allocated those resources against the appropriate objectives starting in FY
1988 (50% to the stabilization objective and 25% to both the ag. production
and export objectives),

We have eliminated loan funding from the portfolio after FY 1988, except for
the PL 480 Title I and Housing Guarantee programs, in accordance with the
Agency's current guldelines, We trust AID/W will provide the delegations of
authority necessary for us to amend existing project authorizations to switch
previously approved loan financing to grants. At the appropriate time, we
should consider the implication of this policy for existing loan repayment
obligations, at least for LDUs and RLDCs. Perhaps A,I.D. should emulate the
actions of several European donors and convert some or all of these loan
obligations to grants and take advantage of the reduced personnel and
administrative costs of not having to foliow repaymente for 30 to 40 years,

We look forward to discussing the Action Plan with you and our other AID/W
colleagues the week of June 6th. We will be particulerly interested in
discussing the serious consequences of almost 20 percent cut we understand
Washington is considering to the dollar OE budget in FY 1989, only 1-2 percent
of which might be added back in FY 1990, We would also appreciate being
brought up~to-date on the prospects for the OE funds needed to get back into
full operation after the events of April 7th, full funding of the CAI
stretch-out perlod, and plans to accelerate recruitment for our existing
vacancies and consider the three new USDH positions we request.

Sincerely,

ohn’ﬁfé%inbrailo
ission Directoer

LAC/DAA:MButler
LAC/CEN:CCostello
LAC/DR:TBrown
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PART I. Strategy and Overview of Performance
4. Country Strategy Summary

The goals of the USAID/Honduras assistance program as articulated in the
Central American Inftiative (CAI) are: short-term economic stabllization;
basir structural reforms leading to rapid and sustained economic growth;
wider sharing of the benefits of growth; and strengthening democratic
institutions. The similarities between the CAI goals and Government of
Honduras (GOH) priorities are amply demonstrated in the basic objectives
of the GOH's 1987 to 1990 National Development Plan: financial
equilibrium; sustained economic growth; meeting the vital needs of the
people (e.g., well being of the people in a framework of strengthened
democracy and peace); employment generation; and integrated territorial
development,

In consonance with the goals of the CAI, this Action Plan covers
implementation of the final stages of the FY 1986 to 1990 Country
Development Strategy Statement {(CDSS) which calls for continuved increasing
investments 1n long-term development through support to: structural
reforms; agricultural production, export, and ewployment increases; and
widening the coverage of sorial programs in primary education, health,
child survival, and housing while continuing a strong emphasis on
supporting Honduras' fragile democracy.

Sound and effective implementation will remain the Mission's first
priority., Portfolio ronsolidation efforts will continue. Linkages
between policy dialogue undertaken on the macro level and sectoral
structural adjustment level will be further expanded and deepened. It is
important to note that FY 1990, the focus of this year's Action Plan, will
be the first year of our new CDSS and the new GOH administration as well
as the first full year of the new USG administration. Recent events
underscore the need to demonstrate the USG's continued commitment to the
democratic system in Honduras. 1In addition, the USG will want to show
continuing support to the Honduran dewocratic process and support for the
new democratically elected Honduran administration by having some
significant project starts in both FY 1989 and FY 1990.

Qur ability to Tuplement those policy imperatives will be constrained by:
(1) continuing Honduran needs for significant levels of cash transfer
assistance for stabilizatiom and structural reform purposes; (2) the
political difficulty of undertaking significant new policy changes during
the Honduran election vear; (3) our current commitments to assist Honduras
expand the coverage of the significant accomplishments it has registered
in the principal social sectors (primary education, primary health care,
and child survival); (4) the relative scarcity of ARDN funding; (5) office
space limitations resulting from the events of April 7th; and (6) the time
needed for the new GOH administration to settle into office, assign
personnel, and define its development agenda.

In view of the above, tﬁis Action Plan is based on the following premises:

- Qur approved Actton Plan objectives will remain unchanged, other
than to quantify them through FY 1992 in accordance with the
Administration's Stretrh-0Out presentation to Congress.
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New project starts will be limited to three in FY 1989, plus a major
amendment, and four in FY 1990:

In FY 1989:;

- Strengthening Democratic Institutions amendment, initial
implementation activities indicate this project is severely
underbudgeted;

- Land Use and Productivity Enhancement (LUPE) (PID recently
reviewed in A.I.D./W);

- A Rural Trails and Access Roads IIT (with a focus on serving
those areas which have a high potential for producing
agricultural products for export and using the private sector to
perform road malntenance); and,

- A Private Sector Populatiod Program II.
In FY 1990:
- Agricultural Developuent Program;

-  Local Government Strengthening (extending support to Honduras'
fragile democracy down to the munfcipal level);

- Investment and Export Promotiom; and,

- Shelter Finance Mobllization (with DA funding for required
technical agsistance).

Cash transfer assistance will continue at approximately the curreant
level as the Mission continues to expand structural adjustment
measures,

Policy dialogue activities in FY 1989 and FY 1990 will concentrate
on extending and deepening the policy program implemented in
1986-87. The structural reforw component of the ESF program will
continue the implementation of measures to: (1) rationalize public
Sector operations; (2) increase agricultural production; (3) enhance
export competitiveness; (4) promote private itnvestmeat; and (5)
iwprove confidence in the econowmy.

During FY 1990 a new multiyear policy program for implementation
through 1994 will be developed based on the analyses carried out
during preparation of our CDSS in 1989 and the pricrities of new GOH
administration which takes office in January 1990.

ESF funding will be projectized for Honduras Peace Scholarships,
Strengthening Democratic Initiatives, and Policy Analysis and
Implementation activities.

PVO activities will be supported within the context of established
sactoral strategies.
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- In accordance with Agency directives to wove to an all grant
portfolio, no loan funding is proposed after FYB8 except for PL 480
Title I and Housing Guaranties.

Several major studies were undertaken over the past year which confirmed
the continulng validity of our current CDSS and Action Plan objectives.
The findings of the principal studies (Financial Sector and Credit
Policy/"Credit Dilewma”; Impact of Cash Transfers in Honduras; USAID's
Approach to Export Promotion; and Employment) are summarized in the Part
I1 narrative dealing with the related objective. The assessment of the
support role of the private sector in contributing to progress under key
growth and equity objectives mandated in last year's Action Plan decision
cable 1s summarized in Part II C.5.

B. Overview

GOAL; Stabilization:

LAC Objective No. 3: Stabilize Financial Structures: Overall performance
was mixed. Progress in structural reform was very good. In 1987 the
National Congress approved seven of nine pieces of legislation and
regulations affecting structural reform. Four privatizations took place.
Balance of payments assistance will continue to support the GOH's
stabilization program to deepen the structural reform gains achieved in
1987. Although the Honduran economy is estimated to have grown by 4.2
percent in real terms in 1987 and inflation was contained to 2.5 percent,
performance under the monetary component was weak. Net credit expansion
exceeded targets by more than double and arrearages on external debt

grew., Nonetheless, significant exchange rate flexibility was achieved by
the introduction of negotiable certificates of deposits in forelgn
exchange (CETRA) which enables exporters of certain nontraditional iteus
to retain or sell at market rates a portion of their foreign exchange
earnings, In addition, serlous discussions between the GOH and IMF and
World Bank were initiated and the GOH is close to cowming to an apreement
with the World Bank on an economic program sought by and shared with USAID
and the IMF. The Mission will work to continue this deepening of
Honduras' economic program and reduction of the GOH's fiscal deficit,
Several comprehensive assessments were carried out of activities under
this objective the major findings of which are summarized in the narrative
section.

GOAL: Reforws/Growth:

LAC Objective No. 1: "Increase agricultural production; We have refined
our measure of achievement for this objective by wmaking it the
contribution of our pertfolio to real agricultural GDP rather than simply
the contribution to the value of agricultural production.

Significant progress was made Iin technology dissemination to farmers and
rural families (indicators directly linked to projects), however, to date,
progress toward the achievement of this objective has been slow. This was
due to the need to concentrate initial attention 1n our rapidly expanded
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portfolio on overcoming initial implementation hurdles in some projects.
Also, we were attempting to address too a large number of policy issues
parallel to the macroeconomic program and projects. We anticipate more
rapid progress as we focus attention on the more fundamental policy
constraints and as the rate of contribution of the activities we support
continues to accelerate. The proposed 1990 Agricultural Development
Program will more closely link policy reform to structural measures.

LAC Objective No. 5: Promote exports: According to preliminary 1987
figures, nontraditional exports increased significantly over 1986.
However, more needs to be done to counteract the effects of an overvalued
Lempira and anti-export bias. The GOH, supported by USAID, established a
system of export certificates (CETRA) which give exporters greater access
to hard currency.

Serious design and implementation problems were confirmed in the
FEPROEXAAH portion of the Export and Development Services Project. The
Mission 1s taking steps to restructure, redefine and refocus FEPROEXAAH
activities, We will determine the feasibility of extending or terminating
this portion of the project in the second quarter of 1989.

GOAL: Spreading Benefits:

LAC Objective No. 8: Increase access to voluntary family planniq&
services: Contraceptive use continues to increase among women in union
Teaching 41% in 1987, compared to 35% in 1984, ASHONPLAFA has inaugurated
a second regional family planning center and a third center is planned for
the second quarter of 1989, The Social Marketing Program will be
separated from ASHONPLAFA to permit more flexible program management and
greater sales.

LAC Objective No. 9: TImproving health and health services: The Ministry
of Health's planning, logistics, information, and training systems
continue to be strengthened at the central level under the Health Sector I
Project. Some progress on a pilot scale has been made in decentralizing
such systems to the regional level, which will be the principal focus of
the Health Sector II Project. Immunization coverage for the under fives
has increased to over 80% for the major childhood communicable diseases.
Malaria incidence decreased almost 60% since 1985. As a result of these

and other improvements, life expectancy has increased to 63, as compared
to 58 in 1984,

Under Health Sector II, we also will continue efforts to increase rural

access to potable water and sanitation facilities. We will encourage
private sector involvement in the installation of rural water systems.

LAC Objective No. 10: Reduce infant mortality: Increased coverage in
child immunizations and dlarrheal control have clearly contributed to the
continucus decline in infant and child mortality rates. The infant
mortality rate dropped to an estimated 60/1000 in 1987 from an estimated
115/1000 in 1975. The GOH has demonstrated its commitment to child
survival programs through its aliccation of finanecial resources and
personnel,




- 5 -

The improvements in MOH service delivery supported by Health Sector I will
continue under Health Sector II with an emphasis on decentralization and
regionalization., Health Sector 1I will reinforce the Mission's health
strategy of attacking Honduras' infant mortality by continuing the
expansion of primary health care and rural water and sanitation services.

LAC Objective No, 1l1: Improving Housing: The Mission is incorporating
key shelter sector changes into the stabilization and HG programs (e.g.
municipal betterment taxes) and is encouraging greater participation of
the private sector in housing activities. A cowponent of RBUDO's shelter
sector strategy is to increase private sector participation in producing
and financing shelter for low income fawilies through changes in land
market and tenancy laws, the elimination of force account construction,
and more vigorous action by cooperatives and credit unions. The focus of
shelter and urban capital Investments will remain targeted on low income
fawmlliies.

LAC Objective No. 12: Jamproving educational opportunities: USAID is
supporting a number of activities designed to improve instruction to
reduce costly dropout and repetition rates and to increase the number of
students completing primary school. Foremost among these activities is
the textbook component of the Primary Education Efficiency Project.
Textbooks are being written and designed for all Honduran primary grades.

In-service teacher training is closely coordinated with the delivery of
the new textbooks. ,

The private sector plays a major role in the mass media component of the
project. All printed materials and radio time for educational radio
broadcasts have been donated by the Honduran private sector.

LAC Objective No. 15: Generating employment: Project employment efforts
continue to be concentrated in the agricultural sector and export
processing zones. Credit and technical assistance activities alm at
creating employment through the creation of swpall and microenterprises.,
ESF balance of payments suppert generated approximately 63,000
person~years of employment in 1987,

The expanded OPG with CADERH will increase the employability of Honduras
by increasing the availability of well tralned personnel.

Strengthening Democratic Institutions Goal:

LAC Objective No. 13: Participant training: Except for short-term
programs for women, total training targets for 1987 were met. English
language and preparatory academic classes are avallable in-country. The
youth program continues to seek graduates of Honduras' public high schools
who are leaders in their schools and communities. Returned
scholar/participant activities, including job information and placement
services, will be strengthened in order to extend the impact of the
participant training programs on the Honduram economy. Administration of
the short-term training program will be switched from a grant to a
contract.
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LAC Objective No. l4: Democratic processes: The execution of the first
procuremant actions under the Streangthening Democratic Institutions
Project indicates the Project was underbudgeted significaantly. A $4
million amendment is proposed for FY89., Initial delays in commencing
voter registry activities are being overcowe and the 8(a) contractor is
proceeding to assure that these activities are completed by mid-1989. The
mission plans to expand its support for Honduras' democratic institutions
to the municipal level by initiating a local government strengthening
project in FY 1990.

The Land Titling project, which fosters a greater sense of participation
in national affairs by the provision of titles, has completed work In
three departments and is completing work in an additional three. Titling
work in the last targeted department will be completed before the PACD,
August 1989,
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PART II - PROPOSED FY 1989 - 1990 PROGRAM

A. PLANS BY GOAL AND OBJECTIVE

GOAL: SHORT-~TERM ECONOMIC STABILIZATION
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SUMMARY PROGRAM FUNDING TABLE
Dollar Program by Functional Account
($000)

PROJECT TITLE L/G NUMBER FY88

Agriculture, Rural Dev. and Nutrition

Rural Trails & Access Roads II L 522-0214 6,787
Small Business Development II G 522-0241 3,600
Forestry Development G 522-0246 2,000
Forestry Development L 522-0246 3,300
Agriculture Research Foundation G 522-024% 4,475
Small Farmer Organ. Strength. G 522-0252 0
Small Farmer Organ. Strength. L 522-0252 1,000
Irrigation Development G 522-0268 0
Land Use Productivity Enhan. G 522-0292 N. A,
Pol. Analysis & Implementation G 522-0325 900
Rural Trails & Access Roads III G 522-0334 N.A.
Agricultural Development Program G 522-0336 N. A.
Program Development and Support G 522-9103 388
TOTAL 22,450
GRANT 11,363
'LOAN 11,087
Population Planning
Health Secgtor II . G 522-0216 1,240
Private Sector Pop. Prog. (OPG) G 522-0286 1,750
Private Sector Pop. Prog. Il G 522-0369 N.A,
Program Development and Support G 522-9104 50
TOTAL 3,040
GRANT 3,040
LOAN 0
Health
Health Sector II G 522-0216 1,870
Program Development and Support G 522-9108 81
TOTAL 1,951
GRANT 1,951
LOAN 0

FY89

100
2,700

4,816
1,000

2,000
3,000

2,500
N. A.
337

16,453

16,453
0

1,790

1,445
40

3,275
3,275

1,650
27

1,677
1,677
0

FY90

1,300
4,000

4,500

2,000
4,700

1,700
3,000
250

21,450
21,450
0

2,460
40

2,500
2,500

5,600
30

5,650
5,650
0
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SUMMARY PROGRAM FUNDING TABLE
Dollar Program by Functional Account

($000)
PROJECT TITLE L/G NUMBER FY88 FY89 FY90
CHILD SURVIVAL
Health Sector 11 G 522-0216 4,000 4,700 1,000
" TOTAL 4,000 4,700 1,000
GRANT 4,000 4,700 1,000
LOAN 0 0 0
Education and Human Resources
GEMAH Inst. Strengthening (OPG) G 522-0256 80 0 0
Hum Res Dev Council CADERH-OPG G 522-0257 1,011 2,000 1,234
Primary Education Efficiency G 522-0273 2,900 4,000 4,955
Primary Education Efficiency L 522-0273 500 0 0
Program Development and Support G 522-9105 50 26 111
Controller General G 522-0338 495 0 0
TOTAL 5,036 6,026 6,300
GRANT 4,536 6,026 6, 300
LOAN 500 _ 0 0
Selected Development Activities
Export Development and Services G 522-0207 0 1,650 0
Small Business Development II G 522-0241 2,900 2,900 2,400
Investment and Export Promotion G 522-0312 N. A. N.A. 3,000
Pol, Analysis & Implementation G 522-0325 900 3,000 0
Local Government Strengthening G 522-0335 N. A, N. A, 2,000
Shelter Finance Mobilization G 522-0340 N. A, N. A. 500
Program Development and Support G 522-9106 218 319 200
TOTAL 4,018 7,869 8,100
GRANT 4,018 7,869 8,100
LOAN 0 0 0
Subtotal Functional Accounts
TOTAL 40,495 40,000 45,000
GRANT 28,908 40,000 45,000
LOAN 11,587 0 0
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SUMMARY PROGRAM FUNDING TABLE
Dollar Program by Functional Account

($000)
PROJECT TITLE L/G NUMBER FY88
Economic Support Fund
Strengthening Democratic Inst. G 522-0296 1,600

Stabilization & Econ. Recovery II G 522-0323 75,000
Pol. Analysis & Implementation G 522-0325 2,700

Honduras Peace Scholarships G 522-0329 5,700
TOTAL 85,000
GRANT 85,000
LOAN 0

DA and ESF TOTAL

TOTAL 125,495
GRANT . 113,908
LOAN 11,587

PL 480 Title 1 16,000

PL 480 Title II 2,659
TOTAL 18,659

PROGRAM TOTAL

TOTAL 144,154
GRANT 116,567
LOAN 27,587
HOUS ING GUARANTEE N.A.

FY89 FY90
3,370 2,500
77,000 77,000
1,000 0
5,630 5,500
87,000 85,000
87,000 85,000
0 0
127,000 130,000
127,000 130,000
0 0
12,000 12,000
3,122 3,000
15,122 15,000
142,122 145,000
130,122 133,000
12,000 12,000
N.A. (22,000)



PROJECT TITLE

Health Sector I

Rural Technologies

Rural Trails & Access Roads
Rural Water & Sanitation

Rural Primary Education

Natural Resources Management
Special Dev. Activities

Rural Housing Improvement

Small Farmer Titling & Services
Small Farmer Coffee Improvement
Small Business Development
Shelter for the Urban Poor II
Export Development and Services
Small Farmer Livestock

Rural Trails & Access Roads II
Health Sector II

Swall Business Development II
Forestry Development
Agriculture Research Foundation
Small Scale Livestock - (QPG)
Small Farmer Organ. Strengthening
GEMAH Inst. Strengthening (0PG)
Hum. Res. Dev. Council CADERH-QPG
FUNADEH (OPG)

FOPRIDEH Instit'l Strengthening (QPG)

Irrigation Development

Strategic Plann. & Tech. Support
Primary Education Efficlency
Mosquitia Relief & Dev,

Economic Stabllization Facllity
Private Sector Pop. Prog. (OPG)
ITEC Institutional Streung. (OPG)
Privatization State Enterprises
Land Use Productivity Enhan.
Strengthening Democratic Inst.
Commun. Hlth. Self-Motiv. (OPG)
Mosquitia Hlt, Care Stren. (0PG)
FUHRIL Instit. Strength. (OPG)
Investment and Export Promotion
Stabilization and Econ. Recovery II
Shelter Sector Programs

Pol. Analysis & Implementation
Honduran Peace Scholarships
Economic Support Program

Rural Trails & Access Roads III
Local Government Strengthening
Agricultural Develapment Program
Controller General
Self-sustained Shelter Fin. Res.
Private Sector Pop. Prog. II
Program Development and Support

_90_

NUMBER

522-0153
522-0157
522-0164
522-0166
522-0167
522-0168
522-0169
522-0171
522-0173
522~0176
522-0205
522-0206
522~0207
522-0209
522-0214
522~0216
522-0241
522-0246
522-0249
522-0251
522-0252
522-0256
522-0257
522~0263
522-0266
522-0268
522-0269
522-0273
522-0278
522-0283
522-0286
522-0287
522-0289
522-0292
522-0296
522-0303
522-0304
522-0305
522-0312
522-0323
522-0324
522-0325
522-0329
522-0331
522-0334
522-0335
522-0336
522-0338
522-0340
522-0369
522-0000

OBJECTIVES

1234567891011 121314 15

PPP
P
P
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P
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P
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C. Special Program Analysis

1. New Project Descriptions
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GOAL: Basic Structural Reforms Leading to Rapid and Sustained Economic
Gfowth,

OBJECTIVE: Increase agricultural production by adding $228 million to real
Agricultural GDP from 1985 to 1992.

PROJECT TITLE: Land Use and Productivity Enhancement
PROJECT NUMBER: 522-0292
PROJECT FUNDING: ($000) FY 89: 3,000 (G) LOP: 36,000 (G)

FUNCTIONAL ACCOUNT: Food and Nutrition (FN)

PURPOSE CODES: 000 and 100; Priority Areas: Aa and Bb

A, Relationship to A.I.D. Country Strategy/Objectives: The Project fully
conforms with A,I.D. strategy and objectives mentioned above. In particular,
the project will affect key country objectives such as increasing overall farm
enterprise production, farm income and export income, improving market
information and access, and contributing to the environmentally sound
management of Honduras' national resources.

B. Relationship to Host Country and Other Donors: The Project is consistent
with the agriculture sector policy statement contained in the Honduran
National Development Plan for 1337 to 1990. The effort highlights the policy
and priorities of improving the process of technology transfer, increasing
productivity and rationalizing use of natural resources. The Project will be
coordinated with Peace Corps activities, IDB, and Swiss projects targeting

similar objectives in various departments in Honduras.

C. Conformance with Agency and Bureau Policies: The Project has
opportunities for private sector involvement, as well as a strong focus on
appropriate technology transfer and environmental management. Gray Amendment
procurement will be determined Zuring intensive review,

D. Project Description: The project purpose is to improve production and
productivity in the agriculture sector as well as improve the management and
effective protection of the natural resources base of Honduras. The eight
year project will include two components:

(i) Agricultural Production and Resource Management: (a) to increase
production and productivity (yields/hectare) of farm land through application
of labor intensive soil and water conservation practices and production
technologies; (b) improve the management of common and public land upon which
the rural population depends for water, timber, fuelwood and grazing; and (c)
provide greater access to information and services,

(11) Agricultural Processing and Marketing: (a) to enhance net income from
the production and protection activities through improvements in post harvest
handling, processing and marketing; and (b) stabilize existing farwming
systems, placing special emphasis on improving annual cash flow pattermns and
improving seasonal food availability.
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Activities 225255&
- Households implementing technology packages (000) 50

- Planting of trees, fruit orchards and agroforestry (000} 5,000
- Average increase in pounds of annual basic grains

production per hectare (000) 1
- Increase of hectares cultivated under soil-

conserving methods (000) 50
- Increased tons of annual shrimp exports from

project participants 400
- Increase in farm enterprise production - crops and

value added (percent) 30
- Increase in farmers processing or conducting other

value added activities (000) 5
- Increase in net farmer income (percent) 20
- Establishment of field agencies 80
-~ Extension specialists, agents and paratechnicians

trained 260
- Hectares of agricultural land managed for

sustainable yield 10,500

- Small farmers using soil conservation practices (000) 100

Implementing Agencies: The project will work primarily with the Ministry of
Natural Resources. During project implementation, the Rural Techmnologies Unit
under the Ministry of Economy may be contracted for specific services. The
Mission will contract one institutional contracter to provide technical
assistance.

Method of Obligation: A bilateral grant agreement in accordance with
procedures outlined in Handbook 3. .

E. Mission Management: A USDH employee in the ARD Office will assume overall
responsibility for project monitoring. This officer may be assisted by ome or
two PASA employees from the Department of Agriculture or by Personal Services
Contractors.

F. PID and PP Approval: AID/W reviewed the PID in March 1988,

USAID/Honduras requests Bureau concurrence with Mission Director delegation of
authority to approve the PP in July 1988.

G. Potential Issues: The possible coordination with the proposed autonomous,
public sector research and extension service {(DICTA). :

H. AID/W TDY Support for Project Development: Assistance in design of the
environmental assessment matrix.

I. Estimated PID Approval: 2Q FY88; PP Approval: 4Q FY88
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GOAL: Basic Structural Reforms Leading to Rapid and Sustained Growth

OBJECTIVE: Promote $480 million in export earning from 1985 through 1992,

PROJECT TITLE: Investment and Export Promotion
PROJECT NUMBER: 522-0312
PROJECT FUNDING: (3000) FY 90: 3,000 (G) LOP: 20,000 (G)

FUNCTIONAL ACCOUNT: SDA and ARDN
PURPOSE CDDES: 800,100 Priority Areas: Aa

A, Relatiouship to A,I,D. Country Strategy/Objectives: The proposed Project
supports private sector efforts to expand production, employment and export
earnings, thus advancing the Central America Initiative's goals of structural
reforms for rapid and sustained economic growth. It is a key element of the
Mission's export promotion and employment objectives.

B, Conformance with Agency and Bureau Policies: The Project fully supports
Agency policy regarding enhancement of incomes and involvement of the private
sector in economic growth and development, and policy and regulatory reform.
It also supports Bureau, CBI, and CAI goals of promoting sustainable growth
and their export objective as well as the Mission's employment objective,

c. Project Description: The Honduran economy is characterized by a small
and distorted domestic market; a high degree of dependence on imports; an
unsophisticated commercial banking system; and a generally low level of human
resource development. This Project will promote economic growth through: (1)
promotion of domestic and foreign investment in labor intensive and/or
export-oriented industries; (2) support for technical assistance efforts to
assist export-oriented industries; (3) technical assistance geared to
addressing constraints to financial sector support of exports, and (4), in
conjunction with the stabilization program, continued efforts to improve the
policy environment for exports and investment through changes in the legal and
regulatory system, and improved public sector support services. This Project
will build upon the lessons learned and successes of the Export Development
and Services Projeet (522-0207), and other experience gained by the Mission in
working to increase investments and exports in Honduras., Results obtained
from major changes presently being made to Project 0207 should be especially
relevant in designing the new project. Depending on the outcome of those
changes, some of the resources programmed for this project could be directed
through the same entitles that are implementing Project 0207,

Assistance to the Honduran private sector to Increase exports will continue,
particularly to promising sectors such as the shrimp industry. Increased
emphasis will also be placed on investment promotion. For example, the
Project will assist in the establishment of additional export processing
industrial and agro-industrial parks.
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GOAL: Basic Structural Reforms Leading to Rapid and Sustained Economic Growth

OBJECTIVE: Primary: Increase agricultural production by adding $228 million
- to real ag. GDP from 1985 through 1992,

Secondary: Promote $480 million in export earnings from 1985
through 1992,

PROJECT TITLE: Rural Trails and Access Roads III
PROJECT NO.: 522-0334
PROJECT FUNDING: ($000) FY 89: 2,500 (G) LOP: 20,000 (G)

FUNCTIONAL ACCOUNT: Agriculture, Rural Developwent and Nutrition (ARDN)

PURPOSE CODE: 100, 800 Priority Areas: Bb, Asa

A. Relationship to A,I.D. Country Strategy/Objectives: A key factor in
achieving the above-mentioned objective is lmproving and maintaining
(effective/adequate) farm to market access, This activity will constitute a
significant response to the lack of infrastructure which, as identified in the
CDSS, is a major impediment to development of the agricultural sector. The
proposed project will also play an important role in implementing the
Mission's strategy for improving Honduras' ability to perform as an
agricultural producer, and in developing a viable export base for the country,

B. .Relatlonship to Host Country and Other Donors: Integrated regional
development, including road networks which form development corridors making
possible intra- and inter-reglonal trade, is one of the five goals of the
GOH's 1987-1990 National Development Plan., Other donors, including the
Inter—American Development Bank (IDB) and the Central American Bank for
Economic Integration (CABEI), are implementing or have plans for rural roads
development program in Honduras, albeit without our proposed emphasis on
agricultural development, export development and maintenance to be accorded by
A,1.D, under this Project.

C. Conformance with Agency and Bureau Policies: Under the project, the
Mission will develop and implement definitive and effective responses to the
recurrent cost issues implicit in the rehabilitation and maintenance of rural
roads. In addition, during the project design phase, the Mission will pay
speclal attention to analyzing incentives and opportunities for further
involvement of the private sector in rural road rehabilitation and maintenance.

D. Project Description: The project purpose is to increase agricultural
production and to a lesser extent, foster exports by providing the
transportation infrastructure needed for agricultural areas to realize their
potential. The four year project will include three components:

(1) Maintenance - Experience has shown that insufficient funds are made
avallable to conduct the desired maintenance of rural access road systems in
Honduras. The project will help strengthen the abilities of the implementing
Ministry to secure adequate domestic funding for maintenance, more effectively
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plan its maintenance activities, and better deploy and employ its personnel
and equipment for the tasks at hand. The project will also provide funding to
purchase and repair maintenance equipment and equipment support systems, and
help the GOH to develop long-term strategies for meeting the recurrent cost
needs implicit in a comprehensive road maintenance program.

(ii) Construction - The road construction and rehabilitation efforts will be
directed toward comnecting and consolidating previously constructed or
rehabilitated rural roads to further enhance their economic impact. Special
attention will be paid to those areas that hold the greatest potential for
increased agricultural production especlally for export. Actual road
maintenance activities carried out under element (i), above, will be selected
using the same criteria.

(1ii) Interministerial Coordination - The key to successfully linking rural
road rehabilitation and maintenance to priority economic areas in the country
is coordination. This coordination must occur between the GOH's agricultural
and planning branches and the implementing agency, the Ministry of
Communications, Public Works and Transportation (SEQPT). As a result of data
collection and established criteria for prioritization, those agricultural
areas that indicate the greatest agricultural and export potential will be
emphasized under the project.

This component of the project will establish an ongoing interministerial
coordination to ensure an efficiency of project resources.

Activities: . Qutputs
- Interministerial Coordination effected. X
=  Strategy for identifying areas of X

greatest potential for agriculture
and export markets developed and
operational with a periodic update system

established.
- Road construction, rehabilitatiom, 1,500 .
and maintenance work done (kilometers).
- Private sector construction contracting X
process analyzed and improved.
= Analysis of division of responsibilities X

between the Directorate of Rural
Roads and the General Directorate
of Maintenance. Based on analysis,
restructure responsibilities.
- Analysis of means to generate X
revenue for maintenance of rural
roads, such as collection of tolls
or increase in fuel taxes, Implement
recommendations based on analysis.
~ Procurement of additional road X
construction equipment for
rehabilitation and maintenance.
- Training programs for maintenance X
workers.
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Implementing Agencies: The project will be implemented by the private sector
Eﬁg_SEUFPT"IH_EEE?HTHhtion with the Ministry of Natural Rescurces and the

Ministry of Planning.

Method of Obligation: A bilateral grant agreement in accordance with
procedures outlined in Handbook 3.

E, Mission Managemeant: The Office of Engineering will assume over-all
responsibility for project monitoring. This office will supervise a FSNDH who
will, in turn, supervise two Honduran P5C project managers.

F. PID and PP Approval: USAID/Honduras requests authority to approve PID and
PP in the field.

G, Potential Issues; Modifying construction contracting process.
Establishing effective method to earn revenue and otherwise obtain funds for
rural road maintenance, Redefining responsibilities for the Directorates of
Rural Road Construction and General Maintenance, Defining division of
respongibilities between the Ministries for formulating and implementing the
strategy for identifying priority roads in Honduras. Establishing graduated
road maintenance based on productivity of the area served.

H. A.I.D./W TDY Support for Projéct Development: None needed.

1. Estimated PID Approval: 1Q FY89 PP Approval: 3Q FY89
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GOAL: Basic Structural Reforms Leading to Rapid and Sustained Econoamic
Growth,

OBJECTIVE: Primary: Increase agricultural production by adding $228 million
to real ag. GDP from 1985 through 1992.

Secondary: Promote $480 million in export earnings from 1985
through 1992.

PROJECT TITLE: Agricultural Development Program
PROJECT NUMBER: 522-~0336
PROJECT FUNDING: ($000) FY 90: 3,000 (G) LOP: 10,000 (G)

FUNCTIONAL ACCOUNT: Food and Nutrition (FN)

PURPOSE CODES: 000 Priority Areas: Aa, Bb

A. Relationship to A.I.D. Country Strategy/Objectives: The Project fully
conforms with CAI strategles and objectives. In particular, the Project will
provide technical assistance to help implement and capitalize on policy
reforms and sectoral structural adjustments achieved under the balance of
paynents and PL-480 programs. Those reforms and ad justments will aim at
increasing sector Investment and efficiency in the the sector's factor and
product markets, and thereby increase agricultural incomes, sector GDP, and
exports.

B. Conformance with Agency and Bureau Policles. The project will act in
direct support of the Mission's policy dialogue strategy, and will enhaance
policy reforms and structural measures and will increase private sector
investment in the sector.

D. Project Description. The Project purpose 1s to increase investment and
improve productivity and efficiency in the agricultural sector's factor and
product markets. Policy and structural reforms adjustments are a prime
motivating elements in the development of the sector since they significantly
influence lnvestment, productivity and efficiency. This project will serve as
an assistance follow—up mechanism on policy dialogue matters by providing, for
example, implementing manuals, instruction booklets, training, office and
equipment, and technical direction to persons charged with making sure that
policy initiatives and reforms make themselves felbt on invegstment in the
sector, Possible areas of assistance in the sector may include support to
policy actions pertaining to transport constraints, grain marketing
constraints, constraints on the production and marketing of seed and
fertilizer, and constraints on use of credit and the sale of land and water,
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GOAL: Wider Sharing of the Benefit of Growth

OBJECTIVE: Improve housing: Construct 9,965 new homes and improve 73,174
existing homes from 1985 through 1992.

PROJECT TITLE: Shelter Finance Mobilization
PROJECT NUMBER: 522-0340
PROJECT FUNDING: ($000's)
FY 90 10P
HG Loan 20,000 100,000
Grant 500 6,000

20,500 106,000
FUNCTIONAL ACCOUNT:

A. Relationship to A.I.D. Country/Strategy Objectives: The improvement of
gshelter is one of the basic LAC/Mission objectives designed to spread the
benefits of economic growth to all segments of soclety. Shifting the basis of
disbursements from projects to policy initiatives and reforms will serve to
create a self-sustaining shelter finance system based on private sector
participation.

B, Conformance with Agency and Bureau Policles; The Mission plans to use
this project as a major sector policy dialogue vehicle which will serve to
reduce or remove major policy constraints to increase housing for low income
families, The project will serve to release the productive energles of
private sector finance institutions and producers. Gray Amendment
opportunities will be actively promoted during both project designm and
implementation.

C. Project Description: The purposes of the five year Project are to: 1)
encourage the removal of regulatory constraints on resource mobilization that
impede the production of shelter for low-income families; and 2) assist GOH
agencies to reduce their direct involvement in the production and financing of

shelter solutions to that of a facilitator in increasing private sector
participation in those activities,

The shelter program is designed to lower costs and increase competition in
resource mobilization and production of shelter so as to increase the volume
of domestic financial resources and the volume of low-income shelter loans,
and to encourage the private sector to seek profit opportunities in
below-median income shelter,

HG dollar disbursements will be made on the basis of appropriate policy
initiatives or reforms in the shelter sector while grant dollars will be used
to help GOH housing agencies focus their resources on regulatory matters and
assisting private sector housing entities in increasing production and sales
of houses. Local currency generated by those disbursements will be channeled

through savings and loan systems to finance low cost shelter for low income
families.
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GOAL: Wider Sharinggpf the Benefits of Growth

OBJECTIVE; Increase access to voluntary family planning services; increase
contraceptive prevalence from 35% in 1985 to 48% in 1992.

PROJECT TITLE: Private Sector Population Program II
PROJECT NUMBER: 522-0369
PROJECT FUNDING: ($000) FY 89: 1,445 (G) LOP: 12,000 (G)

FUNCTIONAL ACCOUNT: Population
PURPOSE (DDE: 400 Priority Area: Ee

A. Relationship to A.I.D. Country Strategy/Objectives: This four year
Project is fully in line with the Mission's €DSS which identifies the
challenge of increasing contraceptive prevalence among married women of
reproductive age to 45% in 1990 and 50% in 1993, Likewise, one of our
Action Plan objectives is to increase access to voluntary family planning
services and contraceptive prevalence. The Project is also in
conformance with Mission and A.I.D. policy to use the private sector.

B. Relationship to Host Country and Other Donors: The Government of
Honduras recognizes that Honduras' high rates of natural increase in
population offsets its modest annual economic growth rates and its
1987-1990 Development Plan emphasizes the need to lower the population
growth rate, Although Honduras' recent Development Plan does not include
specific population targets, government support exists for family
planning programs. For example, the Ministry of Health has identified
child spacing as an important child survival interventionm, thus including

family planning as a priority program in its health delivery scheme.
Other donor support (principally UNFPA) in this area s modest.

C. Conformance with Agency and Bureau Policies: This Project conforms
with both Agency and Bureau policy to make available voluntary family
planning services to couples who desire to space their children or
curtail their fértility. The Project will work with private Honduran
institutions, including those that utilize commercial outlets for the
provision of contraceptives. The Project has limited Gray Amendment
opportunities.

D. Project Description: The purpose of the Project is to expand the use
of contraceptives and make available a full range of family planning
services on a more sustainable basis to the Honduran fertile-age
population. In contrast to previous projects, much more emphasis will be
placed on developing adequate cost control and cost recovery measures in
the Honduran Family Planning Association (ASHONPLAFA) and in other profit
and nonprofit private sector family planning organizations. The Project
will consist of Cooperative Agreements with Honduran nonprofit family
planning assoclations and several contracts to provide support services.
The project will consist of the following components:

1) a grant for approximately $8 million for core support to the Honduran
Family Planning Assoclation (ASHONPLAFA) so as to continue:
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a) a community based distribution campaign which will distribute
contraceptives through community volunteers;

b) a medical-clinical component which will provide permanent family planning
services:

¢) an information—education component, which will include an element directed

at adolescents, in order to educate Hondurans about the necessities of
family planning and to promote the use of contraceptives; and,

2) other grants and/or contracts with intermediaries for approximately $4

million to support other profit and nonprofit nature private sector family

planning activities.

Activities: Qutputs

- Marketing and sale of contra- 400,000 urban and rural
ceptives through the for-profit couples in fertile ages
private sector including engaging who are new active users
local pharmaceutical companies of contraceptives;
in the sale and marketing of 10 businesses providiag
contraceptives, and campaigns : family planning services
involving more businesses in the to their employees;

provision of family planning
services to their employees.

~ Delivery of the full range of
temporary and permanent family
planning methods.

- Several national maternal child 5 local pharmaceutical
health surveys to measure progress companies imvolved in
in decreasing infant mortality and the promotion and sale
total fertility rates and for an of contraceptives.

institutional contractor to work with
both organizations in operations
research.

Method of Obligation: We contemplate using Cooperative Agreements in
accordance with procedures outlined in Handbook 13, Justification for
noncompetitive execution of these instruments will be: unique experience
and/or expertise that the organizations have working with Honduran
organizations in the politically sensitive family planning environment.
ASHONPLAFA has 25 years of experience in working in family planning in
Honduras and is the only organlzation capable of providing family planning
services on the scale necessary to control Honduras overly rapid population
growth,

E. Mission Management:; One USDH employee in the Health and Human Resources
Office (HRD) will assume overall responsibility for project monitoring.

F. PID and PP Approval: USAID/Honduras requests Bureau concurreace with
delegation of authority to the Mission Director to approve the PID and PF.
USAID /Honduras will also request concurreace with delegation of authority to
the Mission Director to authorize and to sign the ASHONPLAFA grant for $8
million, and other grants and/or contracts with intermediaries totalling $4
million.
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G. Potential Issues; Financial sustainability of ASHONPLAFA programs; extent’
of ASHONPLAFA coverage; political acceptability of the lncreased number of
private sector entities involved in the provision of family planning services;
recurrent costs; posgible additional workload requirements implicit im
managing the other, non-ASHONPLAFA grants.

H. A.I.D./W TDY Support for Project Development: TA from centrally funded
AID/W population projects and AID/W USDH support.

I. Estimated PID Approval: 1Q FY89 PP Approval: 2Q FY89
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GOAL: Strengthening Democratic Institutions

OBJECTIVE: Strengthen Democratic Institutions: Consolidate the legislative,
judicial, electoral, and other democratic processes affecting the
rights of citizens from 1985 through 1992,

PROJECT TITLE: Strengthening Democratic Institutions (Amendment)
PROJECT NUMBER: 522-0296
PROJECT FUNDING: ALl Grant ($000)
Current Authorization Proposed Amendment Total
SD 1,700 - 1,700
ESF 5,800 4,000 9,800
7,500 4,000 11,500

FUNCTIONAL ACCOUNT: Selected Development Activities (SDA)
Economic Support Funds (ESF)

PURPOSE CODE: 901 Priority Area:

A. Relationship to A.I.D. Country Strategy/Objectives: A.I.D.'s strategy
under Policy Determination No., 12, Human Rights, encourages adherence to the
rule of law through a legal framework conducive to civil and political rights
and free and democratic electoral systems, Strengthening democratic
institutions is one of the four major programmatic goals of the CAI and
USAID/Honduras' strategy., Within this goal, a key objective is to consolidate
the legislative, judicial, electoral and other democratic processes affecting
the rights of citizens by 1990. The proposed Strengthening Democratic
Institutions project will directly address these concerns.

B. Relationship to Host Country and Other Donors: The Presideat of Honduras
in his Inaugural address stressed the need to strengthen the democratic
process to reinforce and expand the opportunities for economic growth., The
United Nations Program for the Prevention and Treatment of Crime (ILANUD),
with A,I1.D., financial assistance, has carried out a judicial sector assessment
to point out problems and recommend solutions. The Spanish Government has
provided judicial training.

C. Conformance with Agency and Bureau Policles; The project has limited

opportunities for private sector involvement. Gray amendment procurement will
be determined during intensive review,

D. Project Description: The project purpose is to improve the capability of
the Honduran judicial, legislative, and electoral systems, and to increase the
knowledge and participation of the Honduran populace in the democratic
process. Initial projections of project costs for TA required to complete the
updating and verification element of the Voter Registration and Elections
Improvement Component were underestimated in the PP budget. The TA contract
with Dual & Assoclates, an 8(a) firm, is $600,000 higher than projected in the
PP. TA costs for the umbrella contract are expected to be $900,000 over PP

. budget projections with costs attributed to all four project components. The
four-year project is the first phase in a multi-phase effort and will include
four components:
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(i) Administration of Justice — to improve the efficliency and
responsiveness of the Court System with regard to civil and criminal
justice, and mediation of intergovernmental conflict.

(1i) legislative Enhancement - to improve the effectiveness of the
Honduran congress in formulating and passing laws and increase the
participatory access of constituents.

(111) Voter Registration and Elections Improvement - to improve and
professionalize the National Elections Tribunal and the National Registry
to effectively manage the registration process, assure universal
suffrage, and guarantee fraud-free elections.

(iv) Democratic Leadership Training - to stimulate participation of
future Teaders in the democratic process.

Activities - Output
- Tmplementing Judicial Career Law X
- Experimental intern programs for Public Defenders

and Justices of the Peace (Interns) 200
-  Rehabilitating the Judicial Administration System X
-~ Public Information System X
~ Training for persoanel (Participants) 1,000
- Strengthening National Legislative Resource Center - 1
- Public information program X
- Leglslative Training Programs - Participants 250
- Registration lists - Documents microfilmed 2.5M
-~ Develop Public Information System X
- Train Election and Registration Workers 52,000
- Elections Training conferences (Participants) 5,000

Implementing Agencies: The project will work with two separate branches
ol goverament, Congress, the Judiclary, and an autonomous agency,
TNE/RNP, An umbrella agreement signed with the President of Honduras,
the Presidents of the Supreme Court, Congress and TNE, and the Minister
of Hacienda (MHCP). 1In addition, the Mission will contract with one ot
more institutional contractors to provide technical assistance.

Method of Obligation: A bilateral grant agreement in accordance with
procedures outlined in Handbook 3.

E, Mission Management:; A USDH employee in the HRD Office will assume
overall responsibility for project monitoring. This officer will
supervise a U.S. personal services coatractor (PSC) who will in turn
supervise three Honduran PSCs.

F. PID and PP Approval: USAID/Honduras requests Bureau delegation of
authority to the Mission Director to approve an amendment to the Project
Authorization and Life of Project funding.

G. Potential Issues: Political Sensitivity or risk of efforts being
perceived as partisan in support of the current government.

H. A.I.D./W TDY Support for Project Development: None Needed.

I. Estimated PID Approval: N/A  Project Authorization Approval: 4Q FY88,
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GOAL: Strengthening Democratic Institutions.

OBJECTIVE: Strengthen democratic institutions: Consclidate the legislative,
judicial, electoral, and other democratic processes affecting the
rights of citizens from 1985 through 1992,

PROJECT TITLE: Local Government Strengthening
PROJECT NUMBER: 522-0335
PROJECT FUNDING: (3000's)
FY 90 LOP
Grant 2,000 20,000
H.G, Loan 2,000 10,000
Total 4,000 30,000

FUNCTIONAL ACCOUNT: Special Development, and Housing Investment Guaranty
PURPOSE CODE: 901; Priority Areas:

A, Relationship to A,I.D. Country Strategy/Objectives; Strengthening
democratic institutions is one of the four major programmatic goals of the CAI
and USAID/Honduras' strategy. Key objectives are to assist the GOH and
democratically elected municipal governments to provide the citizens better
access to their local government and to increase the capacity of local
governments to structure policies and strategies to address local needs.

B. Conformance with Agency and Bureau Policles: The private sector will be
responsible for producing most of the outputs which Wwill represent 70% or more
of the project funds. Gray Amendment procurements will be determined during
the design of the project. This project is also concurrent with the Ageacy's
policy regarding imstitutional development in that it will seek to strengthen
community level government and its services to the local populance.

C. Project Description: The project purpose is to assist the GOH and
Municipalities to structure policies and strategies to increase the
municipalities' capacity to be responsive to the basic service and
infrastructure needs of their low—income urban populations. The five«year
project will serve to:

(1) Clarify the role of municipal government and its relationship with central
government agencies in the provision of basic services within a framework of
capital infrastructure supplied by central agencies and local distribution by
Municipalities.

(11) Improve the responsiveness of municipalities by increasing the
participatory access of constituents, to governmental activitles, and by
improving the technical and administrative ability of local government
employees to administer community development activities including financing
of local infrastructure.

(iii) Improve the internal efficlency of local govermment by: providing short
to intermediate training courses in practical skills for municipal employees
and establishing legal safeguards against municipal mismanagement through
financial planning and municipal administration.
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2. Food Ald

a., PL 480 Title I and Section 416 Sugar Quota Offset Programs.

The PL 480 Title I program represents a substantial contribution to the
economic stabilization goal. The FY88 program is $12 million and the same
amounts have been shown for FY89 and FY90 in accordance with funding control
levels. An additional $4 million was requested for FY88. Section 416 Sugar
Quota Offset was not granted for FY88 and it is not anticipated in the future.

Local currency generated by the programs is allocated for GOH programs aand
private sector initiatives that are consistent with Action Plan objectives.
(Refer to Qbjective No. 3).

Honduras 1s generally self-sufficient in basic graias (corn, rice, beans and
sorghum), with occasional supply shortages due to weather patterns. Due to
the droughts and floods during the past two years Honduras imported corn, rice
and beans. Honduras' ylelds for basic grains are among the lowest in Central
America and have not increased during the past four years. This, combined
with population growth and limited agriculture frontier expansion, is quickly
becoming a critical concern. A recent study showed that corn imports will be
required during the next five years LIf current conditions prevail. Until now,
the GOH has solved the problem by importing food. The critical foreign
exchange shortage, however, makes this ever more difficult.

Pregsent food policies concerning production, processing and marketing are not
conductive for agricultural expansion, Poor infrastructure, weak institutions
and limited private investment in agriculture also cause low agricultural
productivity. Marketing is rudimentary and costly; postharvest losses and
marketing margins are very high. Glven the present population growth rate,
the Honduran food system must modernize at a faster pace.

To help address these problems, a multi-year Self-Help Measures Plan designed
to focus on the food problem is being developed. A series of base line
studies and plans for future lmplementation, will be carried out, The major
areas to be addressed are: (1) public agriculture extension and research; (2)
agriculture marketingy (3) private investment in agriculture; (4} food aid
policy and strategy development; and, (5) animal and plant health and
quarantine.

Wheat production is negligible in Honduras and the couatry has depended over
the past five years on Title I, Section 416 and small donations from other
donors for its entire supply. The GOH monetizes the Title I wheat at Gulf
prices plus transportation and handling costs. The wheat is milled and
provided to the bread, pastry and pasta industries. The wheat demand for FY89
is estimated at 125,000 metric tons (MT).

4An evaluation of the PL 480 Title I Program was carried out during
June-September 1987 by Winrock International. The major conclusion of the
evaluation was that the program provides an important net positive benefit to
the Honduran economy, largely through its positive impact on the balance of
payments, urban nutrition, and aggregate food availability. The major issues
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surrounding the PL-480 program were government pricing policy (exchange rate
and fixed wheat flour prices), the substitution of imported wheat for domestic
corn, and the effectiveness of the budget support provided by the local
currency generated by PL-480 sales.

The following conclusions were reached with regard to these issues. First,
wheat pricing policy should be analyzed more thoroughly to determine
appropriate pricing policies that reflect real border prices. Second, because
of changing tastes and urbanization, the demand for wheat products will
continue strong and significant quantities of wheat would continue to be
imported even in the absence of a PL-480 program. Finally, there is room for
improvement and focussing of the PL-480 generated local currency to provide
more effective use of the resources.

AID/W control levels require & reduction of PL 480 Title I levels to $12
million for FY89 and FY90, Given the recent findings on corn import
requirements, the program level should actually be increased. The following
table shows how those levels would be used.

PL 480 TITLE I/III REQUIREMENTS
(Dollars in Millions, Metric Tonnage in Thousands)

- Estimated Estimated Projected
FY88 FY89 FYSO
MT 3 MT - 8 MT
COMMODITIES
Title I
Inedible Tallow 1.5 3.5 ~ - - -
Wheat 14.5 112,0 12.0 92.0 12.0 92.0
Title III
Wheat - - - - *%
TOTALS 16, 0% 115.5 12,0 92.0 12.0 92,0

* Includes $4 million requested increase to regular FY88 program.
%% A pumber of studies and plans will be carried out during FYs 88 and 89.
The Mission will use the findings of these studies to consider the
appropriateness of a Title III Program, possibly starting in FY90.

b. PL 480 Title II

Recent statistics on malnutrition from the MOE's first height census for first
graders, and the MOH's national nutrition survey revealed that up to 44% of
the under five age group suffers from chronic malnutrition (height/age). The
PL 480 Title II program addresses this problem as well as our health and
primary education objectives. A 1987 evaluation indicated there was no direct
relationship between consuming food and absenteelsm, grade point average,
welght for age or height for age. A longltudinal study will be conducted in
1988 to overcome methodological problems in the evaluation to determine the
relationship between the school feeding (SF) program and school attendance and
grade point average. Beneficiary levels for the SF program are 330,000 and
113,000 under the Maternal and Child Health (MCH) program.



The GOH provides the funding required to manage the programs from ESF local
currency generations, while CARE and Catholic Relief Services (CRS) are
regsponsible for food storage, transport and distribution. Costs of the
programs have been kept within authorized levels, i.e., $2.87 million ian FY87
and $2.659 million in FY88. Budgeted yearly levels for FY89 and FY90 are,
respectively, $3.122 million and $3.0 million.

As indicated in last year's Action Plan, the PL 480 Title II program will be
adjusted in accordance with the results of Winrock's impact evaluationm.

Growth monitoring equipment and supplies are being purchased and targeting of
the most at risk groups will be improved. During this Action Plan period, the
following actions will be implemented: (L) a longitudinal study of the SF

program to determine whether or not that program encourages school attendance
and improves academic performance, and (2) expansion of growth monitoring
activities in the MCH programs to improve overall health levels.

In mid-1987, Catholic Relief Services ((RS) conducted an internal evaluation
of CRS/Honduras Title II program. The major findings were that the Hoanduran
counterpart agency (Caritas) had inadequate capacity to manage the program and
that the program should be phased out. In December 1987, CRS notified the
Mission that the PL 480 Title II program would be discontinued and
beneficiaries would be transferred to other supplemental feeding programs.

Although CARE's program proposals are well planned, the Mission will seek a
targeting reorientation in the light of the results of both autritional
surveys conducted by the MOE and the MOH. Program implementation should be
focussed on the western departments of Copan, Santa Barbara, Ocotepeque,

Lempira and Intibuca, where malnutrition rates are the highest and where Title
11 programs are the fewest.
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last year's Action Plan discussed the utilization of ESF and PL-480
generated local currency. It described the continued importance of local
currency generations im supporting the Mission's Action Plan objectives,
particularly our private sector programs. An evaluation of the PL 480
Title I Programs conducted in September 1987 by Winrock International and
evaluations of the ESF program conducted in January 1988 by Robert Nathan
and the Bureau in February 1988 further confirmed the very positive
impact that these resources have had in meeting development objectives.
Accordingly, this narrative will not specifically address the utilization
of local currency. Its purpose is to address several issues requested in
the Action Plan and Semiannual Project Review Guidance cables., This
includes an assessment of conformance with the new local currency
guidelines and their impact upon our program. It also discusses how
private sector local currency programs are being iastitutionalized to
ensure their long term viability. Consolidation of the local currency
portfolin, requested in the latest Semiannual Report Cable, is discussed
in the management strategy Sectlion of the Action Plan which discusses
portfolio consolidation in general. Finally, this narrative stresses the
importance of endowments to ensure the long-term viability of several
private institutions that we are supporting and as a means to
institutionalize GOH funding for the private sector.

Asgessment of Conformance with New Local Currency Guidelines and Their
Impact, The Mission has assessed 1ts local currency programming and
EBE%EE%ing systems to ensure that they are in compllance with the new
local curreacy guidelines presented in State 286499 (September 15, 1987)
.and State 327454 (October 21, 1987). The Mission's review indicates that
we are in conformance with the new guidelines for local currency
channeled through public sector agencies, but that some revisions will
have to be made 1la managing local currencies passed to private sector
entlties.

The Migslion has informed the GOH that, pursuant to new A,I.D. local
currency guidelines, we will be reviewing and approving public sector
activities on a sectoral basis only. Specific mention of individual
projects was not made in the one programming Project Implementation
Letter issued since the new guidelines were promulgated. Prior to
issuing that PIL, however, the GOH asked that we continue to attribute
support to specific projects in our programming PILs, In Tegucigalpa
19786 (November 25, 1987) and in numerous conversations with LAC
(including discussions with the AA during his visit in January), we
indicated that the GOH has strongly requested that we malntain the
present system since it is in conformance with thelr budgetary process
and helps them maintain fiscal diseipline in the allocation of ESF local
currency resources. Moreover, although funds are attributed to specific
projects, we are essentially supporting sectoral programs and hence, the
programming is in line with the new guidance, Although we understand
that continuation of the present system is acceptable to the Agency, we
have not to date received a formal reply to the cited cable. We request
that this reply be provided ASAP.

The Mission will have to make some changes in its procedures for
programming and obligating local currency to private sector organizations
in order to comply with the new guidelines. Given the size (over 37
projects currently under implementation) and importance of the Mission's
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ongoing private sector local currency activities in meeting Action Plan
objectives, we requested (aad in State 067954 of 3/5/88 received approval of)
a transition period for implementing the new guidelines as they pertain to
private sector programming. The Mission appreciates this transiticn peried
since it will reduce the negative impact that the new guidance will have on
our private sector efforts.

The Mission also requested applicationm of thils transition period for three
grants to NGOs that continue implementation of micro and small enterprises
activities under the Small Business II Project, scheduled to be authorized in
May. As noted {in that cable, those grants are essentially continuations of
ongoilng programs with NGOs and are instrumental to our micro and small
business strategies and support the recent Congressional mandate and
earmarking of funds for microenterprise development. The use, however, of
appropriated funds for this purpose would not only increase our management
workload considerably, but would require the use of scarce SDA and ARDN
funds. We would also appreclate a quick response to this request.

Tegucigalpa 21094 noted that the new guidance may mark the end of significant
local currency programming to many Hoonduran private sector groups. Given the
transition period and our efforts to date, we do not expect any major negative
impact over the short-term (FY 88-89). However, the impact of these changes
together with other limitations such as those on fuand raising, will force the
Mission to reassess its medium— to long-—-term private sector strategy and
determine to what extent we can continue to meet objectlves which depend on
private sector participation within these constraints. Although the Mission
is cognizant of the legal, strategic, and programmatic lssues that gave rise
to the new guidance, we see no alternative to such a reassessment given the
very restrictive mechanisms that will be avallable (e.g., Lf approved, a very
limited trust fund and GOH signature on agreements). It will be much uore
difficult to provide funding to the private sector and, hence, the aanticipated
negative impact om our ability to use the private sector as a means Lo
catalyze economic development and to meet GOH and A.I.D. goals and objectives.

The new guidelines will certainly require a reassessment of the 50/50 split
that we have maintained to date in local currency programming between public
and private sector activities. While the projection tables included in the
Action Plan assume continuation of the 50/50 split, this arrangement may prove
to be unfeasible in the future. The GOH already has ralsed the possibility of
renegotiating this split to perhaps a 75/25 public sector/private sector
breakdown. This development, together with the limitations implicit in aew
guidelines and macroeconomic considerations (see following section), will make
it very difficult to continue moving local currency to the private sector at
levels seen in previous years.

Local Currency Programming: Global Credit Ceiling Considerations. The Mission
carries out programming of local currency disbursements In accordance with
existing Agency policy on their use and in accordance with macroeconomic
considerations inherent in the GOH's balance of payments program. In
programming noncredit disbursements to private sector, the Mission amust
reconcile demands for such disbursements with a global credit celling based on
Hondurasg' capacity to import, which this year is projected to be L210

million., With this balancing requirement between disbursements and credit
growth in mind, the Mission, in 1987 and again this year, has established a
ceiling on noncredit disbursements to private sector organizations. As the
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GOH grapples with its stabiljzation and monetary program, the need to maintain
credit discipline can be expected to exert greater pressure on limiting the
amount of local currency disbursements that can be made available prudently to
either the public or private sectors. In turn, this will require close review
of new or continuing activities funded with local curremcy, and could result
in decisions to prolong, defer, seek other sources of funding, or even cut
such activities in coming months.

Institutionalization of Private Sector Programs, Institution building has
been one of the key components of our private sector program and specifically
of our private sector local currency program. During the past four years, the
Mission, together with the Honduran private sector, has assisted in the
establishment of numerous NGOs and for-profit entities designed to strengthen
the role of the private sector in development. They include efforts in
vocational education (CADERH), export promotion (FIDE and FEFROEXAAH), rural
development (Fondo Ganadero), finance (FIA), and entrepreneurial development
and management (GEMAH). The Mission has alsc been at the forefront of
introducing private initiative im inmovative areas such as agricultural
research (FHIA).

To some extent, all of these institutions have benefited from local currency
resources., In addition, we have supported a broad range of existing private
sector institutlions such as the private University of San Pedro Sula and the
Cortes Chamber of Commerce and Industries with local currency resource.

We are at a critical stage in the institution bullding process of these
programs. As noted in last year's Action Plan and the assessment of the
support role of the private sector in enabling USAID/Honduras to meet its .
‘Actlon Plan objectives, financial self-sufficiency is now the key issue facing
these organizations across the board. As also noted in the last year's Action
 Plan, we anticipate local currency endowments as being one mechanism to assist
thege organizations to maintain their financial viability. During the past
year, substantial progress has been made in discussions with the GOH and the
Escuela Agricola Pan Americana (EAPA) in establishing an endowment for that
institution. 1In accordance with last year's Action Plan decision, the Mission
will request AID/W concurrence for the endowment.

We hope that this first endowment will pave the way for other endowments. The
financing of endowment through GOH bonds will alsc be effective in meeting GOH
request for more access to local currency resources without changing the 50/ 50
split, It would alsoc effectively increase the cost to the GOH of these
resources (through interest payments on the endowment bonds}, thereby
encouraging their more effective utilization.

In addition to the contribution that local currency resources have made to
.strengthening private sector institutions, there are two other important
facets to the "institutionalization” of local currency financed private sector
programs that merit attention. One concerns the exteat to which these
programs are encouraging greater private-public sector dialogue and
cooperation. Another concerns the extent to which these programs will be
self-sustaining in the future, especlally as the availability ESF local
currency resources are reduced. Based on our discussions with the AA/LAC
during his visit here in January, it is our understanding that these issues
are drawing increased attention in AID/W.
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Local currency resources are contributing to greater public-private sector
dialogue and cooperation in numerous ways. Throughout our development
portfolio, most USAID programs which include assistance to public sector
operations also involve the use of PV0s, NGOs, commercial banks, private
companies, and other private sector entities which cooperate and/or help
implement these programs. In the course of lmplementing these complementary
private sector programs (mostly financed with local currency) the GOH has come
to realize the importance and potential benefits of public-private sector
cooperation. Just a few examples are the role of commercial banks in the
Small Farmer Coffee Improvement Project (522-0176), the extensive use of PVOs
in the Rural Technologies Project (522-0157), and the role of NGOs in various
social and educational prograus.

Until fairly recently, the use of many of these institutions in what would
typically have been perceived as "public sector” initiatives, was looked upon
with scome suspicion. Llargely as a result of these efforts GOH officials have
come to appreciate the importance of public-private sector cooperation 1in
these and other programs. This cooperation has also indirectly catalyzed
greater dialogue between the GOH and the private sector. For example, a local
PVO receiving local currency funding to coaduct a microeaterprise development
program recently initiated a series of workshops with the government and other
NGOs and commercial banks on the problems affecting microenterprises.

The other facet of institutionalization discussed above concerns funding,
i.e,, the continuation of GOH funding for private sector activities once ESF
funds are no longer available. This issue presents a paradox. On the one
hand, the GOH undoubtedly has greater appreciation for the role of the private
sector in promoting Henduran development; on the other, it will be very
difficult if not impossible for the government to finance in any great numbers
the programs of NGOs and other private sector institutions while public sector
budgets are being slashed to cut fiscal deficits.

Indeed, this is one of the reasons why we believe that getting the GOH to
officially sign most grants to NGOs is politically very difficult. In short,
it is incorrect to assume that the new guidance, and particularly the idea of
getting the GCH to be a formal party to private sector agreements, will result
in the institutionalization of funding. Obtaining funding commitments from
the GCH for future private sector programs, i.e., institutionalizatiom of
funding, is unlikely under any local currency management system.

Cne axception to this, however, is the use of endowments. The GOH has already
indicated its willingness tc support endowments for some private sector
institutions in the short-term and it is likely to support others in the
future. Again, this emphasizes the importance of the planned endowment
program for our private sector program.
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4. Women in Development

Role of Women in Development: USAID/Honduras' Action Plan integrates women
into Honduras developmental process throughout the various objectives being
pursued rather than as a separate objective. Women are incorporated into
projects advancing education, health, population, and nutrition, comservation,
and employment generation objectives. Some projects are having an immediate
impact in integrating women while others, like education described below, will
have a future lmpact.

LAC Objective No. l: Increasing Agricultural Production. Women actively
participate in the Natural Resource Management Project. This Project provides
training to peasant women In productive and social activities (sewing,
embroidery and handicrafts). Training also is oriented to the rational use of
natural resources {(water, solls and trees) through conservation techniques
that improve productivity. A recent evaluation revealed that 1,098 family and
195 school gardens had been planted which significantly contributed to an
improved diet for the beneficiaries.

LAC Objective No. 8, 9 and 10; 1In the Population Health and Child Survival
area women are contributing significantly to improvements in the health status
of Honduras. In the recently designed Health Sector II (HS II) Project, the
role of women was considered throughout project design. MOH women were direct
participants in the project design as members of the committees that were
organized to produce reports and recommendations for project components such
as private sector, child survival technologies and nutrition. They directly
participated in the decision making process regarding specifics of the
project. In addition, auxiliary nurses who staff the rural health centers are
the backbone of the Ministry of Health Primary Health Care system., Over %0%
of these nurses are women and will bepnefit from the training components in the
H.S. 1I Project. Nurses will bentfit from in-service education and other
short-term training courses in country, long-term participant training is to
be provided under the Project and women employees of the MOH will have equal
access to this training.

Health Sector II activities of improving the health of women by reducing
maternal mortality rates, increasing length of exclusive breast feeding and
extending the interval length between births, ensure that women will be direct
beneficiaries of services provided under this project.

LAC Objectlive No. 12: Under the Primary Education Efficiency Project, girls
have equal access to education as enrollment rates for girls in the primary
grades are the same as for boys. This project will have lasting effect on
female education which, when coupled with female autonomy, will have very
positive outcomes ou the country's development. Education permits women to
make family decisions regarding their own fertility, care of children,
including early treatment of illness, immunizations and other preventive
health care issues that affect infant mortality rates, Education also permits
women to be more active in the political process and be better prepared to
fully participate in the labor force.

Females have equal access to training opportunities spensored by the Mission,
including those under the CAPS program, and efforts to increase the number of
female participants are underway. However, to date male participants have
outnumbered females. This phenomenon is due to local economic and cultural
considerations rather than to discrimination against women. '
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The Micro Development Business Project 522-ESF-319 enhances the productivity,
employment and income generation potential of entrepreneurs in the informal
economic sector of Honduras. The Project is helping to strengthen a local
private voluntary organization called Asesores Para ELl Desarrollo ( ASEPADE)
which provides credit and technical assistance to develop or expand
mleroenterprises. A recent gender analysis of ASEPADE beneficilaries by the
Inter-American Foundation indicated that the income of those enterprises run
by women has tended to increase more than the income of those rum by men. As
a result of this project 490 new jobs have been created, 170 of which went to
women, and approximately 3,700 existing jobs were maintained, 2,180 of which
wvent to women.

5. Utilization of the Private Sector in Meeting Objectives

As endorsed by AID/W in its review of the last two Action Plans, USAID
continues to view the Private Sector as an essential means to achieving its
objectives. An assessment of the support role of the private sector in
contributing to progress under key USAID/Honduras growth and equity objectives
found that thirteen key private sector organizatlions were making substantial
contributions to the advancement of four of the Mission's eleven objectives:
Increase agricultural production; Promote export earnings; Productive
employment generation; and Increase access to voluntary family planning
services, Although the private sector is key to a fifth objective (Improve
housing), the team did not identify a specific organization. The team also
found that: a private sector organization was important for advancement of the
nonformal element of USAID's basic education objective; support to one of the
thirteen private sector organizations also was important for advancing the
strengthening democratic institutions objective; and the private sector was
key to elements of the housing objective. They found that institution
building was an indispensable first step in enabling the private sector of
Honduras to contribute to the advancement of these objectives and that the
Mission was not taking full credit for its efforts in this area. I.e., too
great an emphasis on immediate impact and ingufficient recognition of the

benefits from developing institutions from a concept to operating entities.

At the same time, the team reported that all of these institutions were overly
dependent upon USAID funding, over 50 percent of current revenues. The team
falt that elght of the fourteen organizations probably would anot reach
self-sufficiency by the PACD.

USATD shares the assessment team's coancern that the Congressionally mandated
focus on short-term performance under the CAI may endanger the long-term
survival of some of these organizations., However, given that mandate and
AID/W's directives to focus and consolidate the portfolio, fully endorsed by
the Mission, we see no alternative to contlnuing the strategy approved during
the review of our last two Action Plans and maximizing the use of the private
sector as a means Lo meeting broader objectives. We firmly believe that
significant institution building efforts undertaken as a precondition to
fulfilling that strategy will not be wasted. In addition to the tangible
results that will be achieved during the period of the CAI, Honduras in
general and the private sector in particular will benefit from those
organizations which survive and thrive in the future.
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I11. Management Overview
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A. Management Strategy

SUMMARY: As the decade of the 80s approaches Lts final year and we look
toward the 1990s, it 1s lmportant to note that the United States economic
assistance program to Honduras has evolved into one of the largest and
most complex A.I.D. programs in the world in response to the significant
foreign policy interests in Honduras and Central America. It is also
important to keep in mind that there will be inherent uncertaianty during
this period created by geopolitical events which may have a direct impact
on U. S, national interests in the area as well as our own Action Plan
objectives. A new administration will assume office in the U, 5. in
January 1989, and a new administration will assume office in Honduras in
January 1990. Moreover, we expect that the World Bank and the
International Monetary Fund will soon be taking lead roles in the
macroeconomic negotiations with Honduras, which continues to be a major
area of A.I,D. support. In addition, a C(DSS will be presented in 1989 to
establish the strategy for our program for the first half of the 1990s.
Thus, our management strategy for implementatioca of this Action Plan wmust
be a flexible one that will allow us to quickly respond to changing
conditions and priorities.

CRITICAL MANAGEMENT ISSUES:

disruptions caused by persoanel turnovers and long delays In assigning
replacements.

unsatisfactory building space further aggravated by the events of

April 7th and delays in initiating construction of the Embassy's new
annex.

increased workload to negotiate and make operational local currency
management procedures.

=  further strengthening internal controls and accountability.

- continued upgrading of project management systems to better enable
project officers to carry out thelr implementation responsibilities.

- operational travel funding levels which restrict participation in
training courses.

- reduction in availability of local currency resources as cash

transfers are phased over to slower disbursing project and sector
agsistance,

= continued implementation of the mandated curtailment of FAAS,

Portfollo Consolidation: During the past year the Mission contiaued
several measures to lessen overall management workload. First, we reduced
the number of DA starts planned between FY 1988 to FY 1990 to a total of
ten (three each in FY 1988 and FY 1989 and four in FY 1990). This
decision was made not only to keep project development and implementation
workloads to manageable levels, but also to couscolidate our program focus
into more strategic areas during the period.
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Along the foregoing lines, we have integrated similar activities in one
project. 'Two existing small business Operational Program Grants (FUNADEH,
Microenterprise Development) will be consolidated into the new Small
Business Development project. The Rural Water and Sanitation and Health
Sector I projects will be closed out by the end of CY 1988 and successful
activities will be continued under the Health Sector II Project. Finally,
activities supported under the Rural Technologies project which ends this
fiscal year, and the Natural Resources Management project and the adjunct
OPG with the local affiliate of the Partners of the Americas, which end
next fiscal year, will be integrated under the planned FY 1989 LUPE
project. With respect to project terminations, the Mission continues to
close-out major bilateral projects, grants and OPGs as well as activities
under the PD&S accounts, In FY 1987, the Mission closed out 15
activities. During the Action Plan period, we plan tc close out
approximately 28 more activities. These actions will result in an
increased concentration of scarce managetrial, human and financial
resources on implementation and initiatives that are essential to meet
CAI, (DSS and Action Plan goals and objectives.

STAFF AND OPERATIONS: The size and scope of the program has continued to
increase, primarily in activities associated with staff intensive
implementation. This has resulted iIn projected increases in staff in both
FY 198% and FY 1990, particularly in the Executive Office, where increases
in project driven procurement, travel, field trips, communications, space,
etc. will have heavy impact. The line offices also require additional
staff to contend with the growing implementation effort. The Mission's
USDH staff had remained relatively comnstant from FY 1984 until FY 1988.
This year an additional USDH position was approved for a legal Advisor,
bringing our ceiling to 36. The Foreign Service National DPirect Hire
staff ceiling is projected to remain at 36. For FY 1989, we have budgeted
for three additicnal USDH positions: a Deputy Executive Officer, an

- Assistant Program Officer, and a Project Development Implementation
Officer for the Private Sector Office. We believe that an even stronger
case can be made this year for the previously requested Executive Officer
and Program Officer positions. While the Project Development Officer is a
new request, the position is urgently needed to provide the USDH
supervision and oversight required to keep our rapidly expanding Private
Sector programs on track and under control, The portion of our porcfolio
devoted to private sector programs is large and expanding. Programs in
this area require a great deal of careful negotiation and diligent

follow—up. Glven the size of the portfolio the addition of this position
is clearly warranted.

In the spring of 1987, due to the severe housing shortage and to bring
A.I,D. into line with the practices of all other USG agencies at post,
USAID made a decision to embark upon a government—-leased housing program,
This decision was made reluctantly knowing the burden such a program
places upon the administrative staff. We had hoped to enter the market
slowly and anticipated only a modest number of leases by the end of FY
1988. However, the unexpectedly high turnover rate, the early arrival of
IDIs, and the inability to continue leases on some LQA houses resulted in
USAID leasing 25 residences by the end of March 1988, We embarked on this
program, outside the FAAS, with very few employees to handle leasing and
maintenance. The provision of another USDH employee in the Executive
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Office will provide for the necessary oversight which is now needed to
assure operational effectiveness and adequate internal control. In
addition to absorption of the FAAS activities noted in last year's Action
Plan and above, USAID also assumed responsibility for U.S. personnel
during FY 1987, For FY 1988 we have committed ourselves to assuming
Office Building Management and Travel. We believe the modest increases in

staff we are requesting largely with low cost workforce contract employees
and PSCs, 1s fully justified.

Last year we were requested to train seven International Development
Interns for the FY 1987 to 1989 period. At the end of FY 1988 we will
have six IDIs on board with three named candidates ready for early FY 1989
arrival, We are budgeting for five IDIs in FY 1989 and anmother filve in FY
1990, Given the complexity and diversity of the Honduran program this is
an ideal post for training IDIs and a large enough post to assimilate
those trained here. This has been a successful program and we believe our
IDI training program remains appropriate.

OPERATING EXPENSES: In FY 1987 Trust Funds were heavily relied upon to
meet all operation costs payable in local currency. 1In fact, Trust Funds
were used to finance 58% of the Mission's operating expense budget. During
the same period the Mission discontinued the practice of reverse
accommodation exchange, used in limited occasions in the past, as it was
determined to be questionable under the Trust Fund agreement. Increases
in local currency allocations by the GOH to assist Mission operations in
FY 1987 made it possible for the Mission to continue normal operations.
However, there is real concern that as local currency generated under the
ESF cash transfers mechanism is greatly reduced, Operating Expenses dollar
allocations will need to be increased. Excluding unanticipated
requirements resulting from the events of April 7th, projected use of
Trust Funds from disbursements made under the FY 1987 ESF stabilization
program will carry us through the first half of FY 1989. If ESF local
currency 1s made available from the FY 1988 program, the entire local cost
budgeted expenditures for FY 1989 and the first half of FY 1990 will be
funded out of the Trust Fund. Since we have no assurance of coatinuing
Trust Fund availability beyond that time, and with the changing strategy
of the ESF program, the Mission has reduced the Trust Fund portion of the
FY 1990 Operating Expense budget by half and increased appropriated dollar
funding by the same amount,

In FY 1987 relief to the Operating Expense budget was accomplished by
shifting to the Trust Fund the cost of: {international travel of USDH
employees assigned to Honduras, the office building lease, and living
quarters allowances paid to USDH employees. This was all accomplished in
accordance with provisions of the Trust Fund Agreement, We were unable,
however, to reduce or even maintain at current levels of expendliture the
lease of the office building or required security. Both of these
contracts are controlled by the Embassy. The building lease has a
built-in 10 percent escalation clause for every year of the lease. Alsa,
the cost of warehouse space under Embassy lease will increase 40 percent
in FY 1988. A new security guard service was contracted by the Embassy
which will result in an over 50 percent cost increase for securilty.
Another factor that affects the budget level is the expected large

turn~over of USDH personnel in FY 1989 as another cycle of tours comes Lo
an end,



Effective January 1987 the local compensation plan approved a very
generous leave policy for FSNs. The cost of implementing the plan is
reflected in the cost of hiring replacements for employees on leave for
extended periods of time, e.g. maternity leave., Also, a State Department
survey team 1s due in May 1988 to conduct a wage survey which may result
in FSN salary adjustments. Even a modest increase in percentage figures
would have a significant impact on our operating expenses.

In sum, our projected budget levels are driven by personnel aand personnel
support related requirements. With the exceptions of routine equipment
(NXP) replacement and operational travel (which is not excessive) all
other costs are basically nondeferrable given the program and staffing
level approved to date for USAID/Honduras.

AUDITS AND INTERNAL CONTROL ASSESSMENT: In FY 1987 there were five audits
of USAID/Honduras activities conducted by the Regional Inspector General
and one survey conducted by the General Accounting Office (GAO). At the
present time all recommendations have been resclved and only one minor
recommendation has not yet been closed due to delay in action required of
the GOH. Of the two materisl weaknesses identified by the Internal
Control Assessment, the Mission continues the process of correcting
differences with RAMC/Mexico records dating back to December 1985, Timely
ordering of NXP still remains subject to the budget process which does not
provide funding for these requirements until late in the fiscal year.

SECTION 636(C): For the past ten months USAID/Honduras has attempted to
rent a residence for the Mission Director at an appropriate price, but to
no avail. There are few nonostentatious representational houses on the
market in Tegucigalpa, and intense competition exists when they are
available. The local law allows owners to break a lease in a number of
ways no matter how carefully the document is drafted. There is a history
of over three decades of U.S. economic assistance to Honduras and
indications are that developmental and foreign policy concerns will
dictate a continuance of such a relationship far into the future. For
these reasons, it is desirable that the USG purchase a suitable residence,
and present efforts to locate a residence will hopefully result in a
lease-purchase arrangement. The option to purchase would be effected in
FY 1990 depending on the availability of Section 636(c) authority.
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FY 1990 ANNUAL BUDGET SUBMISSION

TABLE VIII (B)

INFORMATION ON U.S. PSC COSTS

(3000)
JOB TITLE/DESCRIPTION FY 1988
Computer Systems Manager 54.0
Warehouse Supervisor 25.5
Assistant Warehouse Supervisor 20.8
Voucher Examiner 0.8
Secretary 35.0
Secretary 20.4
Secretary 14,5
Senior Financial Mgt. Consultant 174.8
Management Analyst 48.3
Assistant Contracting Officer 40.0
Management Planning Advisor 37.6
Computer Assistant ' 25.1
Temporary Secretaries 5.0
Summer Hire 15,0
Survey Team 15.0
Totals 531.8

FY 1989
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FY 1990 ANNUAL BUDGET SUBMISSION

TABLE VIII (D)

ALL OTHER CODE 25 DETAIL

ORGANIZATION: USAID/HONDURAS

DESCRIPTION FY 1988 FY 1989 FY 1990
HIMO (Cleaning, Security, etc.) 55.0 57.5 60.0
Courier Services 8.0 8.0 8.0
local Training Coutrses 38.0 42.0 45,0
Medical Expenses and Exams 15,0 15,0 15.0
Misc. Petty Cash Payments 20,0 20.0 20.0
All Other Iltems 74,0 77.5 77.8

Totals 210.0 220.0 225.8
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E. Country Training Plan (CTP)

A, Restatement of Mission Training Objectives:

The Mission's particlpant training program contributes to the formation of
more effective manpower resource and creates a core group of well-trailned
professionals in key GOH ministries and other imstitutions to meet current
objectives and individuals who will be the nucleus for long~term and enduring
improvements in Honduras in the future.

The Mission's training objective under the CAPS program (Honduras Peace
Scholarship Project) supports the CAI Strengthening Democratic Institutionms
goal program to counter Soviet bloc training by providing educational
opportunities for economically and soclally disadvantaged Hondurans who
otherwise would not have the opportunity to be exposed to democratic
institutions and processes in the U.S., and to strengthen ties of friemndship
between future Honduran and American leaders.

B. Summary of Training Program under CAPS:

Over 2,930 Hondurans will receive trailning under the Peace Scholarship Project
during the FY 1985 thru FY 1992 pericd in technical and academic programs. We
initiated our CAPS academic training primarily at the Masters level in the
areas of USAID bilateral program interest prier to the evolution of present
guidelines. We continue to use the core areas of agriculture, education,
small and export business, health/population and infrastructure development to
select our scholars, We are targetting the socially and economically
disadvantaged youth from rural areas with leadership potential for programs
primarily ar the undergraduate level, In FY 1989 we will continue to select
long-term scholars with these characteristiecs but will increasingly program
those selected for one and two years of study in the U.5., with more
programmed for nondegree study in technical programs. All will receive
in-country English and preparatory training prior to departure under our
contract with the Academy for Educational Development and the Center for
Applied Linguistics,

The short~term component of our program in FY 1985 and FY 1986 concentrated on
individuals primarily in the areas of micro and small business, agriculture
and education., We are now working with the Partners of the Americas through a
grant mechanism for placement of about 25 per cent of our short-term

scholars. 1In the future, all short-term training will be implemented through
contract mechanisms. The rest are programmed through PIO/Ps. From FY 1985
thru FY 1987, the bulk of our programs had a two to four week duration,
Starting in FY 1988, and for the duration of the CAPS project, we will
increase the length of our short-term program to a minimum of five weeks. We
"will include survival English prior to departure, and increasingly emphasize
selection of youth with leadership potential. These groups will receive
training in small business management, agriculture-related areas and
education. One large element of our short-term program will be for high
school graduates, primarily from poor urban and rural areas, to obtain from
five to six months of vocational training while living with families in the
United States.
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Groups to be Targetted in FY 1989 and Types of Training to be Given:

o

70 economically disadvantaged, rural and urban youth between the ages
of 16-21 will live with families and attend technical/vocational
high-schools for a five-moanth period.

25 rural women engaged in small business enterprise will attend a
Honduras~-Vermont Partners of the Americas five-week small business
management course in Vermont.

25 dairy and beef cattle raisers will attend a Honduras—Vermont

Partners of the Americas, five—week small business managemenl course
in Vermont.

25 small-scale fruit producers will attend a Honduras-Vermoat
Partners of the Americas five-week swmall business management course
in Vermont and at an HBCU.

25 rural elementary school teachers will attend a Honduras-Vermont
Partners of the Americas five-week course in environmental management
in Vermont. : '

25 Hondurans engaged in small business enterprise will attend a
Honduras-Vermont Partners of the Americas five-week small business
management course in Vermont.

20 rural youth will be programmed for a six-week technical course in
agriculture at an HECU.

20 rural and urban primary school principals will attend a six-week
course in primary school administration improvement.

20 communications/media reporters will attend a course related to
populaticn infermation programs.

20 public and private sector mid-level managers will attend a program
to be identified emphasizing program/project design and management.

100 econcmically and soclally disadvantaged Hondurans with leadership
potential will depart for study in long~term academic/techmical
programs in agriculture, health, education, business administration,
export promotion and other areas at various locations in the U. 8.
untder the AED contract.

Progress to Date (CAPS/Honduras Peace Scholarship):

USAID sent 932 Hondurans to the U.S. under the Peace Scholarship Project
through FY 1987,

1.

We are slightly below the target of 40 per cent women in the
selection of CAPS scholars to date. We are currently at 35 per
cent, Selections in FY 1989 will raise this to a minimum of 37.5
percant.

-



Placements at HBCUs for both short and long-term began in FY 1987
when a 10 percent total was achieved,

The Mission long/short-term training ratio is curreatly within the
guidelines set for the CLASP Project per STATE 354566, To date, 24.6
percent of our CAPS scholars have been long-~term. We will reach the
30 percent target for long-term training under CAPS in FY 1990,

Our initial departures were not selected according to current CAPS
guidelines of about an even split between disadvantaged and
nondisadvantaged., Since FY 1986, over 8l per cent of our short-term
scholars and 94 percent of our long-term scholars have been
disadvantaged economically under the Mission's definition of being
disadvantaged, i.e., if the family income is under 115,000, Included
within this disadvantaged group are 55 Miskito Indians and 20
Garifuna, minority groups in Honduras.

The Experience America objectives are included in all of our training
programs, Our long=term contractor arranges homestays and
participation of the scholars in community and social events through
the universities the scholars attend. All of our PI0O/Ps provide
instruction to the effect that all scholars "be placed or have a
homestay with American families in order to cbserve, and participate
with, family members, to the extent possible, in the daily lives of
the family in the home and the community."”

Follow=on efforts for our long-term scholars begin while they are
still in the U.S. institution. Our contractor, AED has started a
quarterly newsletter which goes to all Honduran CAPS scholars,
including those enrolled in-country in the English and preparatory
program. In the summer of 1988 30 CAPS scholars ending their junior
vear will return to Honduras for 10 week interaships with various
businesses and goverument offices to acquaint them with potential
employers. AED is making contact with others to enable a larger
intern program in FY89. Other elements of follow-on will include
compilation of potential job openings for returning scholars and the
formation of a2 returned scholar organization which will begin
functioning in early FY 1989,

A newsletter and returned scholar organization for returned
short—-terne scholars has been created by Partners of the Americas for
CAPS scholars programmed through them. We will establish a returned
scholar organization in late FY 1988/early FY 1989 which will enable
contact between the USAID and all returned short-term scholars.
Follow-on efforts to date have been slowed by a lack of persomnel
within the USAID Training Section of HRD.

Under our contract with AED for our long-term training program, we
have established an in=-country English and preparatory academic
program for selected candidates whose level of English proficiency is
too low to enter an academic program in the U.S, Nine months in this
program result in a cost to the project of $2,500 per scholar. This
same period of training in the U.S. would cost about $10,000 per
scholar,
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We are also utilizing placements at junior and community colleges
which tend to lower per scholar year cost. The Association of
American Community and Junior Colleges is a sub-contractor under the
AED contract, AED is also clustering five to ten scholars at
colleges and universities which provide special tuition reductioans.
Some institutions provide a "free placement” with three or four paid
placements.

Qur youth program in which lengthy homestays and high
school/technical school study form the core, greatly reduce per
scholar costs since tuition and maintenance costs are virtually
nonexistent. Per month cost is around $1,000 per scholar.

E, Major Changes in Training Plan from Approved CTP

1.

We are increasing the number of long—-term scholars that will be
selected for one and two year programs in FY 1989, We also are
orienting the final years of cur long~term academic and technical
training CAPS programs to shorter duration by reducing the number of
two to four year academic programs. This change i{s being made to
achieve a 30/70 per cent long-term/short-term ratio and to reach our
total targetted number of CAPS scholars with our projected
resources, Also, ia an important step to ensure success and
long-term sustainability of our programs, as well as to expand the
critical core of well trained technicians and managers, the Mission
will review all ongoing projects bto resassess the short and long-term
training needs of the projects and managing institutions. This
process will ensure that we provide appropriate funding and planning
to train the necessary manpower needed to continue fostering economic
growth and expand the social services. We will amend and/or realign
active projects to achieve these goals as well as incorporate this
new expanded criteria In the new project design process.

The current grant arrangement for administering short-term training
with the Partners will be replaced by a contract executed under
competitive procurement procedures.
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TABLE 1
CLASP TRAINING

FY 1989 COUNTRY TRAINING PLAN
NUMBER OF NEW S1ARTS

PROGRAM: 1/ COUNTRY OF ORIGIN: HONDURAS

FY 1989 0YB (3000): $6,130

TYPE OF TRAINING

TECHNICAL ~ 30 days or less
Female
Male

TECHNICAL - 31-180 days
Female
Male

TECHNICAL -~ 6-~8+ months
Female
Male

TECHNICAL = 9 months or more
Female
Male

TOTAL TECHNICAL

i/ Please make separate tables,

FY 85 FY 86 Fy 87 FY 88 FY &9 FY 80
55 53 78 10 - -
131 148 134 10 - -
1 4 15 98 124 125
3 24 30 140 151 150
- - - 17 - -
-~ - - 28 - -
- - - 3 3 25
- - ~ 5 5 30
190 229 257 313 285 330

II/APSP

where relevant for LAC II/PTIIC, LAC
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TABLE 1
{Continued)

TYPE OF TRAINING FY 85 FY 86 FY 87 FY 38 FY 89 FY 90
ACADEMIC Undergraduate-l year
Female - 4 - - 3 -
Male - -~ - - 5 -
ACADEMIC Undergraduate-2 years
Female 2 4 5 10 . 15 25
Male ' L 10 6 LS 17 25
ACADEMIC Undergraduate—3 yrs or more
remale _ 9 24 39 31 16 8
Male 6 23 6l 50 29 L2
ACADEMIC - Graduate level-l year
Femala 7 - - - - -
Male 6 - - - = =
ACADEMIC - Graduate level-2 years
Yemale & 11 10 - 2 2 -
Male ' 5 10 7 4 L -

' TOTAL ACADEMIC 42 86 128 112 90 70
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FYl987
Gray Amendment Project Contract Contract
Contractor Name Title Amount Date
Convergent Systems Human Resource Devel, 1,022,000 i1/87
Clapp & Mayne Primary Education Efficiency 550,000 7/87
Creative Assoc. Honduran Peace Scholarships 21,000 5/87
CAPS
North Carolina A&T; " B 280,000 6/ 86%
Florida A&M;
Tuskeegee; U. of
Arkansas~Pine Bluff
Tennessee State; " N 888,000 8/87
Florida A&M; Tuskeegee;
U of Marylaand-Eastern
Shore
Development Alternativeé Small Business 80,000 9/87
Davelopment
Center for Privatization  Privatization of State- 1,000,000 3/87
Owned Enterprises
International Sclence Export Development & 58,750 6/87
and Technology Inc. Services

* Although joint venture contract between Academy for Educatioa Development
and these educational institutions was signed ian previous fiscal year, funds to
HBCUs were not provided until FY87.

G. Strengthening Financial Management

I. Host Country Audit and Financial Management Capability

In Honduras, the Directorate of the Budget in the Ministry of Finance exercises
control over public expenditures of both central and decentralized government
{nstitutions. There are adequate formal controls in place to administer and
account for public funds, The Planning Secretariate is responsible for
developing the annual budget based on requests by implementing agencies. The
National Congress approves the national budget and the Ministry of Finance is
responsible for managing the budget.

The various GOH Ministries have internal auditors responsible for preauditing
expenses effected by government agencies. The internal auditors of the
Ministries report directly to the respective Ministry, The internal auditors
of decentralized entities are designated by, and report directly to, the
Honduras Controller General (HCG). The HCG has responsibllity for making post
audits of expenses incurred by GOH agencies. USAID's Strategic Planning and
Technical Services Project financed a diagnostic survey of HCG's operatioas.
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This review was conducted by Price Waterhouse. In the opinion of this
internationally recognized firm, much more needs to be done to improve the
HCG's overall management operations., Improvements would include changes
in policies, systems, procedures and personnel. In recognition of the
need to strengthen financial management in thls area, the Mission recently
developed a project to address the problems identified by Price
Waterhouse, Assistance to the Controller General of the Republic
(522-0338), The Project is designed to increase GOH confidence in, and
use of, the HCG by focusing on the most critical shortcomings == including
the upgrading of technical skills. The Mission envisions a major enhanced
role for the HCG in carrying out future broad-based audits that will cover
financial and compliance as well as examine the economy and efficiency of
government operations.

II. Monitoring of local Curreacy

USAID/Honduras has long been aware of the need for strong oversight of our
local currency programs and has Ilmplemented such oversight since the
inception of the program. ESF generations have been used to finance our
financial review capability as well as provide funding for selected local
audits. The USAID Controller's Office is responsible for reviewing and
following-up on these audits and monitors all recommendations. In
addition, the Mission's Flnancial Analysts make perjodic examinations of
local currency funded projects., Prior to any disbursement to these
projects, reviews of the accounting and internal countrol systems are made
to assure that funds and property will be safeguarded and used for project
purposes. In fiscal year 1987 the Misslon performed over 30 of these
financial reviews.

I1I. Other Financial Management Strengthening Activities

The Mission is playing an instrumental role in contracting U.S. based "big
eight” accounting firms to perform management audits of some of the 36
decentralized independent agencies. Five have been selected for immediate
start-up. These management audits are required as part of the Economic
Stabilization Program supported by USAID. Government officials have
indicated that strong follow-up action will be taken to assure that
recommendations are adequately considered, and those accepted are
implemented.

Recently, the Mission further augmented its in-house financial analytical
capability to undertake comprehensive examinations of the cash flow
requirements of organizations we are assisting and that are carrying out
our Action Plan objectives. We plan to provide limited technical
agsistance to those organizations lacking capability in this area while
enhancing our ability to make critical judgments on long-term
self-sufficiency capability.

In summary, the Mission continues major efforts to assure that GOH
implementing agencies and private sector organizations have adeguate
accounting and internal control systems that will ensure proper
accountability and compliance with mutually agreed upon goals and
objectives. &





